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Abstract 

This work project analyzes Microsoft's acquisition of Activision Blizzard from a strategic and 

financial perspective. The strategic rationale behind the acquisition includes strengthening 

Microsoft’s gaming portfolio, expanding into mobile gaming, and enhancing its competitive 

position against Sony and Tencent. From a financial perspective, the analysis covers valuation, 

synergies, deal structuring, and financing, with this study focusing on the valuation component. 

The core of this analysis is a Discounted Cash Flow (DCF) valuation of potential synergies 

post-acquisition. The results indicate a Net Present Value (NPV) of synergies totaling $8.21 

billion, factoring in integration and restructuring costs. 
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1 Case Study (group part) 

1.1 Introduction 

In early December 2021, Phil Spencer, Head of Microsoft Gaming, and Satya Nadella, CEO of 

Microsoft, engaged in a series of in-depth discussions with Bobby Kotick, the long-time CEO 

of Activision Blizzard. These talks were initiated after several investment bankers approached 

Phil Spencer to highlight Microsoft’s increasingly vulnerable position in the gaming sector. 

Central to these discussions was the growing dominance of key players like Sony and Tencent, 

whose substantial market shares and strategic product portfolios had firmly established their 

leadership in the industry. While Sony had solidified its position as the leader in console 

gaming, Tencent – recognized as the world’s largest video game company by revenue – had 

significantly strengthened its position in both the PC and mobile gaming markets (Kent 2021). 

These developments, combined with the rapid growth of the global gaming market, which was 

projected to surpass $150 billion in 2021 (Case Exhibit 8), put Microsoft under considerable 

pressure to consolidate its position in this highly competitive sector. 

This situation posed a crucial question for Microsoft: how can the company sustainably improve 

its position in the gaming industry and increase its competitiveness against Sony, Tencent and 

other major players? 

The investment bankers have already presented a possible answer to this question: the 

acquisition of Activision Blizzard, a leading publisher and developer in the gaming industry. 

Such a move would not only give Microsoft access to a portfolio of high-profile and established 

gaming brands, but also significantly expand its resources in game development and mobile 

gaming. 
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However, pursuing an acquisition of this magnitude – which would be considered the largest 

transaction in gaming history – also presents substantial challenges. First, the deal requires a 

significant financial investment, demanding careful consideration of its long-term profitability. 

Second, integrating a company of Activision Blizzard’s size could create not only opportunities 

for synergies but also significant costs, such as those associated with restructuring. Third, the 

scale of the transaction raises critical questions about its financing, including how Microsoft 

would structure such a large deal without compromising its balance sheet or liquidity. The 

complexity and scale of such a transaction highlight the importance of conducting a 

comprehensive and in-depth analysis to determine whether such an acquisition would 

ultimately be both strategically and financially justifiable in the long run.  

1.2 Microsoft Corporation 

1.2.1 Company History 

Microsoft Corporation (hereinafter referred to as Microsoft) was founded in 1975, by Bill Gates 

and Paul Allen. The company’s name, derived from the words “microcomputer” and 

“software,” reflected its focus on developing software solutions for the emerging personal 

computer market. The breakthrough came in 1980 when Microsoft partnered with IBM to 

provide the MS-DOS operating system for IBM’s personal computers. This collaboration 

allowed Microsoft to benefit from IBM’s market presence and positioned MS-DOS as the 

software standard for IBM-compatible PCs. The widespread adoption of the operating system 

enabled Microsoft to gain a strong position in the expanding personal computer market, 

competing effectively with other industry players such as Intel and Apple (Good 2020). 

In the following years, Microsoft expanded its influence with the introduction of Windows, a 

graphical operating system that played a central role in the company’s success. The release of 

Windows 95 in 1995 was particularly notable, as it popularized graphical user interfaces and 
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was well-received by consumers globally. Around the same time, Microsoft introduced its 

Office suite, which included applications such as Microsoft Word, Excel, and PowerPoint. 

These tools quickly became widely adopted in business and professional environments, further 

strengthening Microsoft’s position in the software market (Good 2020). 

Entering the 21st century, Microsoft expanded its business further. In 2001, the company 

launched the Xbox, marking its entry into the gaming industry. Simultaneously, Microsoft 

began focusing on cloud computing, and with the introduction of Microsoft Azure in 2010, it 

established itself as a leading provider of cloud services (Good 2020). 

In 2014, Satya Nadella took on the role of CEO and gave Microsoft a new strategic direction, 

focusing on cloud computing, artificial intelligence, and advanced enterprise solutions (Tabrizi 

2023). This shift strengthened the company’s market position and also expanded its influence 

across a wide range of industries. Microsoft’s mission – “to empower every person and every 

organization on the planet to achieve more” – highlights its commitment to fostering innovation 

and inclusivity. By developing products and services that empower individuals and businesses 

worldwide, the company continued to drive progress in the technology sector (Liu 2023). 

Today, Microsoft has grown into one of the world’s largest and most valuable companies, 

consistently maintaining a market capitalization in the trillion-dollar range (Poinski 2024). With 

a workforce comprising approximately 181,000 employees distributed across more than 190 

countries, Microsoft’s global presence underscores its role as a cornerstone of the modern 

economy. In 2021, the company generated over $168 billion in revenue (Case Exhibit 1) and 

held approximately $130 billion in cash reserves (Case Exhibit 2), ranking as the third largest 

among all S&P 500 companies in terms of cash holdings (Staley 2021). This financial strength 

enables Microsoft to invest heavily in research and development and to push ahead with new 

technologies such as artificial intelligence and cloud solutions, ensuring Microsoft remains a 

key player in the global technology sector. 
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1.3 Main business divisions 

Microsoft’s revenue is distributed across three primary segments: Productivity and Business 

Processes, Intelligent Cloud, and More Personal Computing (Good 2020). The Productivity and 

Business Processes segment, which accounted for approximately 32% of total revenue in 2021, 

includes a wide range of tools such as Microsoft 365, the Office suite, LinkedIn, and Dynamics 

365. These offerings enhance productivity, communication, and business operations for 

individuals, small businesses, and enterprises. Microsoft 365 stands out for its cloud-based 

solutions, including Word, Teams, and Excel, which streamline workflows and improve 

efficiency. LinkedIn provides professionals with networking opportunities and delivers talent, 

marketing, and learning solutions. Dynamics 365, meanwhile, offers ERP and CRM tools that 

simplify complex business processes. In this space, Microsoft faces competition from Google, 

Apple, Salesforce, Slack, and Zoom. However, its emphasis on integration, robust security, and 

cross-platform compatibility has allowed Microsoft to maintain a competitive position in the 

market (Microsoft Corporation 2021). 

The Intelligent Cloud segment, which contributed approximately 36% of Microsoft’s total 

revenue in 2021, supports businesses and developers through a variety of offerings such as 

Azure, server products, and enterprise services (Microsoft Corporation 2021). Azure is a 

cornerstone of this segment, providing cloud computing, storage, and AI solutions that enable 

companies to innovate while minimizing infrastructure management burdens. Alongside Azure, 

tools like Dynamics 365 and Microsoft’s server platforms further improve IT efficiency. Azure’s 

ability to meet the rising global demand for cloud services has made it a major growth driver 

for Microsoft. Competing with Amazon AWS, Google Cloud, and IBM, Microsoft has 

leveraged its extensive global infrastructure and hybrid cloud capabilities to solidify its leading 

status in cloud computing (Microsoft Corporation 2021). The Intelligent Cloud segment plays 
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a central role in Microsoft’s long-term strategy, reflecting the company’s focus on scalable and 

future-oriented technologies. 

Lastly, the More Personal Computing segment, which accounts for around 32% of revenue in 

2021, includes products and services such as Windows, Surface devices, search advertising, and 

gaming. Windows remains a cornerstone of this segment, offering a secure and consistent 

operating system for millions of users worldwide. Surface devices, including premium laptops 

and tablets, reinforce Microsoft’s presence in the hardware market. Bing’s search advertising 

delivers tailored online ads through partnerships. Microsoft Gaming, led by Xbox, combines 

exclusive content, cloud gaming, and subscription services to engage users across multiple 

devices (Microsoft Corporation 2021). 

1.4 Microsoft Gaming 

In 2021, Microsoft Gaming generated $15.37 billion in revenue, accounting for approximately 

9.1% of Microsoft’s total revenue. The revenue grew by 33%, significantly outpacing the 

company’s overall revenue growth of 12%, underscoring the increasing importance of gaming 

within the company’s More Personal Computing segment (Case Exhibit 3). Microsoft’s 

gaming revenue is driven by two primary streams: hardware sales and Xbox content and 

services. 

Hardware sales are centered around the Xbox family of gaming consoles. The Xbox is a video 

game console developed by Microsoft, primarily designed for gaming but also capable of 

streaming movies, series, and music. In 2021, this category contributed approximately $3.1 

billion in revenue (Case Exhibit 3). 

Xbox content and services, the largest contributor, generated $9.3 billion in 2021 

(Case Exhibit 3). This category includes digital game sales, licensing revenue from third-party 

developers, in-game transactions, advertising, and cloud services. A key factor in Microsoft’s 
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success in this area is its ability to offer both first-party and third-party titles, which appeal to a 

broad and diverse audience. By leveraging strategic partnerships and exclusive content, 

Microsoft has created a robust ecosystem that attracts gamers across various platforms (Case 

Exhibit 4). 

A standout component of Microsoft’s gaming strategy is the Xbox Game Pass, a subscription 

service introduced in 2017. Priced at $9.99 per month, the Xbox Game Pass generated 

$3.0 billion in revenue in 2021, demonstrating its significant contribution to the gaming 

segment (Case Exhibit 3). This service grants subscribers access to a rotating library of games 

for Xbox consoles and PCs. In 2021, this library offered an estimated total value of $6,300 

alone, giving subscribers a substantial return on their investment. This expansive and accessible 

model not only diversifies Microsoft’s revenue streams through recurring subscription fees but 

also fosters higher levels of customer engagement by delivering a seamless and integrated user 

experience. By 2021, the Xbox Game Pass had attracted 25 million subscribers, underscoring 

its transformative impact on gaming consumption patterns (Case Exhibit 15). 

1.5 Microsoft’s acquisition history 

Microsoft’s history highlights a strategic use of acquisitions to adapt to technological 

advancements, secure market leadership, and influence the evolution of entire industries. This 

approach underscores the company’s ability to identify transformative opportunities and 

effectively integrate them into its ecosystem, ensuring they contribute to long-term growth and 

align with Microsoft’s broader objectives. 

One of the earliest examples of this strategy was Microsoft’s 1987 acquisition of Forethought, 

the maker of PowerPoint (Zonana 1987). Recognizing the potential of presentation software in 

the burgeoning productivity tools market, Microsoft transformed PowerPoint into a cornerstone 
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of its Office suite. This move strengthened its product ecosystem and established Microsoft as 

an indispensable partner for businesses worldwide. 

In 1997, the acquisition of Hotmail enabled Microsoft to capitalize on the rising influence of 

the internet. At the time, web-based email was an emerging trend, and by integrating Hotmail 

into its offerings – eventually rebranding it as Outlook.com – Microsoft positioned itself as a 

leader in online communications, capturing a growing base of digital users (Microsoft 

Corporation 2022b). 

As the tech industry advanced, Microsoft pivoted toward opportunities in professional 

networking and software development. The purchase of LinkedIn in 2016 exemplified this shift, 

allowing Microsoft to integrate LinkedIn’s professional networking platform with its enterprise 

tools like Office 365. This strengthened Microsoft’s position in the corporate sector and 

reinforced its role in professional connectivity (Hern, Kasperkevic 2017). Two years later, the 

2018 acquisition of GitHub marked another significant milestone, bridging the gap between 

Microsoft and the open-source community. By acquiring GitHub, a platform central to millions 

of developers, Microsoft strengthened its position as a leader in software development tools and 

services (Weinstein 2018). 

Microsoft’s approach stands out for its ability to integrate acquisitions effectively and align 

them with long-term goals. By anticipating market trends and addressing integration challenges, 

Microsoft ensures each acquisition contributes to its broader ecosystem. This history highlights 

how Microsoft has used acquisitions as a strategic tool to adapt to industry shifts and strengthen 

its position in emerging markets. 

1.6 Activision Blizzard 

Activision Blizzard, a prominent player in the global entertainment industry, was founded in 

2008 through the merger of Activision, a leading developer and publisher of video games, and 
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Vivendi Games, the parent company of Blizzard Entertainment (Sotamaa, Švelch 2021). 

Activision itself, established in 1979, was one of the first independent game developers in 

California, known for its early successes with games for consoles such as the Atari 2600 

(Schreier 2024). Blizzard Entertainment was founded in 1991 under the name Silicon & 

Synapse and achieved significant success in the 1990s with games such as Warcraft, Diablo and 

StarCraft (Schreier 2024). The merger in 2008 brought together Activision's expertise in 

console gaming with Blizzard's strength in the PC gaming community, enabling the company 

to build a broad portfolio of successful game franchises. 

In August 2015, Activision Blizzard became, alongside with Electronic Arts, one of only two 

game developers included in the S&P 500 Index. Three months later, in November 2015, 

Activision Blizzard made the announcement to acquire King Digital Entertainment for a sum 

of $5.9 billion (Sotamaa, Švelch 2021). King, a company originally founded in Sweden in 2003, 

became widely known for its popular mobile games, including the globally successful Candy 

Crush Saga (Schreier 2024). This strategic move allowed the company to establish a significant 

presence across all three primary gaming platforms – console, PC, and mobile – thereby 

broadening its reach and diversifying its revenue streams (Case Exhibit 5). 

Today, Activision Blizzard’s gaming operations are divided across three major brands: 

Activision, Blizzard Entertainment, and King. Each brand specializes in specific gaming genres 

and platforms, contributing to the company’s extensive reach and diverse portfolio. 

(Case Exhibit 6). The Activision segment is best known for the Call of Duty series, which has 

become a major force in the first-person shooter genre. The series is available on multiple 

platforms, including consoles, PCs and mobile devices, with titles such as Call of Duty: 

Warzone and Call of Duty: Mobile increasing its reach. The Activision segment also manages 

a range of esports initiatives, with one of the most prominent being the Call of Duty League. 

Launched in 2020, the Call of Duty League is a professional esports league centered around the 
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Call of Duty franchise, serving as a powerful marketing tool for the franchise, keeping it in the 

spotlight and maintaining its relevance in a highly competitive gaming market (Schreier 2024). 

Blizzard Entertainment focuses on PC and console games and is known for franchises such as 

World of Warcraft, a well-known title in the Massively Multiplayer Online Role-Playing Games 

(MMORPG) genre. Other major franchises include Diablo and Hearthstone, which cover 

different game genres and maintain active player bases. Blizzard supports these games through 

its own Battle.net platform, which facilitates digital distribution and online services (Schreier 

2024). 

The King segment focuses exclusively on mobile gaming and is best known for the Candy 

Crush series, a globally recognized title that has consistently maintained its popularity since its 

release. Candy Crush has become a cornerstone of the casual gaming market, attracting a broad 

demographic of players with its accessible gameplay and free-to-play model supported by in-

game purchases. King’s portfolio also includes other casual mobile games such as Bubble Witch 

and Farm Heroes, which appeal to similar audiences (Schreier 2024). 

In terms of financial performance, Activision Blizzard ranks among the world's leading game 

developers. The company achieved revenues of approximately $6.5 billion in 2019, which rose 

to $8.1 billion in 2020, and further increased to $8.8 billion in 2021 (Case Exhibit 9). This 

consistent growth underscores Activision Blizzard’s strength and relevance in the global 

gaming industry. 

1.7 The global gaming market 

The global gaming market has developed into one of the most dynamic and profitable sectors 

of the entertainment industry in recent decades. What once started as a niche industry has 

developed into three-digit billion-dollar industry, driven by technological innovations, changing 

consumer habits and the rise of new platforms (Wolf 2008). Today, the gaming industry is 
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broadly categorized into three primary segments: console gaming, PC gaming, and mobile 

gaming (GVR 2022). 

1.7.1 Development of the console market 

The beginnings of the video gaming market can be traced back to the 1970s when the first 

arcade games, such as Pong and Space Invaders, introduced a new form of entertainment. These 

early video games laid the foundation for home video game consoles, which entered the market 

in the late 1970s and early 1980s. One of the first companies to successfully market home 

consoles was Atari with its Atari 2600 console. This generation of consoles paved the way for 

the entry of major players such as Nintendo, and later Sony and Microsoft (Wolf 2008). 

Nintendo entered the console market in 1983 with the Famicom (known in the United States as 

the Nintendo Entertainment System, or NES) and achieved worldwide success with games like 

Super Mario Bros and The Legend of Zelda. Nintendo quickly established itself as a leading 

player in the console market and continued to build its reputation as a developer of innovative 

gaming platforms over the following decades. The next major turning point in the history of the 

console market was Sony's entry with the PlayStation in 1994. The PlayStation revolutionized 

the industry with its powerful hardware and focus on 3D graphics, providing new opportunities 

for game developers. With popular titles like Final Fantasy VII and Gran Turismo, Sony set 

new standards and established the PlayStation as a leading platform in the console market (Wolf 

2008). 

In 2001, Microsoft entered the console market with the Xbox to position itself against Sony and 

Nintendo (Wolf 2008). The Xbox offered impressive technical specifications and was the first 

console with a built-in hard drive and a comprehensive online gaming service (Xbox Live), 

which allowed Microsoft a new way of building customer loyalty. Especially the game 

Halo: Combat Evolved was a groundbreaking title that increased the Xbox's popularity in the 

United States and laid the foundation for the platform’s success (Wolf 2008). 
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During the 2000s, Sony and Microsoft engaged in a head-to-head competition in the console 

market. While Nintendo launched the innovative Wii (2006), a motion-sensor console that 

appealed to a wide audience, Sony and Microsoft focused on powerful hardware and exclusive 

content (Schreier 2017). The competition intensified with the introduction of the PlayStation 3 

(2006) and the Xbox 360 (2005). Both consoles offered impressive graphics, a wide range of 

games, and the ability to use online services. 

With the release of the next generation of consoles in 2013, Sony was able to significantly 

outpace Microsoft in the competitive console market. The PlayStation 4 achieved extraordinary 

success, selling over 116 million units worldwide, compared to just 50 million units for the 

Xbox One (Kent 2021). This dominance continued with the next generation of consoles, where 

Sony’s PlayStation 5 consistently outperformed Microsoft’s Xbox Series in sales, further 

solidifying its leadership position in the market. 

 

Source: Sony Interactive Entertainment 2024, VGChartz 2024 

A key factor behind Sony’s success lies in the proprietary nature of gaming consoles. Unlike 

open platforms such as PC, consoles operate within a closed infrastructure, meaning that their 
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hardware is typically not compatible with competing platforms. As a result, the appeal of a 

console is heavily influenced by the exclusivity of its game library, as exclusive titles are often 

a decisive factor in consumers’ purchasing decisions (Kent 2021). 

Sony has effectively leveraged its exclusivity strategy to establish and maintain its dominance 

in the market. The PlayStation platform boasts a range of critically acclaimed and commercially 

successful exclusive titles, including Horizon Zero Dawn, Spider-Man, and God of War. These 

games have not only garnered widespread acclaim but have also cultivated a loyal fan base, 

significantly enhancing the appeal of the PlayStation ecosystem. Sony’s exclusive titles have 

been instrumental in driving hardware sales and fostering long-term player retention, as many 

consumers are drawn to PlayStation specifically to access these high-quality games. This 

strategy not only differentiates Sony from competitors but also ensures sustained success in the 

console market (Kent 2021). 

Microsoft, on the other hand, initially prioritized technical innovations over exclusive content 

during the Xbox One era. For instance, the Xbox Kinect, a motion-sensing device that enabled 

players to interact with games through body movements, was a significant technological 

advancement but failed to capture the sustained interest of a broad audience. Recognizing the 

importance of exclusive content in driving console sales, Microsoft eventually shifted its focus 

back to strengthening its game library. Despite this effort, the Xbox platform has struggled to 

rival the depth and appeal of Sony’s exclusive lineup (Kent 2021). 

This disparity in consumer perception and sales is evident in the market data. At a 2022 press 

conference in Brussels, Xbox CEO Brad Smith acknowledged that Sony dominates the 

European console market with an 80% share compared to Microsoft. In Japan, Sony’s market 

share is even more pronounced, reaching 96%. Globally, Sony maintains a commanding market 

dominance of approximately 70% (Dring 2023). These figures underscore the effectiveness of 

Sony’s exclusivity strategy. 
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1.7.2 Development of the PC gaming market 

The PC gaming market has experienced remarkable growth and transformation since its 

beginnings in the late 1970s and early 1980s, evolving into a key segment of the gaming 

industry. Early titles such as Zork and King’s Quest demonstrated the potential of personal 

computers as platforms for interactive entertainment. Although constrained by the hardware 

limitations of the time, these pioneering games laid the foundation for the PC gaming industry’s 

future development (Wolf 2008). 

The 1990s marked a turning point for PC gaming, driven by rapid advances in hardware and 

the increasing availability of PCs. The introduction of Microsoft Windows, particularly 

Windows 95, played a crucial role as it standardized the PC environment and made it more user-

friendly for developers and consumers alike. At the same time, other companies such as 

Blizzard Entertainment, id Software and Valve rose to prominence with innovative games and 

new approaches to engaging audiences (Wolf 2008). 

The late 1990s and early 2000s brought a revolution with the rise of the internet, which enabled 

online multiplayer experiences that became defining features of the PC gaming market. Games 

like Counter-Strike and World of Warcraft capitalized on this connectivity, fostering global 

communities and competitive ecosystems. This era also saw a significant shift in game 

distribution with the launch of Valve’s Steam platform in 2003. Steam provided a centralized 

hub for purchasing, downloading, and managing games, revolutionizing the industry. While 

Steam quickly became the dominant digital distribution platform due to its extensive game 

library, Microsoft continued to hold a central role by providing the technological infrastructure 

for PC gaming through its Windows operating system (Wolf 2008). 

By the 2010s, the PC gaming market was defined by its diversity and adaptability, catering to a 

wide range of audiences. Tencent emerged as a dominant force, particularly in the online 

gaming and free-to-play segments, thanks to titles like League of Legends and PUBG. Blizzard, 
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with hits such as World of Warcraft maintained its position as a major player, while Epic Games 

gained momentum with Fortnite and its aggressive push to compete with Steam via the Epic 

Games Store (Kent 2021). 

Microsoft, which had so far only played an important role in the PC gaming sector by providing 

the Windows operating system, began to focus more directly on the gaming market during this 

period. With initiatives such as the Xbox Game Pass for PC – an alternative to platforms like 

Steam – and strategic acquisitions like Mojang (developer of Minecraft), the company sought 

to strengthen its position (Kent 2021). 

Despite some successes, Microsoft has struggled to match the dominance of companies like 

Tencent and Valve in the PC gaming market. Tencent’s leadership is underpinned by significant 

investments in a broad portfolio of game developers and its deep penetration of global markets. 

Valve, on the other hand, has maintained its dominance in digital game distribution through 

Steam, leveraging its early entry and a vast game library to secure a central position in the 

market (Kent 2021). 

1.7.3 Development of the mobile gaming market 

After dominating most of the gaming industry until the 2000s, the console and PC market saw 

the rapid rise of mobile gaming in the 2010s. Advances in smartphone and tablet technology 

opened up new possibilities for game developers, and mobile gaming quickly became one of 

the most profitable segments of the gaming market. The breakthrough came with the launch of 

the iPhone in 2007 and the App Store in 2008, which allowed developers to sell their games 

directly to users (Kent 2021). Games like Angry Birds and Candy Crush became worldwide 

hits and set the standard for the ‘free-to-play’ model, in which games are offered for free but 

monetized through microtransactions (Activision Blizzard 2020). 
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Leading companies in the mobile gaming market include Tencent, King, and NetEase (Kent 

2021). Tencent, the world’s largest gaming company, has leveraged its stronghold in China to 

generate substantial revenue from blockbuster games such as Honor of Kings and PUBG 

Mobile. King, best known for the enduring success of Candy Crush, has firmly cemented its 

place as a cornerstone of the mobile gaming sector (Activision Blizzard 2020). Meanwhile, 

NetEase has emerged as another major player, creating and distributing popular mobile titles 

both within China and globally (Kent 2021). 

By 2021, mobile gaming accounted for over 50% of global gaming revenue, firmly establishing 

itself as the dominant segment of the industry (Kent 2021). It is projected to remain the fastest-

growing sector in the coming years, underscoring its evolution from a niche category into a 

core component of the gaming ecosystem. Asia, widely regarded as the epicenter of mobile 

gaming, represents a particularly lucrative market. High smartphone penetration and 

widespread internet access have allowed developers to reach millions of users in the region, 

fueling unprecedented growth (Kent 2021). 

1.7.4 Future outlook of the gaming market 

The gaming market has experienced remarkable growth in recent years, particularly in the years 

2019 to 2021, which were heavily impacted by the COVID-19 pandemic. As governments 

worldwide imposed lockdowns and social distancing measures, millions of people turned to 

gaming as a primary form of entertainment and social interaction. This period saw an 

extraordinary surge in demand across all major segments – console, PC, and mobile gaming –

spurred by the need for accessible, engaging, and home-based activities during a time of 

restricted movement. The pandemic created a unique environment in which gaming not only 

thrived but also reached new audiences, with consumers spending more time and money on 

gaming than ever before (World Economic Forum 2022). 
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The compound annual growth rates (CAGR) for this period illustrate the pandemic’s 

transformative impact on the industry. Console gaming grew at a CAGR of 5.1% 

(Case Exhibit 8), supported by the heightened interest in gaming consoles as a key source of 

home entertainment and the release of next-generation consoles such as the PlayStation 5 and 

Xbox Series X/S. Similarly, PC gaming expanded at a CAGR of 8.0% (Case Exhibit 8), driven 

by increased investments in gaming hardware as more people upgraded their setups to engage 

with high-quality online multiplayer games and immersive experiences.  

However, the most substantial growth occurred in the mobile gaming segment, which achieved 

a remarkable CAGR of 16.9% (Case Exhibit 8). This was fueled by the widespread adoption 

of smartphones and tablets, as well as the growing popularity of free-to-play games supported 

by in-app purchases. Mobile gaming also benefited significantly from its accessibility, allowing 

a diverse range of players – including those in emerging markets – to engage with gaming 

content from virtually anywhere. 

Looking forward, the gaming market is expected to continue growing, but at a more moderated 

pace as demand normalizes following the pandemic-driven spike. Between 2021 and 2026, 

projections indicate a significant deceleration in growth across all segments, reflecting a return 

to more sustainable levels of expansion. Console gaming is forecasted to grow at a CAGR of 

2.2% (Case Exhibit 8), as the initial rush for next-generation consoles subsides and the market 

stabilizes. PC gaming is expected to achieve a CAGR of 4.6% (Case Exhibit 8), maintaining 

steady growth through ongoing technological advancements and the platform’s broad appeal to 

both casual and dedicated gamers. Mobile gaming, while still the largest and most lucrative 

segment, is projected to grow at a slower CAGR of 3.8% (Case Exhibit 8). This moderation 

follows its unprecedented boom during the pandemic but is supported by continued growth in 

emerging markets and innovations in smartphone technology, particularly the adoption of 5G 

(Global Newswire 2024). 
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1.8 Future industry trends 

The future of the gaming industry will be shaped by a series of interconnected trends that are 

transforming the entire ecosystem. One of the most significant drivers of this transformation is 

the rapid growth of the smartphone and tablet gaming market, particularly in emerging 

economies like India and China. These regions, with their large, tech-savvy populations, 

represent some of the most lucrative opportunities for the gaming sector. 

The demand for affordable games is rising rapidly, driven by a young population eager to 

engage in accessible entertainment (Statista Market Insights 2024). Advances in mobile 

technology, such as more powerful devices with expanded storage and better internet 

connectivity, are further enabling this trend. The release of Pokémon Go in 2016 served as a 

landmark moment, demonstrating the immense potential of mobile gaming to reach global 

audiences and reshape consumer behavior (Mahoney, Tang 2021). 

This shift toward mobile platforms is closely tied to another pivotal change: the decline of 

physical game purchases in favor of digital distribution. As consumers increasingly opt for 

downloading games rather than buying physical copies, the industry has accelerated its 

transition to fully digital distribution models. This shift is particularly pronounced in mobile 

gaming but has also become a dominant force in the console and PC markets. Digital 

distribution not only reduces production and logistical costs but also aligns with players’ 

growing preference for convenience and instant access to content (Valuates Reports 2024). 

A further evolution within the gaming industry is the rise of subscription-based models, which 

are redefining how players consume games. By paying a recurring monthly or annual fee, users 

gain access to expansive libraries of games at a fraction of the cost of purchasing individual 

titles. Subscriptions also encourage players to experiment with new titles, driving game 

discovery and engagement. For developers and publishers, the model provides predictable 
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revenue streams and opportunities to build long-term relationships with players. Companies 

increasingly bundle subscriptions with exclusive content, early access, and integrated cloud 

gaming, making the service more attractive for consumers. As competition intensifies, 

continued innovation will be key to differentiating offerings and retaining subscribers 

(GamesIndustry.biz 2021). 

Simultaneously, significant investments in virtual reality (VR) and augmented reality (AR) 

technologies are revolutionizing the gaming experience. These technologies allow for 

immersive, interactive, and realistic environments that go beyond the limits of traditional 

gaming. By enabling deeper interaction, these technologies are opening new possibilities for 

game design, storytelling, and player engagement. The adoption of VR and AR is expected to 

grow substantially as hardware becomes more affordable and developers leverage the 

technology to create more sophisticated and captivating experiences (Mordor Intelligence 

2024). 

Underlying and amplifying these trends is the emergence of cloud gaming. Cloud technology 

has the potential to transform the industry by eliminating the need for expensive gaming 

hardware. Players can stream high-quality games on a variety of devices—such as smartphones, 

tablets, and low-end PCs—by leveraging cloud servers to handle processing power. This 

innovation reduces barriers to entry for consumers and democratizes access to premium gaming 

experiences globally. For regions with limited access to powerful hardware, cloud gaming 

represents a game-changing solution. As infrastructure for high-speed internet continues to 

improve, particularly with the expansion of 5G, cloud gaming is expected to grow in 

accessibility, ultimately redefining the market dynamics of the global gaming industry (Lewis, 

Keohane 2024). 

These interconnected trends – mobile gaming expansion, digital distribution, subscription 

services, VR/AR integration, and cloud gaming – are collectively shaping the future of gaming. 
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Together, they reflect a fundamental shift in how games are produced, distributed, and 

consumed, opening new opportunities while challenging companies to innovate and adapt in an 

increasingly competitive market. 

1.9 The proposed Acquisition 

1.9.1 Microsoft’s position in the gaming market 

In mid-October 2021, a team of investment bankers from Goldman Sachs delivered an in-depth 

presentation to Microsoft’s executive board, precisely examining the company’s position within 

the rapidly evolving and increasingly competitive gaming industry. This presentation provided 

a detailed overview of the challenges Microsoft faced, as well as the opportunities available to 

strengthen its foothold in the sector. Through a strategic analysis, the bankers offered valuable 

insights into Microsoft’s standing across the three key segments of the gaming market: console 

gaming, PC games, and mobile gaming. 

Console market challenges 

The presentation underscored Microsoft’s ongoing challenges in competing with Sony’s 

dominant position in the console market. Sony, with a commanding global market share of 70%, 

has secured its lead primarily through an extensive portfolio of high-quality exclusive titles. In 

contrast, Microsoft’s efforts to compete have been hindered by a comparatively underwhelming 

library of exclusive, platform-defining content. This gap has constrained Microsoft’s ability to 

attract and retain console users, limiting its growth within the highly competitive console 

ecosystem (Kent 2021). 

The investment bankers further cautioned that these weaknesses would become even more 

pronounced with the release of the next console generation. If Microsoft fails to significantly 

strengthen its exclusive content pipeline, Sony is poised to capitalize on its established 

momentum, attracting an even larger share of the market and further solidifying its dominance. 
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Beyond the immediate threat to console sales, the bankers also highlighted a growing concern 

related to the rise of subscription-based models in the gaming industry. Sony’s PlayStation Plus 

service has already gained significant traction, offering a robust subscription platform with 

competitive content that enhances user retention. Should Microsoft fail to close the gap in terms 

of its games library, Sony could extend its lead not only in console sales but also in the 

increasingly critical subscription market. 

This dual threat – spanning both hardware and subscription services – underscores the urgency 

for Microsoft to adopt a focused and aggressive content strategy. Without such a shift, the Xbox 

Game Pass risks being overshadowed by Sony’s offerings, making it even more difficult for 

Microsoft to compete effectively in future console cycles and in the rapidly growing 

subscription-based gaming segment. 

PC gaming market observations 

In the PC gaming market, Goldman Sachs highlighted Microsoft’s strong foundation as the 

provider of the Windows operating system, which remains the backbone of the gaming 

ecosystem. However, despite this central role in infrastructure, Microsoft faces increasing 

competition from key players that are rapidly pulling ahead in this segment. Valve, through its 

dominance with Steam, and Tencent, with its global reach and extensive game portfolio, have 

positioned themselves as market leaders, leaving Microsoft struggling to establish a comparable 

level of influence. 

Adding to this competitive pressure, Epic Games has emerged as a formidable player in recent 

years with its Epic Games Store, successfully building a strong presence in the digital 

distribution market. These competitors have attracted vast user bases and strengthened their 

platforms with extensive game libraries and exclusive titles. 
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The bankers warned that Microsoft’s current challenges in the PC gaming segment closely 

mirror its struggles in the console market against Sony. If Microsoft fails to address these gaps, 

there is a significant risk that these competitors will further entrench their dominance, making 

it increasingly difficult for Microsoft to attract customers to the Xbox Game Pass on PC.  

Mobile gaming market weakness 

Lastly, the presentation of the investment bankers also placed particular emphasis on 

Microsoft’s glaring absence in the mobile gaming market, which remains the fastest-growing 

and most lucrative segment of the gaming industry. Mobile gaming has not only surpassed 

console and PC markets in revenue generation but also broadened its appeal by providing 

affordable and accessible entertainment to billions of users worldwide (Shorthouse 2019). 

Competitors such as Tencent and NetEase have seized this opportunity by adopting highly 

targeted strategies that cater to regional preferences and technical limitations. Tencent, for 

instance, has made substantial inroads into emerging markets by offering lightweight versions 

of its popular games, such as PUBG Mobile Lite, which are optimized for low-spec 

smartphones. This approach has enabled Tencent to achieve tens of millions of downloads in 

regions like Brazil, Indonesia, Thailand, and India, where affordability and accessibility remain 

key factors for success (Shorthouse 2019). 

In contrast, Microsoft’s mobile gaming portfolio remains barely existent, leaving the company 

unable to tap into the massive and still-growing global player base or the substantial revenue 

streams generated by microtransactions and in-app purchases. The investment bankers 

identified this deficiency as Microsoft’s most significant strategic weakness in the gaming 

sector. They further cautioned that if Microsoft continues to overlook the mobile gaming 

market, it risks missing out on one of the industry’s most critical areas of growth and allowing 

competitors to solidify their dominance. 
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1.9.2 Leveraging acquisitions as a strategic solution 

The presentation from Goldman Sachs provided a sobering assessment of Microsoft’s current 

position within the gaming industry, underscoring the critical need for decisive action to address 

its existing challenges. The investment bankers recommended bold strategic measures, 

including targeted acquisitions, as a viable solution to strengthen Microsoft’s competitive 

position. They emphasized that in the rapidly evolving gaming market, acquisitions have proven 

to be one of the most effective strategies for gaining a sustainable edge. 

Drawing on Microsoft’s strong track record of executing successful acquisitions, the bankers 

expressed confidence in the company’s ability to leverage this approach effectively. They 

pointed to Microsoft’s history of integrating acquired companies, such as LinkedIn and GitHub, 

to bolster its market position and open doors to new opportunities. These examples demonstrate 

how Microsoft has consistently turned strategic purchases into long-term value drivers by 

enhancing its product offerings and expanding its influence in key markets. 

The bankers further highlighted the transformative potential of acquisitions within the gaming 

industry. Acquiring established studios or publishers could provide Microsoft with immediate 

access to exclusive content, a critical factor in competing against market leaders like Sony and 

Tencent. Additionally, acquisitions could enable Microsoft to expand into high-growth 

segments such as mobile gaming, where it currently lags behind competitors. By acquiring 

companies with expertise in mobile game development or distribution, Microsoft could not only 

address its glaring absence in this lucrative market but also create synergies with its existing 

Xbox games, thereby enhancing its cross-platform ecosystem. 

The presentation concluded with a clear message: if Microsoft aims to avoid falling further 

behind in an industry that is increasingly driven by content and platform strength, proactive 

measures are essential. While Microsoft remains a formidable player with significant resources, 

maintaining its relevance and competitiveness will require deliberate actions to address its 
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current weaknesses and capitalize on emerging opportunities. By leveraging its proven 

acquisition capabilities, Microsoft has the potential to secure a stronger position in the market 

and ensure it does not lose ground to more aggressive competitors in the years to come. 

1.9.3 Activision Blizzard as a Strategic Target 

Based on their analysis of Microsoft's position in the gaming market, the investment bankers at 

Goldman Sachs presented the acquisition of Activision Blizzard as a particularly promising 

solution to address the company’s competitive challenges. 

The bankers’ recommendation was grounded in a detailed assessment of Activision Blizzard’s 

strategic assets and its potential to strengthen Microsoft’s position across the console, PC, and 

mobile gaming markets. The investment bankers outlined how an acquisition of Activision 

Blizzard would provide Microsoft with the critical content, market reach, and capabilities 

needed to close competitive gaps in all three segments and position itself for long-term success 

in the gaming industry. 

1. Strengthening the console gaming segment 

In the console market, Activision Blizzard’s flagship franchises would provide Microsoft with 

highly sought-after exclusive content. Especially Call of Duty is one of the most successful 

gaming franchises globally, with a loyal player base and annual releases that consistently 

generate billions in revenue. By acquiring Activision Blizzard, Microsoft would gain control 

over these high-profile titles and could leverage them to enhance the appeal of the Xbox 

ecosystem. For example, making future Call of Duty installments Xbox-exclusive or providing 

early access on Xbox platforms could attract significant numbers of players, directly countering 

Sony’s dominance in the console market. Moreover, integrating these titles into Xbox Game 

Pass subscription service could significantly boost its value proposition, driving subscription 

growth and user retention. 
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2. Strengthening the PC gaming segment 

In the PC gaming market, Activision Blizzard’s extensive portfolio, including World of Warcraft 

and Diablo would allow Microsoft to establish a stronger foothold as both a content creator and 

distributor. These titles, particularly World of Warcraft, have demonstrated exceptional 

longevity and revenue potential, with strong player engagement through expansions, 

subscriptions, and in-game purchases. By integrating these franchises into the Xbox Game Pass 

for PC, Microsoft could attract a broader audience, increase subscriptions, and position itself as 

a direct competitor to dominant platforms like Valve’s Steam. 

3. Expanding into the mobile gaming segment 

In the mobile gaming market, Activision Blizzard’s ownership of King, the developer behind 

Candy Crush, represents a critical opportunity for Microsoft to enter and compete in the fastest-

growing segment of the gaming industry. Candy Crush remains one of the most recognizable 

and profitable mobile games, generating substantial revenue through microtransactions and 

boasting a massive global player base. Moreover, drawing on King's extensive expertise in 

mobile game development and monetization, Microsoft could reimagine its flagship franchises, 

such as Halo or Forza, for the mobile platform, unlocking access to a broader audience. 

Additionally, King's proven capabilities could accelerate the creation of original mobile-

exclusive titles, positioning Microsoft to appeal to both casual players and the growing 

community of competitive mobile gamers. The investment bankers emphasized that this would 

provide Microsoft with an immediate presence and proven capabilities to capitalize on the 

growing trend of mobile gaming, particularly in emerging markets where smartphones are the 

primary gaming platform. 

The bankers also emphasized two additional factors that added urgency to the opportunity. First, 

they noted the growing trend of consolidation within the gaming industry, where major players 

regularly acquire game developers to secure exclusive content and gain competitive advantages. 
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Given Activision Blizzard’s extensive portfolio and market leadership, it is highly likely that 

other major players are also considering a move to acquire the company. If Microsoft hesitates, 

it risks losing out on this opportunity to a competitor. 

Second, the bankers raised concerns about the increasing prominence of regulatory scrutiny 

surrounding large-scale acquisitions. They highlighted the increasingly challenging regulatory 

environment for mergers and acquisitions within the technology sector, that is driven by global 

concerns over market concentration, competitive fairness, and the growing dominance of cash-

rich Big Tech companies. Therefore, in late 2021, regulatory bodies across the globe intensified 

their scrutiny of large-scale deals as governments aimed to prevent monopolistic behavior and 

address systemic risks posed by market consolidation (La Monica 2022). 

In the United States, the bankers pointed to key developments that signal a stricter antitrust 

landscape. On the regulatory front, the selection of Lina Khan to lead the Federal Trade 

Commission (FTC) and Jonathan Kanter to head the Antitrust Division at the Department of 

Justice (DOJ) signifies a notable turn toward more stringent antitrust enforcement. Both leaders 

are focused on tightening scrutiny of mergers, particularly those involving vertical integration, 

where ownership of platforms combines with content production or distribution (Hyman et al. 

2021). Given the interconnected nature of the gaming industry, such regulatory concerns are 

particularly relevant to Microsoft, as its acquisitions could raise questions about ecosystem 

dominance or barriers to competition. 

The bankers also noted that increased funding for both the FTC and DOJ underscores the U.S. 

government’s commitment to more rigorous antitrust enforcement. Enhanced financial and 

human resources are expected to improve the agencies’ ability to investigate, evaluate, and 

challenge major acquisitions (Hyman et al. 2021). 

On a global scale, the bankers highlighted that regulators in key markets, including Europe and 

Asia, are also adopting a stricter stance on acquisitions (Hyman et al. 2021). This reflects a 
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coordinated international effort to address concerns around market consolidation and platform 

dominance. Given the scale of a potential acquisition like Activision Blizzard, the bankers 

warned that Microsoft could face intense regulatory scrutiny across multiple jurisdictions. 

The bankers concluded by emphasizing the sense of urgency surrounding acquisitions in the 

current environment. The increasing pressure from regulatory authorities, combined with 

Microsoft's financial strength, offers only a small window of opportunity for a deal of this scale. 

If Microsoft delays its decision, impending regulatory changes could make future approvals 

much more difficult or even impossible. The bankers pointed out that other cash-rich companies 

are already accelerating their M&A activities to stay ahead of these challenges, creating a highly 

competitive environment for strategic targets (La Monica, 2022). This trend highlights the 

importance of Microsoft acting quickly and decisively before other major players express 

interest in acquiring Activision Blizzard. 

For Microsoft, the bankers point out, that a strategic acquisition of Activision Blizzard would 

not only resolve key competitive weaknesses across the console, PC, and mobile gaming 

markets but also act as a safeguard against evolving regulatory constraints. By acting now, 

Microsoft could secure a critical asset that would be far more difficult to pursue in the near 

future. 

1.9.4 The board meeting: discussing the banker’s recommendation 

In late November 2021, Microsoft’s executive board convened to discuss the potential 

acquisition of Activision Blizzard, building on the detailed presentation previously delivered 

by Goldman Sachs. From the outset, there was broad consensus on one key point: the strategic 

alignment between Activision Blizzard and Microsoft’s gaming division was clear. The 

company’s portfolio of renowned franchises, strong foothold in mobile gaming, and established 

market reputation made it an attractive target to address Microsoft’s challenges in the gaming 

sector. 
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However, as the discussion progressed, differing views emerged regarding the timing and 

execution of such a significant acquisition. A faction within the board, led by senior executives 

from Microsoft's gaming division, argued for a fast-track analysis phase to quickly prepare and 

present an offer. They pointed to the investment bankers' warning that other major players, 

including Tencent, Amazon, and even Sony, had expressed interest in Activision Blizzard. This 

created a sense of urgency, as prolonged inaction could risk Activision Blizzard entering 

negotiations with competitors. Proponents of this approach emphasized that a swift move could 

position Microsoft as the frontrunner in what would likely become a bidding war.  

Additionally, they underscored the growing concerns surrounding regulatory issues, which the 

bankers hat cautioned. This added another layer of urgency, as waiting too long could allow 

evolving regulations to further complicate or prevent the acquisition altogether. 

Opposing this sense of urgency, a more cautious faction within the Board expressed concerns 

about the scale and complexity of the deal. They raised issues related to the substantial 

acquisition cost and the operational challenges of integrating a company as large as Activision 

Blizzard. Further concerns were voiced about cultural misalignment and the reputational risks 

stemming from Activision Blizzard’s recent controversies surrounding workplace misconduct. 

This group highlighted past acquisitions in the gaming industry that failed to deliver on their 

promise, warning that not all large-scale deals translate into financial or strategic success. One 

skeptical member remarked, “The gaming industry has seen its fair share of acquisitions that 

looked brilliant on paper but ultimately became costly mistakes. We need to ensure we’re not 

setting ourselves up for the same outcome.” 

As the discussion grew increasingly heated, Microsoft CEO Satya Nadella intervened to restore 

order. Recognizing the validity of both perspectives, he emphasized the need for a data-driven 

approach before making any further decisions. Nadella stated, “We cannot let urgency or fear 
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drive this decision. Before we move forward, we need to put concrete numbers and analyses on 

the table.”  

To address the varying viewpoints and ensure a thorough evaluation, Nadella ordered an in-

depth analysis of Activision Blizzard, focusing on three critical areas: Valuation, Synergies, and 

Deal Structure and Financing. To guide this process and ensure a structured approach, a steering 

committee was established to oversee the analysis. 

With this directive in place, the Board agreed to suspend further debate until the results of the 

analysis were available. This structured evaluation would provide the necessary foundation to 

make an informed decision about pursuing the acquisition, ensuring that Microsoft could act 

boldly but prudently in a moment that could shape its future in the gaming industry. 
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2 Teaching Note II: Synergies (Paul Zimmer) 

Case synopsis 

Following the presentation of the recommended implied equity value, Microsoft’s (MSFT) 

leadership convened to address one of the most pivotal aspects of the Activision Blizzard 

(ATVI) acquisition: synergies. Illustrated by the formula Value[A + B] > Value[A] + Value[B] 

(Feldman, Hernandez 2022), this concept highlights its transformative potential. CEO Satya 

Nadella emphasized that the realization of synergies is not merely a supporting component but 

a cornerstone of the acquisition’s value. He underscored the importance of ensuring that the 

anticipated synergies – whether operational or financial (Damodaran 2005) – are identified, 

precisely quantified and included in the overall assessment to offset the anticipated integration 

costs. 

Revenue synergies were recommended to be done by focusing on integrating ATVI’s game 

catalog into the Xbox Game Pass. The integration was expected to provide two key growth 

opportunities: increased subscriber numbers and enhanced pricing potential. However, it may 

also negatively impact ATVI’s existing distribution channel revenues, which required thorough 

evaluation. Additionally, the committee advised MSFT Gaming must explore synergies 

achievable in the mobile segment. For cost synergies, the committee recommended identifying 

opportunities in three main areas: Research & Development (R&D), General & Administrative 

(G&A), and Sales & Marketing (S&A). Eliminating redundancies in these functions was 

expected to yield significant savings. Financial synergies in working capital (WC) management 

were to be analyzed as a transformative benefit. 

The committee recommended to also address the inevitable costs of integration, recognizing 

layoffs, restructuring, and other transitional measures as substantial expenses that cannot be 
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overlooked. A dedicated team of analysts was assigned to quantify these costs and incorporate 

them into the broader net present value (NPV) calculation for synergies. 

Learning objectives 

• Learn to quantify operational and financial synergies based on company financials and 

publicly available data and assess their contribution to the overall success of an 

acquisition. 

• Develop the ability to project revenue synergies, identify cost reductions, and 

incorporate integration-related expenses into a comprehensive synergy analysis. 

• Understand how variations in synergy assumptions can impact the overall valuation and 

develop strategies to account for uncertainties in projections. 

Target audience 

The target audience for this case includes graduate students in MSc or MBA programs with a 

focus on finance, strategy, or management. It is also suitable for participants in executive 

education programs seeking to deepen their understanding of synergy valuation and their 

practical application in strategic decision-making, particularly in the context of mergers and 

acquisitions. 

Teaching plan 

The case study is designed to be completed as a semester-long group assignment. Students will 

conduct a pre-acquisition analysis to ultimately determine whether ATVI represents an 

attractive target for MSFT. This decision will be based on the analysis of three key areas: 

Valuation (TN I), Synergies (TN II), and Deal Structure and Financing (TN III).  

For the synergy part, which will be presented in this Teaching note, students will build a detailed 

valuation model using the DCF in Microsoft Excel. Each synergy valuation must be well-

documented, and all assumptions must be justified based on scientific literature or practical 
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industry insights, which requires independent research. At the end of the semester, students will 

submit their Excel valuation models and prepare a PowerPoint presentation summarizing their 

findings, which they will present in class for peer discussion and feedback. 

Assignment questions 

Questions 1: Analysis of Operational Synergies and Financial Synergies 

a) How would you project subscriber growth and price increases for Xbox Game Pass, and 

assess potential negative synergies in Activision Blizzard's distribution channels?1 

b) What market growth synergies for MSFT Gaming could arise in mobile gaming?1  

c) How would you quantify cost synergies in R&D, G&A, S&M 

d) How would you quantify working capital synergies?1  

Question 2: Integration and Restructuring Cost Analysis: 

How would you evaluate the total integration and restructuring costs, including their timing 

and, if applicable, provide a temporal breakdown? 

Question 3: Consolidated Synergies and Sensitivity Analysis: 

a) How would you factor in the uncertainty of achieving the projected synergies, using relevant 

benchmarks? 

b) How would you calculate the NPV of synergies incorporating a sensitivity analysis to 

account for varying synergy growth assumptions?2 

Question 4: Recommendation: 

What are your recommendations based on the analysis? 

Note: Students may forecast from 2022 to 2026, after which the terminal value is applied. 

1) Develop assumptions to forecast synergy potential, including timing and duration. 

2) Use Microsoft’s WACC (TN II Exhibit 8) as the discount rate 
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Case Analysis 

Question 1a: Subscription growth analysis: 

The integration of ATVI into MSFT's Xbox ecosystem offers the opportunity to realize 

significant revenue synergies - particularly through the expansion of Xbox Game Pass. Since 

its launch in 2017, this subscription-based model has established itself as a central pillar of 

MSFT's gaming strategy and has seen significant growth. With over 25 million subscribers in 

2021 (Warren 2023), Game Pass generates a stable and scalable revenue stream, with each 

subscriber paying $9.99 per month (Case Exhibit 15). The addition of ATVI's extensive catalog 

of games promises a significant increase in appeal and therefore subscriber numbers. 

A 2021 survey by Civic Science underlines the potential: 5% of respondents said they were 

very likely to subscribe and 7% were interested if ATVI's game catalog was added to Game 

Pass (Shriber 2023). Based on this data, it was assumed for the calculation of synergies that 

100% of ‘very likely’ and 50% of ‘interested’ potential subscribers would actually convert. This 

leads to a projected increase in subscriber numbers of 8.5% from 2024. 2024 was chosen due 

to expected delays caused by regulatory reviews and approval processes. 

 

Illustration 1: Game Pass Subscription Growth 

The future growth rate of the subscription model for both the no-deal and deal scenario from 

2022 to 2026 is based on the market development of the subscription-based gaming sector 

(KBV Research 2022). For the analysis of the price development, it is assumed that the first 

price increase for the Game Pass will take place in 2022 due to rising operating costs and 

inflation and will reach $12.24 per month in 2026. The price development forecast is based on 

average historic price increases of other subscription services from the entertainment industry 
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(TN II Exhibit 1). The incremental revenue from this subscriber increase in 2024 is estimated 

at $416 million, rising to $533 million in 2026. 

Increased pricing power: 

The integration into the Xbox Game Pass opens up room for a targeted adjustment of the pricing 

strategy. Such synergies arise from increased pricing power resulting from an expanded market 

position, a unique value proposition, and reduced competition (Gaughan 2018). While 

competition is stimulated by the expansion of the Game Pass catalog with ATVI's games, the 

greater attractiveness of the offer raises the threshold for price adjustments. 

Since the launch of Game Pass in 2017, the monthly price has remained stable (Maas 2024) - a 

deliberate move by MSFT to gain market share during the growth phase. However, the 

integration of ATVI's extensive game catalog, which alone accounted for an estimated total 

value of around $630 in 2021 (Case Exhibit 6), warrants a reassessment of the pricing strategy. 

Compared to MSFT’s $6,300 value for the entire Game Pass catalog in 2021 (Cryer 2021), this 

corresponds to an increase of 10%. A price adjustment of this amount therefore appears both 

appropriate and in line with the market, as it reflects the increased value of the offer while 

remaining within an acceptable tolerance range for consumers (Roth, Bösener 2015). 

 

Illustration 2: Game Pass Price Increase 

With the integration of ATVI in 2024, a price markup of 10% is assumed, resulting in 

considerable synergy effects. The combined effect of subscriber growth and price markup leads 

to an estimated revenue increase of $949 million in 2024, rising to $1.21 billion in 2026. 
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Negative Game Pass effects: 

Next to the significant positive Game Pass synergies, there are also challenges in the form of 

negative synergies in the form of cannibalization effects. This loss occurs because customers 

who are both Game Pass subscribers and MSFT Gaming users no longer need to purchase ATVI 

games directly through traditional console and PC channels. The projected loss starts at $157 

million in 2024 and rises to $214 million by 2026, reflecting the disruption to ATVI’s 

established distribution model (Case Exhibit 5).  

The calculation begins with ATVI’s net revenues from console and PC game distribution as the 

baseline (Case Exhibit 5). These revenues are projected forward using the growth rates for the 

console and PC markets (Case Exhibit 8), ensuring the estimates reflect market expansion. The 

number of active MSFT Gaming customers is forecasted using the same growth rates, 

incorporating historical data (Case Exhibit 4). Next, the penetration rate of Game Pass – the 

proportion of MSFT Gaming customers subscribing to Game Pass – is calculated based on 

subscriber growth following the ATVI catalog’s integration in 2024. To determine the revenue 

loss, historical ATVI revenue data from MSFT customers, averaged between 2019 and 2021, 

serves as a benchmark (TN II Exhibit 2).  

By combining these inputs, the analysis estimates the total revenue loss caused by the inclusion 

of ATVI games into Game Pass. Starting in 2024, Xbox and MSFT PC customers with a Game 

Pass subscription will no longer purchase ATVI games directly, since they can play them via 

their subscription, thus disrupting ATVI’s traditional console and PC game sales channels. This 

highlights the trade-off between driving subscription growth and the resulting decline in 

distribution revenue, underlining the importance of considering potential downsides alongside 

opportunities in the overall assessment. 
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Illustration 3: Distribution Channel Loss 

After accounting for the negative effects, the Game Pass synergies still yield a net positive value 

of $793 million in 2024, increasing to $982 million in 2025 and $999 million in 2026. This 

demonstrates that integrating the ATVI catalogue into Game Pass would have a significant 

positive impact on the growth of Microsoft’s gaming division. 

Question 1b: New market growth synergies: 

The potential acquisition of ATVI by MSFT not only offers the opportunity to secure existing 

market shares, but also opens the door to the mobile gaming market - currently the fastest 

growing area of the gaming industry (Case Exhibit 8). With the successful Studio King, known 

for titles such as Candy Crush, ATVI brings in an experienced mobile gaming team. This team 

provides MSFT with the strategic foundation to quickly enter this market and build a strong 

position (Zheng 2024). In addition to expanding the existing ATVI catalog, MSFT also has the 

opportunity to adapt its own brands, such as Halo or Forza Horizon, to the mobile market. High-

quality video games (AAA-Games) generally require a development period of two to five years 

(Juego Studios 2020). However, as there is already a software base for MSFT's games and the 

experienced King team can be integrated, a market entry at the lower end of this range - i.e. 

from 2025 - is considered realistic. 

At the start of market entry in 2025, MSFT Gaming’s revenue share of mobile gaming of 3.68% 

is assumed (TN II Exhibit 3). This is based on Nintendo's average mobile gaming revenue 

between 2018 and 2021 (see TN II Exhibit 4) and is expected to increase continuously as the 

market grows. A share of 3.92% is therefore expected for 2026, based on mobile gaming market 
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growth (Case Exhibit 8). The choice of Nintendo as a benchmark is based on its comparable 

product portfolio and standing in the gaming market, while pure development studios were 

excluded due to their different business focus. Sony was not taken into account here as it does 

not have a presence in the mobile gaming market.  

With an estimated value of synergies of $739 million in 2025 and $811 million in 2026, these 

figures illustrate the strategic importance of the mobile gaming market for Microsoft and show 

how the acquisition of ATVI would enable a long-term growth strategy in the most dynamic 

segment of the gaming industry. 

Question 1c: Research & Development (R&D) synergies: 

Cost synergies begin where direct control over internal structures and processes takes hold - an 

area that is often easier to influence than external factors that shape revenue synergies. While 

revenue synergies depend on market conditions, customer behavior and competitive situations 

and are therefore more difficult to predict, cost synergies focus on tangible and measurable 

aspects within the company (Sirower, Sahni 2006). 

A particularly significant lever for cost synergies lies in the integration of R&D at ATVI and 

MSFT. Historically, MSFT's R&D costs in the gaming segment have averaged 13.0% of 

estimated revenue over the past three years (Case Exhibit 3), compared with 14.6% at ATVI 

(Case Exhibit 9). By merging the two departments, resources can be pooled, processes 

optimized, and significant efficiency gains realized. 

The expectation that ATVI's R&D costs can be reduced to the level of MSFT (13.0%) after the 

integration promises significant savings. According to Horsley et al. (2024), the process of 

R&D optimization may take place one year after the integration starts. As a result, a one-off 

cost reduction of $155 million is expected in 2023 (TN II Exhibit 5), which can be achieved 

by layoffs in game studios with comparable genres (TN II Exhibit 6), amounting to 11% of the 

workforce, or 298 employees (TN II Exhibit 7). 
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General & Administrative (G&A) synergies: 

A significant proportion of the synergies are achieved by reducing general and administrative 

costs. There is great potential for savings, particularly in departments such as IT and customer 

service, quality assurance, legal & compliance and finance. The consolidation of these areas 

enables a leaner organization and leads to a reduction in the number of employees, which results 

in direct a cost effect (Hamilton et al. 2011). 

The basis for the calculation of cost synergies is an analysis of historical G&A costs. Between 

2019 and 2021, these amounted to an average of 8.5% of revenue at ATVI (Case Exhibit 9). In 

comparison, MSFT Gaming has significantly more efficient structures, with G&A costs of just 

3.4% of revenue in the same period (Case Exhibit 3). It is therefore assumed that a comparable 

level of efficiency can be achieved through the integration, which will also reduce ATVI's G&A 

costs to 3.4% of revenue. 

Based on this assumption, one-off cost synergies of $491 million result for the year after the 

integration starts (2023) (TN II Exhibit 5), mainly due to layoffs, amounting to approximately 

60% of the workforce or 920 employees (TN II Exhibit 7). The rapid realizability of these 

savings is based on the studies by Horsley et al. (2024), which examine the non-recurring nature 

of G&A cost savings, and by Chartier et al. (2018), which analyze the rapid effect of G&A 

savings following acquisitions. 

Sales & Marketing (S&M) synergies: 

In addition to synergies in the area of G&A costs, sales & marketing costs also offers significant 

savings potential. These result primarily from the integration of ATVI's games catalog into 

Game Pass from 2024 and the use of MSFT's existing distribution infrastructure, reducing sales 

expenditures. Additionally, MSFT’s extensive global marketing channels, including digital 

platforms, can significantly reduce the need for separate, costly marketing campaigns. This 
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means that in the future, joint campaigns will eliminate the marketing expenses for MSFT 

console and PC games on behalf of ATVI. 

The calculation is based on sales & marketing expenses of ATVI (Case Exhibit 9). S&M costs 

are projected in proportion to revenue (TN II Exhibit 5), using the allocation pattern observed 

from 2019 to 2021 as a basis. It is first assumed that S&M expenditures for console and PC are 

allocated in proportion to their respective revenue shares (Case Exhibit 5). These revenue 

shares are projected based on their individual growth rates (Case Exhibit 8). With that, S&M 

cost for both console and PC can be calculated. In the next step, only the portion of S&M costs 

attributable to Microsoft Gaming is included. It is assumed that ATVI's revenue share with 

Microsoft, which averaged around 9% over the last three years (TN II Exhibit 2), is 

proportionate to the S&M costs. Therefore, approximately 9% of the total S&M costs are 

allocated to Microsoft Gaming. This percentage is then multiplied by the console and PC S&M 

costs to determine the final amount. 

 

Illustration 4: Physical retail channel synergies 

The resulting S&M cost synergies, which will take effect from 2024, are based on the permanent 

use of the shared distribution infrastructure and marketing campaigns for MSFT Gaming 

content, which eliminates redundant processes (Feldman, Hernandez 2022). In total, these 

measures will generate cost savings of $70 million in 2024 and $78 million in 2026.  

Question 1d: Working Capital Synergies: 

Working capital synergies arise when companies can improve their liquidity and financial 

flexibility by optimizing receivables and liabilities. In the case of a potential acquisition of 

ATVI by MSFT, synergies arise as the payment terms for receivables and payables of the two 
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companies are different. While ATVI already has more efficient accounts receivable policies, 

they could realize additional financial benefits by adapting to MSFT's longer payables terms. 

The following section examines how these synergies work in concrete terms and what impact 

they could have on ATVI's financial situation. 

In the context of the acquisition of ATVI by MSFT, the analysis shows that ATVI has shorter 

average days sales outstanding of 45 days in the period from 2019 to 2021 (Case Exhibit 7), 

compared to MSFT's 83 days (Case Exhibit 2). This efficiency means that ATVI is paid faster, 

which improves cash flow. However, an adjustment to MSFT's longer days sales outstanding 

would be detrimental and a burden on cash flow. It is therefore assumed that ATVI retains these 

more efficient policies. On the other hand, ATVI pays its suppliers much faster in terms of 

average payment terms, with 48 days on average (Case Exhibit 7), while MSFT takes 135 days 

(Case Exhibit 2). Thus, ATVI could likely have access to better credit lines (longer payment 

terms) after the acquisition due to MSFT's financial strength and historical performance. This 

would allow ATVI to gain more financial flexibility.  This release of liquidity through working 

capital optimization is assumed to occur in 2023, the year after the integration is expected to 

start, thus a one-time release of funds. However, it should be noted that the resulting benefits, 

such as improved financial flexibility and a stronger balance sheet, may have long-term positive 

effects on the company (Koller et al. 2005).  

The calculation of working capital synergies is based on the assumption that ATVI adopts 

MSFT's average payment terms (135 days), while the other financial ratios until 2023 remain 

comparable to the 2019-2021 average. ATVI's average accounts payable over this period was 

$291 million with an average payment term of 48 days. Assuming that the payment terms 

increase to MSFT's level in 2023, the new accounts payable amount to $822 million, calculated 

by proportionally adjusting the liabilities based on the payment terms (291/48 * 135). The 
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difference between the original and adjusted liabilities, which is defined as working capital 

synergy, is therefore $531 million in 2023. 

  

Illustration 5: Working Capital Synergies 

This synergy represents the additional liquidity that can be realized through extended payment 

terms and demonstrates the potential for more efficient working capital utilization by aligning 

payment terms with MSFT's established standards. 

Question 2: Integration and Restructuring Cost Analysis: 

The acquisition and integration of companies aim to achieve synergies through Post-Merger 

Integration (PMI). PMI involves reorganizing resources, aligning product lines, and integrating 

business units to create value and unify operations. This process may require resource 

reallocation, divestment, or layoffs. Success depends on balancing efficiency with autonomy 

while mitigating risks like customer loss or employee turnover (Bodner, Capron 2018). 

A deal analysis pursued by EY of M&A integration costs of 229 deals between 2010 and 2022 

found that PMI in the Technology, Media, and Telecommunications (TMT) sector, to which 

MSFT Gaming and ATVI belong, can require significant financial resources. The study 

indicates that average integration costs amount to approximately 5.5% of the target’s revenue 
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(Kaske 2023). Another notable benchmark is the merger of Activision and Blizzard in 2008, 

which incurred restructuring expenses equivalent to about 8.6% of Blizzard's 2007 revenue. 

These costs were distributed over 2008 (80.2%) and 2009 (19.8%) to facilitate organizational 

adjustments and process harmonization (Activision 2009). In 2016, ATVI acquired and 

integrated the mobile games developer King Studios. Fees and expenses of the acquisition of 

King amounted to $5 million, $47 million, and $15 million for the years 2015, 2016 and 2017, 

respectively. The total restructuring cots amounted to approximately 3.4% of Kings revenue in 

2015 (Activision Blizzard 2018). 

For the calculation of the integration costs, a potential range of 3.4% to 8.6% of the target’s 

revenue is assumed. Based on the size of the target company, and degree of necessary 

integration measures, the higher end of this range is assumed, meaning a value of 8.0% 

integration cost of ATVI 2021 revenue. That leads integration cost amounting to $704 million, 

which will be distributed in similar manner as in the ATVI acquisition of King in 2016. That 

means 7.6% in 2022, 70.0% in 2023, and 22.4% in 2024.  

Question 3a: Achievability of Synergies: 

Revenue synergy predictions are challenging due to their complexity and high uncertainty. 

Thus, it is assumed that only 69% of the synergies will be realized, based on a McKinsey study 

for the telecommunications, multimedia, and software sector (Chartier et al. 2018). Cost and 

financial synergies are assumed to be fully realized, given MSFT’s extensive M&A experience 

and the internal nature of these synergies, as they are not significantly influenced by external 

factors or competition.  

Question 3b: Sensitivity Analysis and NPV: 

Free cash flows are discounted using MSFT's WACC (TN II Exhibit 8). Given the difficulty 

in forecasting synergy duration (Feldman, Hernandez 2022), three scenarios were developed in 

a sensitivity analysis to address potential variations. 
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Illustration 6: Combined synergies 

Best case assumes the combined company benefits indefinitely from sustainable competitive 

advantages and a strengthened market position due to the merger, cash-flow growth is based on 

the expected inflation rate (Devos et al. 2009), which is 2% for the long-term Personal 

Consumption Expenditures Price Index (FED 2024), resulting in a NPV of $10.03 billion. The 

base case assumes a 1% growth is accounted for in the terminal value. This provides a realistic 

basis for scenarios in which market conditions remain diminishing against inflation due to 
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decreasing long-term competitive advantages (Feldman, Hernandez 2022), resulting in a NPV 

of $8.21 billion. Worst case simulates a diminishing synergy effect over time, with no growth 

rate, to reflect a stronger gradual decline in synergistic cash flows, leading to a NPV of $6.99 

billion. 

Question 4: Recommendation: 

Based on the analysis of the teaching note, the steering committee recommended planning the 

integration based on the base scenario, with totaling NPV synergies of $8.21 billion, providing 

a realistic basis for securing long-term value creation. Cost synergies accounted for 

approximately 17% of the targets revenue– a realistic estimate compared to the TMT industry 

average of 14% (Horsley et al. 2024). The recommended implied equity value for ATVI was 

estimated at $72.69 billion (TN I), with an upper limit of $80.90 billion to maintain a positive 

net acquisition value and capitalize on synergies (Gaughan 2018). 

What actually happened 

 ATVI was fully integrated into the MSFT Group on October 13, 2023, after a 20-month legal 

dispute with regulators over competition concerns (Warren 2023). By adding ATVI titles like 

Call of Duty and Overwatch to Xbox Game Pass, MSFT boosted subscriber numbers to 34 

million (Warren 2024) and strengthened its position in the competitive gaming market, 

particularly in mobile gaming (Microsoft Corporation 2024b). Microsoft optimized cost 

structures, leading to the dismissal of 1,900 employees in January 2024, about 8% of its gaming 

workforce (Warren 2024). A Game Pass price increase was announced for July 2024 (Microsoft 

Corporation 2024b). The total value of synergies was not disclosed. 
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3 Appendix I: Case Exhibits (group part) 

Case Exhibit 1: MSFT Profit and Loss Statement MSFT 2017-2021 

 

Source: Microsoft Corporation Annual Report 2021, Microsoft Corporation Annual Report 2019, Microsoft 

Corporation Annual Report 2017. 
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Case Exhibit 2: Balance Sheet MSFT 2017-2021 

 
Source: Microsoft Corporation Annual Report 2021, Microsoft Corporation Annual Report 2019, Microsoft 

Corporation Annual Report 2017. 
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Case Exhibit 3: MSFT Gaming Profit and Loss Statement MSFT 2019-2021 

 

Source: Own figure, based on Microsoft Corporation Annual Report 2021, Microsoft Corporation Annual Report 

2019, Cryer 2021. 

Case Exhibit 4: MSFT active user base 2019-2021 

 

Source: Microsoft Corporation 2023. 

Case Exhibit 5: ATVI revenue split by distribution platform 2019-2021 

 

Source: Activision Blizzard 2021, Activision Blizzard 2019. 
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Case Exhibit 6: ATVI game catalog value 2021 

 

Source: Own figure, based on Activision Blizzard information depicting the current game catalog, prices in USD 

as of 2021. In-game prices and game extensions and or DLCs are excluded. 
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Case Exhibit 7: ATVI Balance Sheet 2017-2021 

 

Source: Activision Blizzard Annual Report 2021, Activision Blizzard Annual Report 2019, Activision Blizzard 

Annual Report 2017. 

Case Exhibit 8: Market growth 

 
Source: World Economic Forum 2022, Knezovic 2024. 
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Case Exhibit 9: ATVI Profit and Loss Statement 2017-2021 

 

Source: Activision Blizzard Annual Report 2021, Activision Blizzard Annual Report 2019, Activision Blizzard 

Annual Report 2017. 

 

Case Exhibit 10: ATVI Debt Obligations 2022-2026 
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Source: Activision Blizzard Annual Report 2021 

Case Exhibit 11: Biggest M&A Transactions in the Gaming Industry 

 

Source: Orbis 2024, Statista 2024.  
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Case Exhibit 12: MSFT R&D Initiatives 2021 

 

 

Source: Microsoft Corporation Annual Report 2021. 

Case Exhibit 13: Activision Blizzard unsecured senior notes 

 

Source: Activision Blizzard Annual Report 2021. 
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Case Exhibit 14: Overview of main players in the gaming industry 

 

Source: Orbis 2024. 

Case Exhibit 15: Overview of main players in the gaming industry 

 

Source: Cryer 2021, Maas 2024, Microsoft Corporation 2023 Note: The Standard Game Pass is depicted, as MSFT 

does not provide detailed subscriber data for each Game Pass tier.  
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4 Appendix II: TN II Exhibits (Paul Zimmer) 

TN II Exhibit 1: Subscription services prices 

 

Source: Own figure based on company information. 

TN II Exhibit 2: Activision Blizzard revenue through Microsoft Corporation 

 

Source: Activision Blizzard Annual Report 2021. 

TN II Exhibit 3: Microsoft Gaming projected revenue 

 

Source: Based on average PC game and Console game growth rates (Case Exhibit 8). 

TN II Exhibit 4: Nintendo mobile revenue share 

 

Source: Nintendo Annual Report 2021, Nintendo Annual Report 2019. 
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TN II Exhibit 5: Activision Blizzard forecast 

 

Source: Own calculations, based on market forecasts (Case Exhibit 8) and historical ratios (Case Exhibit 9). 

 

TN II Exhibit 6: Research & Development shared infrastructure 

 

Source: Own figure based on company information. 
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TN II Exhibit 7: Activision Blizzard headcount per department 

 

Source: Own calculations. 

TN II Exhibit 8: WACC Microsoft Corporation 

 

Source: Own calculations. 

TN II Exhibit 9: Activision Blizzard net revenue distribution by channel 

Source: Activision Blizzard Annual Report 2021, Activision Blizzard Annual Report 2019. 
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