MERGERS

Avoiding Integration Mistakes 

Maximizing profits is not about what goes wrong during an acquisition. 
It's about a company's ability to avoid or recover from "big" mistakes. 

BY DEBORAH HOUSE 
According To Thomson Venture Economics and The National Venture Capital Association, 71 companies were acquired during the second quarter of 2003. In the mid-1990s, mergers-and-acquisitions was a leading growth strategy for brick-and-mortar companies and the technology sector. Unfortunately, most of these deals did not create value for shareholders, investors or customers. 

Studies published in Business Week state that approximately 62 percent of these transactions failed to achieve the negotiated revenue, market share and profit increases. Principally, this failure is due to poor planning and execution of integration activities, not negotiating the price or deal terms. Buying another company isn't like buying an off-the-shelf gadget. Even Warren Buffet learned this lesson the hard way after Berkshire Hathaway purchased General Reinsurance Corporation, and apologized to shareholders after their stock price lagged other insurance peers by 19 percentage points a year after the initial announcement. 

The key to success in merger and acquisition integration is "practice makes perfect." General Electric came to be known as the "best in class" for the effectiveness of its acquisition integration process by planning for integration during transaction strategy sessions and learning from past mistakes. 

Integrating two or more business entities with different processes, redundancies and disparate cultures is difficult and mistakes are going to happen. The stakes are very high. Most post-merger companies are actually valued at less than the two entities were before the deal. Many ex-CEOs are very familiar with this situation — it's not unusual for a CEO to be dismissed after a failed acquisition or merger integration. However, most of these failures are not due to poor negotiations. They are the result of poor integration planning and execution, and unachievable assumptions on which deal price and terms were based. 

The planning and execution of merger or acquisition integration activities are filled with unexpected risks. Tough decisions need to be made quickly without the benefit of perfect information. At the same time, executives need to reassure customers and prospects that the deal is to their benefit. Maximizing profits is not about what goes wrong during an acquisition — it's about a company's ability to avoid or recover from "big" mistakes. 


Common Integration Mistakes 
Often during negotiations or integration, the strategy driving the deal is forgotten. This deadly mistake results in the destruction of the value just purchased. Often the definition of success is fuzzy and therefore difficult to know if it is ever achieved. However, since everyone is already committed to the transaction, "deal fever" sets in with key players becoming emotionally tied to completing the deal versus negotiating and delivering the desired profit results. 

Starting Integration Planning Too Late in the Deal Process 
The most common integration mistake is that research, planning and execution starts too late in the deal process. Usually the negotiation process consumes much of the organization's time and energy, especially at the top; the deal closing party is defined as the end of the process instead of the beginning. Top management is filled with excitement about closing the deal and just doesn't have the energy or focus for the most critical element: achieving the anticipated revenue and profit results used to negotiate the acquisition. This is evidenced by integration activities being delegated to an integration manager with inadequate experience and not enough authority to make strategic decisions or sweeping organizational changes. 

Often this "invisible" integration manager doesn't view this new assignment as an important step on the career ladder so it's approach it as a "part-time" job or as a weigh station before the next plum assignment. As a result, the integration manager becomes more of a coordinator of activities and not a true executive providing key strategic leadership. Again, General Electric places a high value on the acquisition-integration manager and ensures it is a full time position with real authority. To emphasize the special skills required of this role, GE has a set of defined criteria that candidates must have to be considered ready for an integration executive role. 

Forgetting Why the Deal Was Done in the First Place
The only good reason to pursue an acquisition or merger is the furtherance of the company's strategy. There are usually two strategic objectives in any merger or acquisition. According to Joseph Bower in a 2001 Harvard Business Review article, "lumping all M&As together is common....but there are distinct varieties. If you can tell them apart, you have a better chance of making them succeed." 

· Growth and gain market share: In commodity industries, especially those with excess capacity, growth through acquisition is a great strategy. Organically building new capacity only exacerbates the industry issues. However, consolidation of suppliers increases the resulting entity's market share and volume, and exploits economies of scale. This growth strategy requires that integration quickly identify and eliminate process and product redundancies. Sometimes it means closing plants or discontinuing products to increase productivity. To achieve the forecasted results used in the negotiation process, an organization that loses sight of this strategic objective will not experience the desired profit results. 
· Gain a Competitive Edge: The other reason to pursue an acquisition or merger is to obtain a new competitive advantage. This is a great strategy but often the integration plan focuses on eliminating process and product redundancies — a much easier integration task — and the competitive advantage the company thought it just bought is lost. A symptom of this mistake is the standardization of unique processes that supported the payment of a premium price. This often happens when the integration manager isn't fully briefed on the initial deal strategy and is only charged with making the "numbers." 

Focusing So Internally That Customers Become An Annoyance
This integration mistake occurs when compensation is tied to "just getting the integration done." As noted above, it's typical for companies and executives to run out of energy by the deal closing party. Everyone just wants things to go back to normal. But the real work has just started. If compensation and bonus systems are based upon the achievement of integration project plan, it's likely staff will consider interruptions by customers low on their priority to-do list. Now critical business decisions aren't based on creating solutions customers are willing to pay a premium price to receive. 


How to Recover from Big Mistakes 
The key to success is often not how many mistakes a company totally avoids but how well and how quickly they recover from them. The greatest athletes like Tiger Woods have discovered the effectiveness of this phenomenon. If Woods puts his drive in the deep rough, he doesn't panic because he knows he can hit a fantastic second shot and still make birdie. Fixing mistakes is a critical skill — sometimes even more important than trying the impossible, which is avoiding all mistakes. 

The first step in recovering from mistakes is to stop digging the hole deeper. The bad news is that recovery is usually more expensive than avoiding the mistake. But refusing to recognize a mistake has been made only increases the recovery costs and has put many companies out of business. To recover from integration mistakes, take the following actions: 

· Postmortem: Compare to-date results to the projections used in negotiations and identify the differences. Often integration gets blamed for poor after-merger profit performance when "overpaying" for the deal was the real culprit. This can be a deadly assumption to make. It's critical to go back and re-evaluate the original deal assumptions to ensure they are still valid. Most deals take weeks or months to close, and market and general economic conditions can radically change. As much as the negotiating team attempts to forecast the unexpected, something is always missed. 
· Get a second opinion: In the heat of the battle when everything seems to be falling apart, it's essential that someone takes a step back to get a fresh look at the situation. As everyone knows, regaining perspective is tremendously difficult when in the thick of things. It's very easy and human to get caught up in the "sky is falling" thinking or to blame the CEO or integration manager without identifying the real root cause of the problems. The key question to ask is: "Why did we think this was a good deal then and do we still think it's a good deal?" If the answer is no, then pausing to devise a recovery plan is critical. 

Usually, executives aren't willing to concede that the "deal" is no longer a great idea or possibly never was. After all, they approved the deal in the first place and it's difficult to admit a poor decision was made. That's why, an outside, objective assessment and second opinion is key. Even Tiger Woods consults his caddie before trying to get a ball that's buried in six inches of rough on the green with a two-iron. 

Getting a second opinion also identifies the "sacred cows" that are standing in the way of integration success. These obstacles range from obsolete products that need to be discontinued or divested to closing plants and outsourcing certain business processes. 


Making Sure the Next Acquisition Beats the Odds 
If a company is in the midst of an integration project that isn't meeting profit objectives, it's time to go into the recovery mode and start that postmortem now. 

If a company is just contemplating a merger or acquisition, now is the time to build in integration into the entire deal process, including strategy identification and negotiations. 

Of course, avoiding all integration mistakes is impossible. The key is to make sure your organization has great recovery skills, including a fantastic second shot. 
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If a merger is in your present or future, how will you handle the integration issues? 
