Planning of integration

1. Integration strategy and value delivery

Integration strategy and value delivery activities are defined as the activities associated with determining the level of integration and establishing exactly how the value from an
acquisition will be created. These are closely related to the process of identifying the overall deal logic and determining where the value will be derived. From our research we have identified four integration and value delivery activities that are of particular relevance to technology companies.

• Aligning the acquisition with existing corporate strategy

• Integration strategy

• Value delivery objectives and targets

• Integration objectives and targets

Put simply, the aim of this group of activities is to ensure that the logic for the deal is translated into real bottom line value and hence they are the vital building blocks for the successful integration of an acquisition.

Aligning the acquisition with existing corporate strategy…

The golden rule emanating from the research on this subject is that when assessing the suitability of an acquisition a company must ensure the acquisition is aligned with corporate strategy.
While this might sound simple and be taken as a given, in reality this does not always happen. Unfortunately, the current downturn in the technology sector has exposed some technology companies who failed to adhere to this rule, and
rewrote or modified their strategy to fit an opportunistic acquisition. While this is not true of all technology companies, our interviews indicate that there has been a greater tendency for the technology sector to bow to pressure from the financial
markets or media and acquire companies in areas that are considered ‘flavor of the month’ and outside their core business.

Therefore, it would seem that technology companies need to pay more attention and be more rigorous in ensuring that an acquisition fits in the context of the company’s corporate strategy. They should have a strategy in place, which they can refer to, that has been agreed by the board and sets out the rationale and strategic direction for the company. Clear criteria for the acquisition should be tied explicitly to this overall
strategic document. Management must identify and communicate clearly to the board what the acquisition is trying to achieve. This process assists in ensuring the logic behind the deal exists and is strong enough to proceed with the acquisition.

The board has a key role to play at this stage and in many ways should take the lead. Several of our respondents emphasized the importance of having a strong and
experienced board that will challenge the logic for the acquisition. The board will look for the four to five valid reasons for the acquisition and want high-level targets for each
reason. Management should make it very clear to the board how the acquisition will add value in the long term. Once the board has approved the acquisition and integration plan,
management can address the people and culture issues as well as determining the integration strategy and objectives.

A key lesson for technology companies contemplating an acquisition is to have a strong board with acquisition experience that will challenge management and give guidance
on the logic for an acquisition and recognize any danger signs. This prevents acquisitions going ahead for the wrong reasons or without solid logic.

Integration strategy

Information gathered during our interviews supports the well-documented viewpoint that each acquisition should have an individual and specific integration strategy that identifies the level of integration required to deliver the value from the acquisition. The importance of an integration strategy stems from the fact that the benefits from an acquisition are not created merely through the joint ownership of assets, but
rather are dependant on how successfully the target can be integrated with the acquirer. This means understanding where to integrate and the comprehensiveness of the integration required.

The integration strategy must address the conflict that often exists between the strategic
and organizational fit of the two companies. The strategic fit is the basis for the acquisition and therefore should be strong. However, the organizational culture and structure will typically differ in each company and the immediate fit may not be so obvious. Therefore, a key element of the integration strategy is addressing organizational integration, as this is often the cause of significant tension between the organizations.

Our research identified three aspects of developing an integration strategy that technology
companies in particular need to focus on, these are:



1. The ‘Ego effect’ - beware of being overconfident

A danger for technology companies, which emerged from both interviews and desk
research is in overestimating their ability and experience of integrating acquisitions. Initial acquisitions by technology companies are generally small, and are often simply the acquisition of a piece of technology or of a small R&D team. These smaller acquisitions do not involve the integration of complex structures or management teams that come with larger acquisitions and belie what is really involved in a large scale integration. The false confidence gained from smaller acquisitions, often coupled with lack of experience, can lead some companies to embark on a full integration of sizeable acquisitions with little or no understanding of the planning or structure required to make it work. For example cross border deals tend to be more complex than domestic ones.

2. Clearly identify the appropriate level of integration

A priority for all acquirers is to clearly identify the appropriate level of integration required to ensure the anticipated value can be delivered as quickly as possible. Our interviews indicate that technology companies do not spend sufficient time clearly defining the level of integration required. This can result in inappropriate levels of integration occurring and failure to deliver the value anticipated. As highlighted in research carried out by Sandy Aubert of Helsinki University of Technology ‘The strategy for integration needs careful consideration of a range of options from “absorb” at one end to “preserve” at the other end. In between lie a multitude of blended options taking the best from both sides’.

There is no ‘one size fits all’ solution when it comes to the degree of integration.
Companies must determine where along the spectrum from 0 to 100% is most appropriate for the individual acquisition. For example, where the logic for an acquisition is to obtain a new technology the core focus will be on integrating the team that has developed the new technology with the acquirers’ own R&D team. On the other hand, if the driver is to gain access to a geographic market, it may make sense to focus the integration on the sales functions.

The key point for technology companies is to ensure that they clearly identify and
understand the level of integration required for each acquisition. This activity should occur early in the planning phase, as it is a key input into many other planning phase activities.

3. Understand how to rapidly integrate the financial reporting process

Several interviewees emphasized the importance of having a clear understanding early in the integration of the overall financial performance. To gain this understanding the financial contribution from the acquisition needs to be incorporated. Therefore, it is vitally important for technology companies to rapidly integrate the financial reporting process.

The key point for technology companies in relation to integration strategy is that the
strategy itself must be well thought out and that this will involve significant time during the planning phase

Value delivery objectives and targets

Not surprisingly the majority of the documented research and viewpoints from commentators, including Prospectus in a recent article on M&A, stress the importance of understanding where the value from the acquisition will be derived. The reality is that the sources of value will differ in each acquisition. The consensus view is that individual value delivery objectives and targets are required for each
acquisition. Simple goals and objectives should be set – they should be acceptable, measurable, achievable and consistent with each other. Thus value creation measures are determined during the planning phase and facilitate an assessment of
whether the objectives / targets have been achieved in the execution phase.

Value measures employed by companies are typically categorized into financial and non-financial. Traditional financial measures such as revenue and profit are the basis
upon which value is most often tracked as these are the performance metrics used by venture capitalists, financial markets and trade analysts. A commonly used non-financial
measure is the retention for a set period of a percentage of staff in the acquired company.

The companies interviewed for this study used both financial and non-financial measures but did emphasize the need for a greater level of flexibility in the financial yardsticks used by technology companies given the propensity for extremely rapid changes in this market. For the publicly quoted companies there was a very understandable focus on ensuring that quarterly financial results incorporate the value delivered from acquisitions. Therefore it can be expected that companies will have to combine both financial and non-financial measures.

What makes the difference is that:

• Sources of value should be clearly identified early on

• Each should have a set of objectives

• Objectives should be measurable and tracked using both financial and non-financial measures

Integration objectives and targets

The integration strategy for each acquisition will have determined the appropriate level of integration required but objectives; milestones and measures to track integration progress are also needed. A lot of documented research suggests that in the main the acquiring company’s integration team carries out the process of setting integration objectives and targets. Interestingly our interviewees indicated that
technology companies are more likely to involve senior management, and perhaps middle management, from the acquired company during this process. This is perhaps due to the high level of R&D driven acquisitions by technology companies where success requires retaining the people that embody the R&D skills. In these cases the setting of integration objectives is an iterative process that requires close contact
between the two companies and will span the planning and execution phases of integration. This ensures consensus between the two organizations on objectives, early buy-in and leads to more realistic and achievable targets. Most importantly of all it means that staff in the acquired firm are more likely to remain with the company after the acquisition.

All of our research sources emphasized that objectives and targets should be clearly defined and timetabled to avoid ambiguity and simplify the process of tracking progress during the execution phase. Specific examples in technology companies include the setting of a target date for the launch of a new product with the acquired technology integrated or the integration of core functions such as financial reporting or sales. The completion of tasks such as the launch of a new product or the production of combined month end accounts were then used to test whether targets have been met. Indeed
in some cases respondents indicated that the completion of a simple task, for example the placing of a customer order, was often an effective measure and means of testing whether an objective had been achieved.

As indicated earlier in this section, there is a propensity for some technology companies to have a false confidence in their integration capabilities based on small acquisitions. This often results in over ambitious integration objectives being set for larger acquisitions, which when not achieved can damage staff confidence in the acquisition. Therefore, the emphasis for technology companies in developing integration objectives and targets should be on adopting a flexible approach - one that includes staff from the acquired firm in the process. This process should aim to produce objectives that are ambitious but realistic and at the same time are simple and precise.

2. Integration plan

The integration plan is an action plan with a set timeframe that works out the mechanics of how synergies will be attained, growth will be achieved and therefore how the businesses will be combined to realize the value from the acquisition. The integration plan is essential as it provides clarity on what needs to be done and who is going to do it. Without a comprehensive integration plan important tasks are overlooked, efforts are focused in the wrong areas and uncertainty is created both internally and externally.

The importance of integration planning is frequently under-estimated. In fact, most
research conducted by commentators on the subject highlighted that poor planning of the execution phase was a major cause of unsuccessful transactions and was an area for improvement. In addition they suggest that successful acquirers take the long-term view and recognize that their investment in integration planning is minimal compared with the potential impact of poor planning and failing to generate the value required from the acquisition.

During our research and analysis we identified three key integration planning activities that are of particular relevance to technology companies. These three activities and the reasons why they are of particular importance for technology companies are discussed in this section.
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Commence integration planning early

Both in our desk research and in the interviews we encountered different opinions as to when is the most appropriate time to start integration planning. Most recently
published research on this subject suggests early planning is needed ‘given the risk of negotiations breaking down it is tempting for companies to hold off or curtail this process until the deal is done to avoid wasting management time. Yet, postponing or curtailing integration planning may mean that companies do not have adequate time to do this properly after the completion of the deal and time is lost planning when
tangible benefits should be in the process of being realized.’

Our interviewees’ approaches ranged from those that “start the integration program assuming the deal will go ahead to ensure that the combined entity hits the ground running and is successful” to the complete opposite viewpoint of, “we don’t invest a great deal of time in planning until the deal is signed”. Our findings suggest that the more successful integrations were those that started planning early in the process before the deal was complete.

So regardless of the type or scale of acquisition planning the integration program should commence early. However, the scope of the planning can vary depending on the scale and drivers of the acquisition. A short window of opportunity for change exists following an acquisition and if planning isn’t completed early the activities necessary to bring about the change required for successful integration will not take place, seriously damaging the likelihood of delivering value from the acquisition.

There were some common messages on integration planning that emerged from the desk and primary research that are important.

• The need for detailed checklists, timetables, templates, and a deep understanding of project management techniques that facilitate each step of the planning process and shorten integration timeframes.

• Integration plans that include high level organizational issues—such as aligning potential cultural differences and determining the level of autonomy for acquired entities—to operational details, such as integrating compensation systems and formulating a unified set of benefit policies.

• Responsibilities that are clearly spelled out, with milestones for integration and key actions required. Where appropriate the plan should be broken down by function; what needs to be done, who’s going to do it and by when.

THE REMAINING 20 PAGES CAN BE VIEWED WHEN YOU PURCHASE THE DOCUMENT FROM THE DOWNLOAD PAGE ($90).  IMMEDIATELY AFTER PURCHASE, THE LINK FOR UNRESTRICTED FULL FILE DOWNLOAD WILL BE PROVIDED.














PAGE  
7

