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To Realize the Full Potential of M&A,
Manage the Human Capital

by Kenneth R. Brousseau, Ph.D., Rikard Larsson, Ph.D., and Marc Swaels I

In today's New Economy, mergers and acquisitions are under a microscope.
With so many of the past decade's M&As failing to achieve the anticipated synergies,
managers, directors, and shareholders are not so enthusiastic. Research shows that
human capital issues play a significant role in determining an M&A's outcome. In this
document, we suggest several ways in which organizations can manage the leadership
and workforce components in order to create high-performance organizations that

deliver on their M&A promise.

n their book, Angel Customers &

Demon Customers: Discover Which

is Which and Turbocharge Your
Stock’, Larry Selden and Geoffrey Colvin
argue that the success rate of mergers
and acquisitions would improve dramati-
cally if more attention were paid to the
quality and profitability of the acquired
customers.

"M&A, like other aspects of running a
company, works best when seen as a
way to create shareowner value through
customers," the authors wrote in a June
2003 Harvard Business Review article on
the subject.

1 Portfolio/Penguin, 2003

It's a credible viewpoint. As human capi-
tal experts, we'd like to extend that line
of thinking further. If the winning formula
is to attract, retain, and grow the most
profitable customers and if these cus-
tomer relationships depend on the
employees of the new organization,
doesn't it make sense to give proper
attention to the "people issues"” at the
very beginning of the merger process?

Yet, time and again we've seen merged
companies falter as acquired company
"stars" abandon ship taking their expert-
ise and knowledge with them and as mis-
trust and factionalism paralyze the
merged workforce. No one is being



served - not employees, customers or
shareholders - and failure to realize the
expected merger synergies is generally
the result.

We suggest that if the same rigorous due
diligence applied to a target company's
financial and legal aspects were used to
assess the human capital component,
leadership and workforce strategies to
foster human collaboration could be
developed at the onset. This would then
lead to early creation of smooth-function-
ing enterprises that meet the expecta-
tions of all stakeholders.

M&A Success Factors

Mergers and acquisitions are probably
the most volatile events in corporate life.
They offer the opportunity for fantastic
synergies and the potential for value-
destroying disasters. As a consequence,
much research has been done to deter-
mine success factors and best practices.

In their extensive research, Rikard
Larsson and his colleagues have found
that successful M&As are based on
strategic business combinations, that is
joining companies with related or com-
plementary products or services, and on
effecting an organizational integration
that identifies and addresses human cap-
ital issues.
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One of the most common of these human
issues is employees' frequent tendencies
to resist change. Stress exacerbates this
resistance. Merger announcements cre-
ate stress in the target company's work-
place, and in the acquirer to a lesser
extent. People are worried, and, if we
are to be honest, they have good reason
to be. Job losses, reassignment, demo-
tion, and other negative career implica-
tions are almost inevitable.

Some business leaders believe that
merging companies of similar cultures
solves many of these problems. It's not
that simple. Neither the selection of
strategic business combinations nor cul-
tural/human resources factors alone
appear to be sufficient for merged enti-
ties to deliver their promise. Larsson's
research indicates that while the strate-
gic business component is necessary,
the integration process determines the
extent to which its potential is
unleashed.

Make no mistake. Integration isn't only
about balance sheets, information sys-
tems, truck fleets, production facilities,
and office buildings. It's also about peo-
ple. It's about helping them manage and
accept change so they can focus on the
essential task of creating an organization
that serves them, your customers, and
your shareholders.
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M&A Phases

Integration

mainly here?

Accounting

Strategic

Issues

..when almost
all actual synergy
realization is here!

Organizational

People Factors:
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| Despite extensive due diligence
of financial, legal and accounting
matters, mergers and acquisitions
continue to underperform.

Performance

Research indicates that more than
70% of M&A synergy realization rests
on strategic, organizational, and
people issues, such as culture,
communications, career selection,
and customer factors. Addressing
these issues during the pre-M&A
phase, while difficult, may prove

the secret to long-term success. ®

Integration Styles

Over the past few decades, two common
approaches to integration have been
seen: soft/avoiding and hard/controlling.
In the soft approach, organizational inte-
gration is largely put "on hold" with the
thought in mind that a natural integration
will occur as employees learn to trust
one another. Employee resistance is min-
imized, but so are the advantages of get-
ting integration under way immediately.

In the hard approach, the acquirer moves
swiftly to suppress resistance and culture
clashes by imposing the operating
model. The idea here is that decisive
action reduces uncertainties and does
not interfere with momentum. Integration
is initiated quickly this way, but employ-
ee resistance soars.

Our experience reveals that there is a
third, more effective integration model,

which we call the co-competence
approach. It requires both parties to
identify and acknowledge each other's
strengths and combine forces on integra-
tion projects that make use of the right
talents. Co-competence isn't always
easy, but it excels at handling the
employee resistance component, which
then allows the integration process to
proceed effectively.

The co-competence approach, with its
strong human capital component, also
addresses important organizational
model issues, oftentimes overlooked in
terms of the nuances. For example,
Randy Stott of the Senn-Delaney
Leadership Consulting Group has found
that different types of company operating
structures require different leadership
styles. This, in itself, is no revelation, but
Stott adds a new twist.

Stott identifies two typical operating
models: the holding company with its
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portfolio of autonomous businesses (i.e.
General Electric Company) and the inte-
grated company (i.e. Kellogg Company),
with a single strategy covering all busi-
nesses. Then, he says, there is a third
model, the "allied" model, in which busi-
ness units develop their own strategies
but share non-core functions. Effective
leadership behaviors in all three of these
entities can be very different.

Discovering these differences early on
through the co-competence integration
approach and then making explicit the
future operating model can contribute
significantly to a smooth integration.

It's clear that the speed with which per-
sonnel decisions are made in a merger is
crucial. Prompt management announce-
ments reduce uncertainty for employees,
vendors, and customers, allowing busi-
ness to return to normal more quickly.
Yet, with speed of the essence, how can
the work of understanding employee
strengths, weaknesses, and motivations,
which is necessary to the co-competence
integration approach, be done?

Behavioral sciences research and, to some
extent, technology now offer companies a
viable way to address those thorny "people
issues," including employee resistance, there-
by improving significantly their chances of
realizing - perhaps even exceeding - the
potential benefits of creating a new
organization.
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A New Model

Korn/Ferry's Leadership Practice has devel-
oped an assessment tool based on the
ground-breaking research of Michael J.
Driver, Kenneth R. Brousseau, and Phillip L.
Hunsaker. In their studies of how people
make decisions, these social scientists found
that decision styles are determined primarily
by two factors.

The first is the amount of information people
use in decision making. Some people seem
to require just a small bit of information before
they act, while others appear to need a thor-
ough analysis. In their book, The Dynamic
Decision Maker (Self Discovery Press, 1993),
the researchers cite J. Paul Getty and
Howard Hughes as examples of these con-
trasting decision styles.

Hughes liked to pour over every detail. When
preparing for his round-the-world airplane
flight, he obsessed about covering every pos-
sible problem that might occur, going to the
extent of building special equipment for strain-
ing oil in case he was stranded in a part of
Siberia where the type of oil he needed was
unavailable.

Getty, on the other hand, made decisions
quickly. He once bought land for oil explo-
ration that could be accessed only through a
narrow isthmus, saying he would figure out
how to deliver the necessary equipment later.
When the time came, he had a narrow-gauge
railroad built for the purpose.
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The second decision-style determinant
involves the number of solutions the individual
considers based on the information he
processes. Some devise one solution and fol-
low it through; others consider various
options, sometimes following several simulta-
neously, or changing course as necessary.
Getty is an example of the multi-focus
approach in that he used his oil business suc-
cess to venture into a wide range of new
endeavors. In contrast, Thomas Watson,
IBM's founder, dedicated his career to creat-
ing a giant in the office machine business,
never straying in focus.

Assessments Provide Insight

By analyzing how people use information and
how they develop solutions, Driver,
Brousseau and colleagues identified four
basic decision styles. These form the basis of
Korn/Ferry's proprietary Web-based assess-
ment process that evaluates leadership style,
thinking style, and career motives.

Assessing employees in this way is not a
judgmental process. Hughes, Getty, and
Watson were hugely successful businessmen,
despite their contrasting styles. Assessing
employee decision styles is about under-
standing how people behave so that they can
be assigned integration tasks and post-merg-
er jobs at which they'll excel and so that con-
flicts can be resolved easily. And, workplace
conflicts need to be resolved if there is to be
long-term success and realization of

M&A synergies.

Additionally, style assessments help identify
who may be at risk navigating the merger
transition period, normally a time of massive
change. Some people cope well with change;
others do not. This latter group may include
people whose expertise collectively may rep-
resent an important portion of a company's
intellectual capital. While their behavioral
styles might suit their jobs, their styles might
not fit the temporary merger transition envi-
ronment well.

Armed with this information, those managing
the transition can take steps to accommodate
or work with these key individuals in ways that
better fit their particular styles, keep them pro-
ductive, and that ensures they are not lost
merely because of the disruptions of the tran-
sition period.

Assessments Facilitate Decisions

The value of employee assessment can be
demonstrated through the experience of our
recent client with an international insurance
company operating in Europe. The firm was
proposing a substantial acquisition and had
retained a management consulting firm to
design the structure of the new organization
for optimal efficiency and results. Early in their
work, the parties realized that the true value
of the acquisition rested on a group of key
employees who had close control of signifi-
cant customer segments. The need to retain
these individuals was crucial to long-term suc-
cess, and Korn/Ferry's assessment tools were
put to work.
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It quickly became apparent from the assess-
ment results that one highly successful seg-
ment of the key group operated in an
autonomous, entrepreneurial mode that would
not integrate well into the centralized structure
envisioned for the new organization. This
segment controlled a significant share of a
regional market, in part because of its ability
to provide customized solutions for cus-
tomers.

To avoid the inevitable clashes that would
occur if the group were made to conform, the
operating model was modified to accommo-
date the flexible operating needs of this busi-
ness segment. The assessment process
resulted in a compromise that retained key
employees and customers and that ensured
bottom-line results going forward.

Pre-acquisition employee assessment offers
companies a valuable decision-making tool.
In one instance, Korn/Ferry's work actually
resulted in postponement of an acquisition.
An international, privately-held food industry
supplier was interested in acquiring an Italian
market leader that was also family owned.
From a business standpoint, the deal seemed
to be a winner. The fact that both entities
were family owned (i.e. presumably had simi-
lar cultures) was seen as a distinct advan-
tage. But, Korn/Ferry's assessment of the
respective management teams revealed oth-
erwise.

The acquirer had evolved into a large organi-
zation with a diverse workforce, while the tar-
get company remained very much an entre-

preneurial organization in which family mem-
bers still played major roles. Neither cultures
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nor leadership styles were similar, and the
potential for conflict was readily apparent, a
serious issue because the Italian company's
management was considered the "value" of
the transaction.

After further negotiation, it became apparent
that accommodating the target company's
management style would be very difficult at
that moment. The decision was made to post-
pone the acquisition and instead to continue
an existing distributorship relationship with the
Italian firm.

Implementing Employee
Assessment

In the fast-paced M&A environment, employee
assessment involving both the electronic tool
and personal interviews can be done quickly.
An acquirer may choose to begin by, for
example, assessing candidates for the top
management posts. The assessment results
are compared to Korn/Ferry's "best in class"
profiles for those types of positions. These
competency models for executive positions
across numerous industries and cultures are
developed using our database of 600,000
business professionals worldwide. The pro-
files reflect the behavioral competencies and
career motives of the most successful people
in each job category and are a good indicator
of the qualities needed for success.

Assessment results enlighten the integration
process with objective information. Because
the insight gained is shared among all
involved, prospective co-workers begin to
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understand that Mary isn't "slow," she just
likes to review all the data before acting, and
John isn't being careless when he heads off in
two directions after just a brief review of the
situation. Even better, you have a good idea
who will best handle a detail-intensive
integration task, who will add the necessary
decisive personality to a project team, or who
may need coaching to reach the level of pro-
ductivity you seek.

Once the top spots are decided, companies
would do well to apply the assessment
process to line managers who represent the
"thermal" layer between the leadership and
the rank and file. Because these individuals
interact directly with those who "touch" the
customer, their influence is exponential. When
line managers are functioning well, there is a
trickle-down effect. Making prompt lower-level
hiring decisions also reduces uncertainty and
negative attitudes across all employee popu-
lations.

An Army of New Recruits

Mergers and acquisitions, although not gener-
ally viewed as such, are huge recruitment
efforts. You are acquiring an army of workers
you know nothing about. Acquiring organiza-
tions often try to cope with this situation by
eliminating some of these "unknown" workers.
Not only does this often heighten employee
resistance, but also it risks the loss of excel-
lent workers you discover too late you really
need to run the business.

The recruitment challenge does not focus only
on existing jobs, but also on posts created

when functions are realigned in the merged
entity. The fact that the assessment tool is on
line and available in different languages
makes it flexible enough to use for a large
number of employees. The resulting objective
assessment information allows you to locate
the best candidates for the job and to treat
people fairly, which gains you employee trust
and respect, and, ultimately, high perform-
ance.

The Foundation for Success

There is no doubt that the amount of energy
generally directed toward the "numbers"
aspects of a merger or acquisition is neces-
sary. But, ultimately, these activities do not
contribute to the value creation that is the
intended purpose of a merger because that
value rests on the actions of people.
Therefore, long-term M&A success demands
managing the business, organizational, and
human aspects.

The co-competency integration approach, with
its emphasis on helping employees cope with
change and discover their strengths, leads to
a breaking down of the deadly "us v. them"
mentality so often seen. Cultural clashes are
anchored in the parties' separate historical
collective identities and defense mechanisms.
Implementing career-based assessment,
development, and communication can re-
frame the situation into joint, future-oriented
individual and organizational opportunities,
which then lead to a new organization well-
equipped to realize its full potential.
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Korn/Ferry International (NYSE:KFY), with over
70 offices in 36 countries, is the world’s leading
provider of executive human capital solutions.
Based in Los Angeles, the firm works closely
with clients worldwide to deliver customized
executive search, management assessment and
mid-level search services, including the identi-
fication of CEOs, COOs, CFOs, board members
and other senior-level executives; the formal
evaluation of senior management teams; and
the recruitment of middle managers through its
Futurestep subsidiary.
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International Web site at www.kornferry.com or
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