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ABSTRACT

Companies today are combining in record numbers. Executives pursue mergers, acquisitions, and joint ventures as a means to create value by (1) acquiring technolo-
gies, products, and market access, (2) creating economies of scale, and (3) establishing global brand presence. There is an underlying belief that most markets can pro-
vide revenues to three large suppliers; when more than three exist the urge to merge is irresistible. The paper explains the cultural issues which mainly influences the
mergers and acquisitions of the company. Culture has emerged as one of the dominant barriers to effective integrations. In one study, culture was found to be the cause
of 30 percent of failed integrations. Companies with different cultures find it difficult, if not often impossible, to make decisions quickly and correctly or to operate

effectively.

INTRODUCTION

Culture consists of the long-standing, largely implicit shared values, beliefs, and
assumptions that influence behavior, attitudes, and meaning in a company (or
society).

This definition has several important implications:

Culture is implicit : People who share in a culture find their culture challenging
to recognize. The most insightful cultural observers often are outsiders, because
cultural givens are not implicit to them.

Culture influences how people behave and how people understand their
own actions: As a result, culturally influenced beliefs and actions feel right to
people, even while their implicit underpinnings make it difficult for those people
to understand why they act the way they do or why other ways of acting might
also be appropriate.

Culture is resilient: Its elements are long-standing, not a matter of fads. The
resilience of culture is supported by culture being implicit. It is difficult for peo-
ple to recognize their own culture and how it exerts an influence on them. The
staying power of culture is that it feels right to people; new cultural values that are
imposed on people seldom replace their underlying values and beliefs in the long
run.

‘What does this mean for integrating two companies?

If people acted solely on the basis of rational calculations —the model of behavior
preferred by economists — mergers would be effective — or not — based on the
soundness of their economic underpinnings. But participants in mergers are
human and driven both by their shared culture and individual personalities. Cul-
tural influences have the potential to be broad and far reaching:

Culture affects Resulting in

Decision-making style (for »  Effective integration requires rapid
example: consensus contrasted decision-making.
with top-down) » Different decision-making styles can

lead to slow decision-making, failure
to make decisions, or failure to
implement decisions.

Leadership style (for example: | «
dictatorial or consultative,
clear or diffuse)

A shift in leadership style can generate
turnover among employees who object
to the change. This is especially true
for top talent, who are usually the most
mobile employees.

* Loss of top talent can quickly
undermine value in integration by
draining intellectual capital and market
contacts.

Ability to change (willingness
to risk new things, compared
with focus on maintaining .
current state and meeting
current goals)

Unwillingness to implement new
strategies.

Unwillingness to work through the
inevitable difficulties in creating a new
company.

How people work together (for
example: based on formal
structure and role definitions
or based on informal
relationships)

Merged companies will create
interfaces between functions that come
from each legacy company, or new
functions that integrate people from
both legacy companies. If the cultural
assumptions of the legacy companies
are inconsistent, then processes and
handoffs may break down with each
company's employees becoming
frustrated by their colleagues' failure to
understand or even recognize how
work should be done.

Beliefs regarding personal .
“success” (for example:
organizations that focus on
individual “stars”, or on
teamwork, or where people
rise through connections with
senior practitioners)

Again, these differences can lead to
breakdowns in getting work done. If
people who believe they have to
achieve goals as a team integrate with
people whose notion of “success”
emphasizes individual performance,
the resulting situation is often
characterized by personal dislike and
lack of support for getting the job
done.

CULTURE TO PROMOTE AN EFFECTIVE INTEGRATION:-

Culture usually is a soft concept; it is a set of implicit influences that people can-
not account for completely or accurately. Premerger due diligence will ferret out
things that are measurable, with an emphasis on financial data. Culture surveys
and assessment tools can be used to measure culture, but these can be time con-
suming to complete, and the heat of deal-making usually precludes the luxury of
an extended effort to assess soft variables. Even if a culture assessment is per-
formed during due diligence, it is difficult to imagine a joint venture or merger
being called off because due diligence revealed that the cultures of the two legacy
companies were incompatible.

Given that culture will seldom stop a proposed transaction, it becomes the
responsibility of the people managing the deal to stop culture from undermining
their desired goals. The most widely used approach to managing the cultural
issues is to define a set of desirable cultural attributes (a typical set being: cus-
tomer-focused, innovative, entrepreneurial, decisive, team-oriented, respectful
of others) and then to exhort employees to adopt these attributes in their daily
behavior. Companies are replete with posters, screen savers, coffee mugs, and
mouse pads that remind employees of desirable attributes. This method is not sup-
ported by many “success” stories. The attributes are usually generic and employ-
ees struggle to bridge the gap between broad principles that are easy to agree with
and the specific, culture-driven ways that things get done in companies.

One of the inherent characteristics of post-merger integration is time pressure.

Many tasks have to be completed quickly. Such an environment does not afford

the time for a detailed cultural diagnosis or a long-term culture change project

with dubious prospects of achieving desired goals. We suggest a more focused

approach, based on identifying the high-risk points in the establishment of the

integrated company and working with employees to reduce the ways in which cul-
ture magnifies these risks.

Copyright© 2016, IESRJ. This open-access article is published under the terms of the Creative Commons Attribution-NonCommercial 4.0 International License which permits Share (copy and redistribute the material in
any medium or format) and Adapt (remix, transform, and build upon the material) under the Attribution-NonCommercial terms.

International Educational Scientific Research Journal [IESRJ]



Research Paper E-ISSN No : 2455-295X | Volume : 2 | Issue: 4 | April 2016

The major risks vary in integration and need to be identified on a case-by-case
basis, but a list of risks that will be encountered in most transactions can be pro-
vided as a starting point for specific analysis. These standard integration risks"
include:

«  Establishing a shared approach to decision-making that achieves appropriate
speed and decisiveness.

¢ Confirming that the most value-affecting interfaces (in the supply chain)
between the two legacy companies work effectively.

« Establishing an internal brand — the value to the employee of being part of
this newly integrated company expressed in a way that appeal to employees
from both companies. This will vary strongly depending on whether the inte-
gration is a “merger of equals” or a joint venture on one hand, or the integra-
tion of one company into another.

In an unequal situation, the acquirer's culture and brand should be expected
to dominate and should be presented to acquire employees in a way they will
value. This is especially true when the acquiring company in a hostile take-
over wants to retain acquired employees. In a merger of equals, the most real-
istic approach is to look to the emergence of anew culture.

»  Understanding the compensation programs in each legacy company and pre-
senting any steps to integrate them in a way that employees see as beneficial
to their interests.

ADDRESSING CULTURE WHEN TWO COMPANIES INTEGRATE

A rigorous program with clearly stated objectives should be put in place to
address cultural integration. Too often, culture is presented as a wooly and soft
topic. When that happens, executives tend to slight the issue. This can generally
be avoided by linking the cultural program to measurable business results. There
are several steps to doing this:

1. Make culture a major component of the change management work
stream:

Often the main change management task during integration is providing “com-
munications”. This focus may minimize the importance of change management,
when communication becomes reporting the decisions of others, belatedly,
rather than driving actual decisions. If culture is recognized as a major challenge
that the change management team is responsible for, then this team assumes an
essential role in achieving integration goals. The change team needs resources
whose numbers and caliber are consistent with enacting a critical role.

2. Identify who “owns” corporate culture and have them report to senior
management:

Choose owners from both companies to the integration to allow for representa-
tion of all views, even in a takeover. These “owners” typically will be senior
Human Resources or Organizational Development practitioners. This is also an
appropriate task for outside assistance, given the value of external insights in
identifying culture. To drive home the importance of the issue, culture should be
on the agenda of regularly scheduled (monthly/biweekly) Steering Committee
meetings.

3. Insist that the cultural work focuses on the tangible and the measurable:
The Steering Committee should reject soft, vague, and poorly defined presenta-
tions of culture. Instead, culture owners should be required to discuss issues that
are specific, well defined, and supported by specific examples that can be tied to
business results. This is the difference between culture being addressed by gen-
eral exhortations to enact "teamwork" and being addressed by analysis and inter-
ventions to increase measurable collaboration among the members of, for exam-
ple, the new company's merged sales force.

If the culture program focuses on whether members of the sales force are effec-
tive in selling the products of each other's companies and removing the barriers to
doing so, that will be a more substantial contribution than a culture effort that cre-
ates communications to inform the sales force about the desirability of team-
work.

4. Consider the strengths of both existing cultures, not just the weaknesses:
‘When two companies merge, the assumption is often made that they should take
the “best” of each company's culture and integrate them, much like creating a
“Best Of” CD from a band's previous recordings. Would that mixing cultures
were as simple as sequencing tracks on a mix CD! Corporate strengths are some-
times incompatible. Solid, more mature companies often acquire start-ups as a
means of adding products to their portfolio. What they often find is that the struc-
tural controls and well defined processes that are a hallmark of predictable per-
formance for the acquirer may be impossible to mix with the less structured ways
of'the start-up. A more varied integration than a simple addition of desired quali-
ties is required.

One means to help achieve this is to retain separate core capabilities where possi-
ble. For example, in the HP-Compaq merger, the merged company kept HP's

strong Printer Division with minimal change, but integrated its sales force along
the Compaq model, which was judged to have been more effective. Each legacy
company's culture was allowed to dominate on a by-function basis. Where the
cultures are different, there should be an assessment of whether the elements can
be integrated. When the integration is problematic, choices to act should focus on
the relationship between cultural assumptions and business results. Only address
those cultural issues that are critical to the business. Make an explicit connection
between both business and personal achievements and any changes in (cultural)
assumptions that people are asked to adopt.

5.Implement a decision-making process that is not hampered by cultural dif-
ferences:

Decision-making style is often deeply ingrained in a company's culture. How-
ever, few things have a greater impact on integration results than the ability to
make speedy decisions. Customer and employee loyalty can erode quickly if a
company is perceived as unable to reach decisions. Leaders of integrating com-
panies find themselves thrust into a situation where they have to make decisions
quickly.

While varying decision-making styles may hamper this, the differences among
decision-making styles are often less important than the difference among these
styles and the decision-making style required for an effective integration. This is
an urgent matter. The leaders of the integration project must address this with the
support of the culture team by:

» Identifying decision-makers for each area of the integration.

»  Understanding the decision-making style of each company both in terms of
what the style is and the assumptions, processes, and structures that support
that style. Use this as a basis for assisting decision-makers in moving beyond
their assumptions to a point where they can act effectively.

« Communicating expectations to those decision-makers, including the dead-
lines when decisions are required. The demand for speed can be used to force
changes in how decisions are made. Specific techniques can be used to sup-
port this, such as encouraging 80/20 decision-making rather than complete
certainty before a choice is made. The three steps outlined above are a start-
ing point for culture change in the critical area of decision-making. In the inte-
gration of HP and Compagq, leadership had to address the tendency of engi-
neers to base decisions on careful analysis of large bodies of data and the cul-
tural assumption that a request for more data is a legitimate reason to delay a
decision. Integration teams were introduced to the concept of “adopt and go”
—amethod of limiting analysis to currently available data and options.

“Adopt and go” emphasizes action, not analysis. The term was heard fre-
quently during the integration, describing the new decision-making
approach that the integration teams had embraced.

6. Build the employee brand with a view toward how it will be understood by
employees:

If retaining the employees is a goal of integration, then an effort must be made to
secure their loyalty, just as customers' loyalty must be reinforced. When one com-
pany is acquiring another then the emphasis should be on making the acquiring
company's brand attractive, in terms of the career opportunities, rewards, and the
sense of identity that it offers to acquire employees. When equals are merging, it
is important to find a common point that will not be so novel as to appear alien to
all employees. It should neither install one company as dominant nor fail to rec-
ognize that employees from the merging companies have different expectations.
In the merger of Daaichi and Sankyo, the goal of the merger that employee were
presented with initially was to become a mid-size company in the U.S.
pharmaceuticals market. Employee surveys showed that this was not an effective
rallying cry. An employee brand was built around "adding to the balance of life."
That was reinforced by extensive communications, a campaign to identify and
enroll key internal opinion leaders in the brand, and events that varied from pro-
viding "balanced" lunches to all employees on one day to massages at people's
chairs on another day. This brand gained such momentum it was eventually fea-
tured in corporate advertisements.

7. Put people with culture change knowledge and experience on the teams
that define the key interfaces in the new organizational model:

The organizational model defines how a merged entity will go to market and how
it will integrate its back office functions. Where there are business-critical inte-
gration points (for example, sales force integration, hand-offs from R&D to man-
ufacturing or from manufacturing to field support) and a short time available for
integration, it is important to focus on the flow of work: how objects or informa-
tion are passed from group to group or whether information is shared effectively.
The interfaces should be designed, improved, or fixed so that they help create
business value. If employees start to act in ways that lead to achieving desired
goals then it can create trust and mutual respect among employees who have not
worked together before.

Underlying cultural beliefs should then tend to coalesce around effective and
enjoyable shared behaviors. This reverses much typical thinking about culture
change. Rather than trying to change the culture in the hope that behavior will fol-
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low, this approach advocates that one should change behavior and assume that
culture will adjust accordingly. One critical assumption underlying this approach
is that new behaviors can help achieve employee and organizational goals and
then over time “culture” will adjust to support desired, effective behaviors. If
new behaviors that fail to achieve results are imposed on employees, those
employees will likely cling to their old cultural beliefs all the more tenaciously.

CONCLUSION

Culture must be a focus in efforts to integrate companies, because when left to
itself culture will often undermine value-creation. Efforts to address culture
should be based on the recognition that culture is both powerful and implicit, that
employees are unlikely to change their cultural beliefs in response to exhorta-
tions to adopt new cultural values, and that culture can be rigorously linked to
behaviors that affect business value. The focus on business value, rather than on
“soft stuff” is essential to positioning culture in a way that business leaders will
agree to support it. By tying culture to value-creation and to identifying and
changing specific behaviors when necessary, culture can become an effective
tool for achieving post-merger integration objectives.
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