v
-
YA, Universitit St.Gallen

Perspectives for our partners
Knowledge Integration after Mergers & Acquisitions

Maria Rumyantseva
Grzegorz Gurgul
Ellen Enkel

Volume: 5
Date: January 2002



Knowledge integration after

'.’ Mergers & Acquisitions
Y&, Universitit St.Gallen

TABLE OF CONTENTS

1 KNOWLEDGE TRANSFER IN MERGERSAND ACQUISITIONS..........occiiiiiiie 3
11 INTRODUGCTION. ...ttt 3
12 KNOWLEDGE TRANSFER UNDER DIFFERENT MODES OF GOVERNANCE.......... 4
13 KNOWLEDGE INTEGRATION AS A CRUCIAL CRITERION FOR M&A SUCCESS. .6

2 BARRIERSAND ENABLERSIN INTEGRATIONAFTERM&A ..., 9

3 FACILITATING CONDITIONS OF KNOWLEDGE TRANSFERIN M&A.................... 10

4 KNOWLEDGE NETWORK — ORGANIZATIONAL FORM THAT CROSSES

BOUNDARIES. ... e e 13

S SUMMARY L 14

B  CASES ... 15
6.1 CISCO SYSTEMS, INC. .ottt e 15
6.2 NOVARTIS. ... e 19
6.3 IBM AND LOTUS......ooiiiii e 23
6.4 BPAMOCO...... oottt 25

T CONCLUSIONS. ... e 27
7.1 COMPARATIVE ANALYSISOF M&A CASES ..., 27

BIBLIOGRAPHY ...t e 29

LIST OF FIGURES

Figure 1: Phases during the Mergers and ACQUISIION............cccuveiiiiiiieeiiiiie e 3
Figure 2: Mechanism of Technology Sourcing [Leonard-Barton 1995]...........cccccceiiiiiiiieeniineenne. 4
Figure 3: Knowledge-based resources attractive for acquiring company [Ranft/Lord 2000]......... 8
Figure 4: "Places” within the firm holding critical knowledge [Ranft/Lord 2000]..............cccuuev... 8
Figure 5: Knowledge exchange barriers in a firm [Petersen/Zesch 2001] ........cccccooviiveeiiiinnennns 10
Figure 6: The acquisition integration process [von Krogh et al. 1994]...........ccccceeviiiieeiiiinneenne 11
Figure 7: Novartis's sectors and integration team [www.c0gos.com 2001].........cccccccvvveeeiiinneenns 22

LIST OF TABLES
L= o L= U T 0= YR SPPS 27



Knowledge integration after

'.’ Mergers & Acquisitions
Y&, Universitit St.Gallen

1 KNOWLEDGE TRANSFER IN MERGERS AND ACQUISITIONS

1.1 INTRODUCTION

Since 1997, corporations world-wide have spent $5 trillion on mergers and acquisitions (M&A).
In year 2000 alone, more than 9,000 M&A deals took place. With so much shareholder value
riding on these actions, one would expect the process to be standardized by now. Yet in 83%
of 700 large mergers, the stock price of the combined organization did not rise above those of
the single entities [Mergerstat 2000].

A merger can be defined as a situation when either two or more independent companies
merge, or when one or more persons already controlling at least one company acquire direct
or indirect control of the whole or parts of at least one undertaking. Whereby in a merger, the
two or more companies create a new entity and in an acquisition, the acquired company loses
its economic and legal autonomy [Gerpott 1993].

The literature sources [e.g. Jansen 2000; Haspeslagh/Jemison 1991] most frequently identify
three phases of a merger or an acquisition process (Figure 1).

Idea or
Preparation:
Identification

Integraton:
Objectives

Transaction:
Search of

target Measures
Valuation Control
AN I N /
V' Y—
Pre-M&A Phase Post-M&A Phase

Figure 1: Phases during the merger or acquisition [Haspeslagh/Jemison 1991]

The idea or preparation phase explains the need for a merger or an acquisition, which is given
by the companies objectives and desires. The second phase includes the search for an appro-
priate target company, the valuation, legal and financial negotiation. The last phase, integra-
tion, consists of fusing the two companies into one. In our literature review we focus on cru-
cial factors for each phase and search for existing tools enabling effective implementation of
the integration process as a whole.

The main objectives for the merger and acquisition are similar, e.g. the increase of shareholder
value, a respond to revolutionary change in the industry, the asset of funds to spare, the ex-
ploitation of economy of scale and scope [Haspeslagh/Jemison 1991; Gerpott 1993; von Krogh,
et al. 1994].
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Since the speed of competition in many industries has made organic growth seem excessively
time-consuming, many managers consider acquisition to be an attractive mean to expand a
firm's knowledge base quickly. Wysocki [1997] means: “In today’s economy, building work
teams from scratch can be yesterday’s luxury. So, when you can'’t build fast enough, you buy.”
However acquiring firms have discovered, that the transfer and utilization of knowledge
through acquisitions can be a hard task to solve. It is contingent on a successful integration of
the acquired unit [Haspeslagh/Jemison 1991], and very often the process of integrating the
acquired units fails outright [Jemison/Sitkin 1986].

The knowledge management literature has mentioned the potential of acquisitions as a means
of gaining access to new knowledge [Madhok 1997]; and the acquisition literature has stressed
the importance of knowledge transfer for the acquisitions to create value [Haspeslagh/Jemison
1991]. But few studies have explicitly focused on the transfer of knowledge in mergers or ac-
quisitions, and in particular, the factors facilitating such transfer and tools ensuring its effi-
ciency.

1.2 KNOWLEDGE TRANSFER UNDER DIFFERENT MODES OF GOVERNANCE

Leonard-Barton’s [1995] research proves that there is a correlation between the mode of gov-
ernance and knowledge integration intensity, there the M&A is likely to have the highest po-
tential for knowledge integration and creation of new technological capabilities (Figure 2). For
the purpose of better understanding of the knowledge transfer in M&A, we first briefly review
the main findings focused on knowledge transfer within other modes of governance. Indeed
there has been a considerable attention in the literature, devoted to the knowledge transfer
within a single company, knowledge transfer in alliances and joint ventures, and knowledge
transfer between independent firms.

High Acquisition New Capability

|

Joint Ventures

Licensing (exclusive) New Product/ Procesg

Co-Development

Equity/“Educational* Acquisitions Access

Commitment

Licensing (nonexclusive)

Window

Observation
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g

Low Potential for New Technology Capability High

Figure 2: Mechanism of Technology Sourcing [Leonard-Barton 1995]
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Research on intra-firm knowledge transfer has a long history emanating from studies on choice
of international technology transfer mode [see e.g. Pavitt 1971; Mansfield et al. 1979;
Vernon/Davidson 1979]. More recently, Zander [1991] and Szulanski [1997] have taken a
broader approach to internal knowledge transfer. Zander [1991] found that the tacit knowledge
had an important impact on the smoothness of transfer. In particular, he found that the transfer
of tacit knowledge was more difficult to accomplish than the transfer of more articulated
knowledge. Szulanski [1997] focused on the transfer of best practices within firms, and the
difficulties experienced in the transfer process. His findings were consistent with Zander's.
When analyzing factors causing difficulties in the knowledge transfer process, Szulanski found
that the tacit dimension of knowledge explained more variance than any other factors, such as
motivation.

Research into knowledge transfer through alliances and joint ventures is a relatively recent
phenomenon. Kogut [1988] was the first to explicitly argue that joint ventures could be moti-
vated by an organizational learning imperative. He proposed that a joint venture "... is used for
the transfer of organizationally embedded knowledge which cannot be easily blueprinted or
packaged through licensing or market transactions" [Kogut 1988, p.319]. At around the same
time, Westney [1988] and Hamel [1991] developed related perspectives on the ways in which
learning can be achieved through alliances and joint ventures. Since then, there has been a
proliferation of research into the knowledge transfer process across alliance and joint venture
boundaries [e.g. Inkpen/Crossan 1996; Doz 1996; Mowery et al. 1996]. The common thread in
the results of these studies is that the ability to re-evaluate and learn is key to success.

The transfer of knowledge between independent firms has not received nearly as much atten-
tion as the modes of transfer discussed so far. Obviously managers would prefer that valuable
knowledge not get transferred to other firms, but the reality is that the process does occur,
through some combination of imitation, reverse engineering, movement of personnel and
business intelligence. Mansfield [1985], for example, found that a decision to develop a major
new product or process was known to competitors within 12-18 months. Further, Zander
[1991] found that the level of difficulty of an intra-firm knowledge transfer is not necessarily
the mirror image of the level of difficulty of its imitation.

The literature review revealed few researches explicitly directed at the knowledge transfer in
M&A. Most relevant is the so-called "process” school, which is concerned with the creation of
value through post-acquisition integration [Shrivastava 1986; Haspeslagh/Jemison 1991; Hakan-
son 1995; Greenwood et al. 1994]. Haspeslagh and Jemison [1991], for example, discuss the
issue of knowledge transfer, but their focus was on how knowledge transfer may lead to over-
all value creation, not on the factors facilitating knowledge transfer per se. There has also been
some recognition at an aggregate level that resource redeployment (e.g. knowledge transfers)
can have an important impact on value creation in acquisitions. The essential contribution of
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such studies is that knowledge transfer between the merging organizations depends on the
development of a cooperative relationship.

The acquisitions represent a distinctly different situation from the other three modes of gov-
ernance. While many of the facilitators of knowledge transfer are likely to be the same (com-
munication, the nature of knowledge etc.), we can expect their relative importance. The proc-
ess itself, however, will change significantly over time as the integration of the acquisition
causes the evolution of the mode of govemance (from "market" to "hierarchy"), therefore eve-
rything that it entails makes knowledge transfer in acquisitions fascinating.

1.3 KNOWLEDGE INTEGRATION AS A CRUCIAL CRITERION FOR M&A SUC-
CESS.

The common objectives for M&A, such as exploitation of economy of scale, geographical
expansion, though not directly focused on knowledge, as objectives like acquisition of new
technologies or R&D, are still initiated to require knowledge about different shareholder
groups and products [Petersen 2001]:

Customers: their needs, behaviour and motivation to purchase
Suppliers: their capacities and price structures

Employees: their experience and productivity

Technological processes and problem solving capacities
Products: production process and expected sales volumes

To access these knowledge categories mergers and acquisitions are not always necessary. The
company has to deal with a “make-or-buy” decision and estimate the discrepancies between
the time and financial expenditures of knowledge creation inside the firm and the possible
external resources of knowledge. The critical role here plays the time factor, as the competi-
tion in many industries makes natural growth excessively time consuming, M&A is an attractive
way to expand the knowledge base faster. It is most obvious in the high technology industries,
where the fastest access to new knowledge determinates future market share.

Since 1990 there has been a substantial increase in M&A activity occurring in knowledge-based
industries. Acquisitions in computer hardware and software, electronics, telecommunications,
biotechnology, and pharmaceuticals dominate much of this activity. These industries are fre-
guently among the top 10 most active merger and acquisition industries. Such mergers and
acquisitions are often focused on obtaining technical expertise, skills of employees, specific
new technologies in fast-paced industries [Wysocki 1997] and other types of both explicit and
tacit knowledge.
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Interesting insights concerning knowledge transfer are published by the practitioners [e.g. Si-
kora 2001]. Among the three classes of company assets: tangible, intangible and financial, the
correlation with past and future earnings is highest for the intangible assets. The understanding
of the source of value in the intangible asset value streams and measuring the earnings coming
off the intangible assets build a new frontier in shareholder value management. “The payment
of a large premium for an acquisition over the target company’s market price, which includes
in it an embedded expectation about future growth, that premium is going to have to be re-
covered largely on the basis of how effectively the combined intangible resources of the new
company are managed” [Sikora 2001]. Factoring this economic calculus into due diligence,
pricing deals and building it into integration planning represent another pathway toward im-
proving shareholder value in mergers and acquisitions.

Expected
revenue from
knowledge
Companies (intangible
Assets assets)
-Knowledge components for
future value creation
Liquidating -New strategic orientation
value/accounting .Operational advantages/
value of capital synergies
assets
| |

Figure2: Factors of companies valuation [Petersen/Zesch 2001]

Acquiring attractive knowledge-based resources are categorized by Grant [1996] and ranged
according to their importance by Ranft and Lord [2000]. In 35% of the analyzed acquisitions,
specific product-related technology is identified as most important knowledge-based resource
of the acquired firm. Product innovation and engineering capabilities account for 32% of the
acquisitions. Market or customer knowledge and sales relationships are identified as most im-
portant in 18% of the acquisitions. Finally, managerial capabilities are identified as most impor-
tant in only 2% of the acquisitions.
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Figure 3: Knowledge-based resources attractive for acquiring company [Ranft/Lord 2000]

Another interesting aspect is the social embeddedness of knowledge-based resources within
the acquired organizations. Leonard’s [1992] and King's [1996] research allow identifying
“places” within the firm that hold knowledge critical to sustain the acquired resource. The sur-
vey executed by Ranft and Lord [2000] identify that 40% of the key acquired knowledge reside
in the technical skills of the employees. Another 16.5% are identified as residing in employees’
social and professional relationships. Organizational mission and values are identified as the
location of 16% of the critical acquired knowledge. Managerial systems account for 8% of the
acquired knowledge, while physical systems account for 18%.

"Places" within the firm holding critical knowledge

Physical systems 18%

Technical skills o
the employees

40%

Manageri
systems

8%

organisational
mission and values

16%

employees’ social
and professional
relationships

16%

Figure 4: "Places" within the firm holding critical knowledge [Ranft/Lord 2000]

These values are consistent with the knowledge literature, in that the majority (82%) of the
acquired knowledge are cited as residing either in particular individuals or in the social com-
plexity of the relationships, teams and culture of the acquired firm [Winter 1987; Badaracco
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1991; Kogut/Zander 1992; Leonard-Barton 1995]. The transfer of such crucial knowledge is a
critical success factor for a successful merger or an acquisition.

While the transfer of knowledge between departments or between sister units in the same
company is far from trivial, it is obvious that the problems associated with transfer will in-
crease with business and cultural differences in the case of interaction between different com-
panies [Buono/Bowditch 1989, Birkinshaw et al. 2000].

2 BARRIERS AND ENABLERS IN INTEGRATION AFTER M&A

The obstruction of the free dissemination of knowledge within a company is usually described
with the word ,barrier* [Leonard/Sensiper 1998]. These can be e.g. ignoring informal commu-
nication, having an incentive structure geared towards hoarding knowledge, no mentoring and
assisting culture as well as great physical and time based distance. Enablers or ,,enabling con-
ditions* demonstrate the positive counterpart to the barriers, without possessing a significant
gualitative difference. One can talk of enablers in the context of explicitly facilitating knowl-
edge flow and knowledge creation. This can improve the process of post merger integration
within as well as between companies.

Barriers and enablers can be seen in this context as two sides of the same coin. The barriers
describe all those circumstances which hinder knowledge transfer and creation within and
between organizations. This is not only stopping the flow of knowledge but also destroying
the ground for further activities in this field. Regarding their nature, barriers can be in a form
of organizational attributes, such as too rigid hierarchical structures or purely physical ones, as
separated rooms between which no communication is possible. Doing away with the barriers
does not mean that the knowledge flow will improve, but it is a necessary precondition for
this to happen. In this case the enablers become relevant in order to sustain the knowledge
flow.

The business practices determinate most important barriers in the process of knowledge trans-
fer after M&A. The business and managerial practices, cultural differences, and poor systems of
benefits substantially influence knowledge localization and may cause unwillingness to docu-
ment the knowledge (Figure 5) [Petersen/Zesch 2001]. Critical factors for customer decisions
and experience of new methods implementation are examples of knowledge that often remain
undocumented. Besides the mentioned barriers, Probst and Knaese [1999] referred to the
knowledge risks as failure factors for knowledge integration during mergers and acquisitions.
The knowledge risks feature the uncertainty of the acquired knowledge assets, the mistrust of
employees towards the merger or acquisition, problems of scope caused by the same employ-
ees abilities, and the power’s conflict among the employees.
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Figure 5: Knowledge exchange barriers in a firm [Petersen/Zesch 2001]

Miles et al. [1998] distinguish strategic and operational barriers. The concept of strategic barri-
ers incorporates the fact that knowledge cannot be measured and managed like other factors,
whereby it is the explicit aim of every strategy finding process to come to decisions based on
visible values and objective arguments. Operational barriers can be on the contrary identified
as those being on the processual layer. As much value is still placed in hierarchies, the road to
more task specific knowledge is often blocked.

3 FACILITATING CONDITIONS OF KNOWLEDGE TRANSFER IN
M&A

Alongside with facilitating conditions enabling knowledge integration in M&A process, it seems
to be important to describe the significance of creation of the right atmosphere in the process
of integration.

Haspeslagh and Jemison [von Krogh et al. 1994] found that the difficulty and the challenge of
the integration process is not the result of the transfer of strategic capabilities: the challenge is
to create the appropriate atmosphere for capability transfer that can support the transfer. Creat-
ing such an atmosphere is especially difficult, “as problems in the integration process itself
naturally tend to subvert creation” [von Krogh et al. 1994 p. 450].

10
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Figure 6: The acquisition integration process [von Krogh et al. 1994]

This research suggests that the atmosphere for M&A consists of five elements:

1. A reciprocal understanding of firms organisation and culture.

2. The willingness of employees in each firm both to transfer and to receive the strategic ca-
pability necessary for value creation.

3. The capacity to transfer and receive the capabilities.

4. Discretionary resources to help foster the atmosphere.

5. A cause-effect understanding of the benefits expected from the acquisition.

The nature of the knowledge (tacit vs. explicit), the time since acquisition, and the size of the
acquired unit are considered as factors which are likely to influence knowledge transfer. The
prepositions developed in research articles have primary focus on the facilitating conditions of
interaction between acquirer and acquired units, and the impact that they have on knowledge
transfer [Birkinshaw et al. 2000; Bresman et al. 1999].

The more frequent the communication between individuals in the acquirer and acquired units,
the greater the knowledge transfer. Communication will occur through two distinct but over-
lapping processes. First, the post-acquisition integration process, as a whole, relies on exten-
sive and intensive communication to be effective [Bastien 1987; Buono/Bowditch 1989; Hasp-
eslagh/Jemison 1991]. It is argued that effective communication alleviates anxiety caused by
misinformation, facilitates interaction between individuals in the acquirer and acquiring com-
panies, and ensures that the decision making process during integration is explicit and trans-
parent. Employees trust sooner in news about change, when they hear directly from their im-
mediate superiors, whereby honest communication also cuts back on rumors and reduces em-
ployee anxieties [Jaeger 2001]. All these factors, in turn, are likely to lead to the creation of a
supportive environment or "social community” in which the transfer of knowledge between
parties is facilitated [Kogut/Zander 1992]. Second, there is also a direct process at work, in that
specific knowledge transfer episodes -particularly those involving tacit knowledge- are very
communication-intensive, often involving several months of heavy interaction between trans-
mitting and receiving parties [Szulanski 1997]. Evidence on international innovation projects
Ghoshal [1986], for example, suggests that the ongoing level of communication between
merged units is likely to be associated with a high level of reciprocal knowledge transfer. In a
similar argument, Cohen and Levinthal [1990] use the term "absorptive capacity" to describe the

11
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capacity to utilize new knowledge. They found communication to be an important pre-
requisite for the development of this capacity.

While communication between individuals is important to post-acquisition knowledge integra-
tion, there is also a variety of more protracted modes of interaction that can be used to en-
hance the quality of the relationship between acquired and acquirer. These include technical
meetings, extended visits and joint training programs. In general, it would be expected that the
more such interactions are encouraged, the more effective the knowledge integration process
[e.g. De Meyer 1991; Haspeslagh/Jemison 1991]. While the primary motivation for these visits
and meetings is task-related, they typically have social components and as such they also rep-
resent a tool for enhancing normative integration within the corporation [Ouchi 1980]. ICT-
tools, like yellow pages or collaboration tools, enable the employees in the new organization
to find the relevant information and people [Swissler 2001]

As indicated earlier, the nature of the underlying knowledge will have an important impact on
the knowledge transfer process. If the relevant knowledge is tacit, and thus not readily com-
municated in written or symbolic form, it follows that its transfer across the acquirer-acquired
boundary will be far from trivial [Singh/Zollo 1998]. Such transfers can be facilitated by intense
interaction between the two parties, and by the gradual creation of a single organization with
a single social community, but it can be expected that tacit knowledge will not be readily
transferred [von Hippel 1994]. In contrast, articulated knowledge such as that found in patents
and blueprints is likely to be quite straightforward to transfer between acquirer and acquired
units, because it does not rely on a strong social bond between the parties.

Time is another critical factor. Although in the first phase of M&A integration the time factor
plays a negative role — all actions have to be extremely good prepared and executed in a short
time period, in order to avoid the loss of key employees and knowledge, the argument here is
that the time elapsed after the acquisition will slowly facilitate knowledge transfer. Any ill feel-
ings or stressful conditions at the time of the acquisition will gradually recede; uncooperative
or disillusioned individuals will gradually leave; and new people will be recruited who do not
see the former boundary between the previously separate entities [Buono/Bowditch, 1989;
Haspeslagh/Jemison 1991]. The knowledge transfer process can be actively encouraged by
management, but at the same time there will be an underlying drift over time towards greater
integration and hence towards greater reciprocal knowledge transfer. But M&A creates uncer-
tainty throughout the organization, and the longer the uncertainty exists the higher the risk of
losing employees and customers [Probst/Knaese 1999; Jaeger 2001].

It is important to explicitly consider the effect of the firm size on the knowledge transfer proc-
ess. The expectation here is that larger operations will undertake a greater volume of knowl-
edge transfer than smaller operations simply by virtue of the number of individuals that could
potentially be involved in such a process.

12
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Communication, visits and meetings could be considered as facilitators of knowledge transfer
in acquisitions. These facilitators are significant predictors of knowledge transfer in general and
tacit knowledge transfer (e.g. technological know-how) in particular. Transfer of explicit
knowledge (e.g. patents) starts on the early stages of acquisition and depends on the size of
the acquired unit. An important implication is the observation that two rather different forms of
knowledge transfer (tacit and explicit) can be discerned, and that their facilitators are not the
same.

Knowledge transfer increases over time, the quantity, quality and type of transfer are changed
as well. In the early stages, knowledge transfer is mostly one-way from the acquiring to the
acquired unit, and typically imposed. In the later stages, knowledge transfer is in both direc-
tions and reciprocal transfer is more frequent. There is a hypothesis that the knowledge trans-
ferred later in the process is more sophisticated. This change over time in the pattern of
knowledge transfer is an important characteristic that distinguishes acquisitions from other
modes of knowledge transfer [Birkinshaw 2000].

The knowledge transfer process in acquisitions is distinctly different from the process under
other modes of governance, because of the rapidly-evolving relationship between the two
parties. In the early stages, knowledge transfer is undertaken in a relatively hierarchical man-
ner, but this then gives way to a more reciprocal process. And over time the type of knowl-
edge being transferred shifts in emphasis from relatively articulate (e.g. patents) to more tacit.
The acquisition context gives us a story that is not seen under other modes of governance. The
only comparable situation would appear to be in strategic alliances, in which the approach to
knowledge sharing changes as the alliance evolves [e.g. Arino/Torre 1998; Doz 1996].

4 KNOWLEDGE NETWORK — ORGANIZATIONAL FORM THAT
CROSSES BOUNDARIES

The mentioned boundaries are in this case not only those between two or more organizations
that have merged, but also the ones within a single organization.

The underlying assumption of this competence center is that network as an organizational
form between the market and the hierarchy can be a coordinating mechanism, which can pro-
vide some answers on the above-mentioned issues. Through networks, on the one hand a
certain flexibility can be sustained, which is not provided for when coordinating through a
hierarchy of a single organization, on the other hand the network perspective is more long
term oriented that a market transaction, thus providing the potential to produce sustainable
competitive advantage. Network governance — coordination characterized by informal social
systems rather than by bureaucratic structures within firms and formal contractual relationship
between them - is increasingly used to coordinate complex situations in uncertain and com-
petitive environments.

13
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Network seems to be a valuable instrument to overcome cultural barriers. One of the main
fields of research, which has contributed to the discussion of network forms of organization, is
the one dealing with strategic alliances and especially the literature concerning strategic net-
works. Authors like Gulati, Nohria and Zaheer [2000], Kale, Singh, and Perlmutter [2000], Ahuja
[2000] and Dyer and Nobeoka [2000] have defined that strategic networks are in many cases an
ideal form of co-ordination, in order to transfer knowledge between two or more companies,
and in order to overcome diverse barriers.

5 SUMMARY

Despite the steadily increase of the number of mergers and acquisitions and a solid research
experience in the field of M&A integration, the integration process too often remains ineffec-
tive. The latest tendencies shifted the objectives of M&A towards the acquisition of knowledge
assets, that alongside with other factors is strongly caused by the increase of competition and
cost advantages of acquiring already existing knowledge of other firms. In the later case, post-
M&A phase process and knowledge transfer are combined in one mgjor task, because the
transfer of the knowledge is the main purpose of the M&A.

The analysis of knowledge transfer under different modes of governance shows that knowl-
edge is an asset that is difficult to manage. The research on M&A shows that the atmosphere
of the M&A process becomes increasingly important and influences the success of the process.
The difficulty and the challenge of the integration process is not the result of the transfer of
the strategic capabilities: the challenge is to create the appropriate atmosphere that can sup-
port the transfer. This is valid for M&A process as a whole, but is especially important for the
process of knowledge transfer.

The appropriate atmosphere of knowledge transfer helps to eliminate the barriers and turns
them into enabling factors. It stimulates the facilitating conditions: ensures the communication
and other forms of interaction between individuals, provides appropriate conditions for trans-
fer of both explicit and tacit knowledge, decreases possible problems connected with size of
the firms, etc.

The maintenance of the atmosphere and coordination of overall M&A and the knowledge
transfer process in particular has to be executed by the informal social system rather than by
bureaucratic structures within firms and formal contractual relationships between them. The
concept of Knowledge Networks is the organizational structure that wholly answers these cri-
teria and may coordinate complex situations in uncertain and competitive environments.

M&A is a unique mode of governance, because the relationships between two parties change
with the time from relatively hierarchical type to reciprocal process. In the field research fol-
lowing this volume of perspectives, we will investigate the effectiveness of Knowledge Net-
works in uniting the stages of M&A processes and in the creation and maintenance of an ap-

14
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propriate atmosphere for knowledge transfer in the process of constant changes inside the
company.

The guestion how companies can overcome certain barriers with Knowledge Networks is an-
other aspect we plan to investigate.

6 CASES

In the following section we outline some business cases focused on the topic of mergers and
acquisitions. The aim was to select relevant cases from different industries and therefore cover
different integration strategies after the acquisition. We set up priorities on the retention of key
employees in acquired firms, as the employees form the individual and collective knowledge
base of a company. The loss of key employees, not only from the top management, creates a
problem for the acquirer and cause lost of acquisition value.

6.1 CISCO SYSTEMS, Inc.

First, we illuminate Cisco’s general acquisition strategy and then look at the integration ability.
The industry Cisco is working in requires to posses an integration ability, because in this in-
dustry, new technologies emerge very fast and the whole business depends on the ideas and
products in engineers’ minds.

Cisco was founded by Leonard Bosack and Sandy Lerner, a husband-and-wife team of com-
puter scientists at Stanford University in 1984 and brought public in 1990. Cisco Systems, Inc.
now dominates the data networking market. The way to this domination was given by an ac-
quisition strategy and Cisco mission, created in 1993: To dominate the data networking market,
much as IBM did with mainframes and as Intel and Microsoft have done with personal com-
puters [Cisco 2001].

Until 1993, the company’s fortunes were tied almost exclusively to hardware devices called
routers, which forward packets of data from one computer to another. But in the year 1993,
Cisco’s management team realized that the market was changing rapidly, and this change put
more demands on Cisco to provide a complex variety of networking solutions. Such a rapid
change could not be achieved by organic growth, as the usual product life cycles were some-
times under 18 months, and the product development lasted longer, therefore Cisco was not
able to build up the required product’'s knowledge base. In order to fulfill this ambitious goal,
Cisco went on a major buying spree in order to gain the desired knowledge base from other
companies’ employees [Rifkin 1997]. So Cisco Systems has acquired more than 70 companies
during its tenure [Cisco 2001].

General Strategy
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Cisco’s integration success may lie in its target companies and their selection. Cisco’s CEO
John Chambers stated: “I think the most important decision in our acquisition is our selection
process. If you select right, with the criteria we set, our probabilities of success [of the reten-
tion of key employees] are extremely high.” [Rifkin. 1997]. The profile for a target acquisition is
bounded by a clear set of guidelines: a company must be fast-growing, focused, entrepreneu-
rial, cultural similar to Cisco and geographically desirable.

The cultural similarity is a very important point, as Cisco shies away from staid, old-line, slow
movers and from turnaround candidates with hidden agendas. Practically all acquired compa-
nies had between 70 and 100 employees. The model, in fact, is to look for early-stage Ciscos,
known inside the company as “Cisco Kids”.

As mentioned earlier, one reason for success is the proximity. Until now, the geographical
extent is limited to three geographical areas: the Silicon Valley, near its San Jose headquarters,
the Research Triangle in North Carolina and the Route 128 corridor outside Boston. Chambers
usually avoids acquiring companies that are not in these areas, he does not want the hassle of
uprooting employees and their families.

Cisco shies away from complicated deals. Cisco’s model does not deal well with complexity
[Rifkin 1997]. Indeed, for that reason, Cisco has backed away from about as many deals as it
has consummated. Hostile takeovers are not considered. If a CEO says he is not interested,
Cisco backs off.

Integration

It seems that Cisco has found a formula for friendly and accelerated integration that has al-
lowed Cisco to gobble up small, fast-growing companies, meld the work forces and product
lines and sprint forward seemingly without missing a beat. Cisco became a prototype for the
networked corporation: a decentralized set of business units that leverage the companies mar-
keting, sales manufacturing and distributions sales.

The integration formula depends on the retention of relevant people, and on the knowledge
about the motivation of the employees. Cisco focuses on the people and how to incorporate
them into its company, and then they focus on how to drive the business [Rifkin 1997].

John Chambers stated: “[...], we are in the business of acquiring people. [...] So when we ac-
guire something, we are not acquiring distribution capabilities or manufacturers expertise. We
— Cisco — are very good at that. We are acquiring technology. In this business, if you are ac-
quiring technology, you are acquiring people” [Rifkin 1997, p. 6]. In certain cases Cisco “paid”
$ 500000 to $ 2 million for each employee they acquired. Therefore, Cisco can not dare to lose
this people and insists on the retention of the management and the employees. Cisco is work-
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ing hard on the retention of the CEO of the acquired company for at least six months after the
deal is closed.

The successful retention is placed in the knowledge about management and employees moti-
vation to stay in the company. Cisco’s management asks the acquired management before the
acquisition, what they want to do and gives them the necessary possibilities for self-realization.
Cisco tries to understand what is important to them, what motivates them. And finally em-
power them. So for example, Andreas Bechtolsheim, one of the co-founders of Sun Microsys-
tems and now a Cisco manager, left the huge company to start Granite Systems in 1995. He
sold Granite to Cisco a year later for $200 million. So Chambers asked Bechtolsheim before the
acquisition: “What is important to you? What do you want to do in your life? Bechtolsheim
answer was: “lI want to take care of my employees here, make sure they are successful, and
my customers. But | like to build products that sell billions of dollars [Rifkin 1997, p.7].” The
obtained knowledge and information during the due-diligence phase about the employees’
and management’s motivation is not forgotten after the deal is closed. During the integration
Cisco fulfil the earlier promised conditions.

Cisco’s culture is also very crucial in the company’s integration, as it features a high acceptance
of different cultures. First, Cisco is not the bigot technology-believing company, i.e. its man-
agement and employees are open for new ideas and technologies, and they do not believe
that Cisco’s technology is the only one fostering the Internet connections. Therefore, the ac-
guired company has the feeling to be considered as an equal partner. Second, although Cisco
has one of the biggest market capitalizations and employs almost 10°000 people, the working
atmosphere reminds of a startup atmosphere. Bechtolsheim expected that working for Cisco
would be like working for Sun. “I can report that it is absolutely not the case. Most people at
Cisco came from start-ups, so the place has a small-company mentality” [Schlender 1997, p.3].
In terms of its highly decentralized organization and more than half its employees hired within
the last seven years, Cisco developed a culture that is extremely accepting and welcoming to
acquired employees. Cisco does not make a difference between insider versus outsider and
the management also encourages new arrivals to become part of the integration team for sub-
sequent acquisitions, because these employees have “fresh understanding of the trauma of
joining a large company in a takeover” [Rifkin 1997, p.3].

Another approach is convincing these entrepreneurs that they can make a bigger success with
Cisco than alone. Cisco’s marketing, sales and distribution leverages the acquired companies’
products and spreads out their products in a wider market. So this synergy helps retaining the
management of the acquired companies. But also the individual financial incentives played an
important role in the integration. The management and valuable employees received stock
options. Before a deal was closed Cisco’s HR people went into the company to develop a
transition plan and to tailor the specifics to the people’s needs, employees would waive their
rights on existing stock options in exchange for Cisco’s options and a retention bonus at the
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end of two years. As in the nineties the shares multiplied in their value, Cisco made some mil-
lionaires among its employees [Rifkin 1997; Thurm 2000].

Cisco aimed at reducing the uncertainty among the employees. So the acquired employees can
focus on their jobs, and the acquired companies do not lose their momentum. This required
speed in the integration process - the acquired companies should not be left too independent
for too long. Therefore Giancarlo, vice president for business development at Cisco, insists on
having leaders from the various business units involved along the way because an acquired
company must be embraced by an internal group with a show of ownership or sponsorship
[Rifkin 1997].

Cisco communicates clearly the objective of the acquisition, the acquiring company has to tell
the employees of the acquired companies up to front what the acquirer is going to do, be-
cause trust is everything in this business, e.g. during the Cerent acquisition, Cisco’s assimilation
responsible Gigoux and her assistants handed each Cerent employee a folder with basic in-
formation about Cisco, plus the phone numbers and e-mail addresses of seven Cisco execu-
tives and an eight-page chart comparing vacation, medical and retirement benefits at Cerent
and Cisco. The management immediately lets the new employees know what their roles and
titles will be [Rifkin 1997; Thurm 2000].

Usually, Cisco keeps the engineering department independent, but it combines marketing,
manufacturing, and information systems. Cisco empowers very talented people and then holds
them accountable for the results. Cisco is also very flexible with acquired employees to meet
their needs, e.g. after the Cerent acquisition, Cisco even allowed employees to keep promised
sabbaticals [Thurm 2000].

Once an acquisition is negotiated, Cisco’s integration team jumps in quickly. The integration
team includes a senior manager, from the acquired company, as an integration team leader.
Cisco’s experience revealed that it is very important to have someone people know and trust
being responsible for the integration. The integration team builds on the “buddy system”, i.e. a
couple of people of Cisco and the acquired company are swapped so they can be asked how
things in the organization work.

During the integration there are the following mandatory steps:

Merging the information systems.

Cisco’s information technology department sets in motion an aggressive integration of the new
company’s technology. A six-person IT team (in 1997) is dedicated to the task and follows a
strict methodology. Without much debate the group integrates all systems, including toll-free
support numbers, electronic mail, sales automation, Web sites and product order systems. The
idea is to present the acquired company to its customers as a part of Cisco as soon as possible,
usually within 100 days.
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Aligning current processes.

This stands for the evaluation of suppliers aiming at making sure that it represents not more
than 20% of the suppliers business, so the fluctuations in Cisco’s demand did not threaten the
supply. Cisco also considers the good financial standing, the lead time, quality level and cus-
tomer support.

Implementation of ongoing methodologies.

This consists of the defect reduction (a statistical control mechanism to track yield and failure
data), Cisco’s forecasting methodology (an upside and downside forecast that is linked to the
“Manufacturing Resource Planning” system), and Cisco’s NPl methodology (new product intro-
duction, a standardized process with certain phases and checkpoints).

Cisco’s success factors can be defined as:
Cisco creates an appropriate atmosphere for the acquired employees and their knowledge
sharing through:
Clear guidelines for the selection process
Preparation and selection process: small companies with cultural similarity and prox-
imity
Cisco’s culture is open for new ideas and people
Retention of employees through knowing their needs and using incentives, Cisco asks
management and the employees what they want, no creation of assumption
Clear communication of te acquisition’s objectives, therefore reduction of anxiety
among the employees
Speed in the “technical” integration (IT-systems, brand-names, etc.)
An efficient integration team consisted of acquiring and acquired employees (“buddy
system”)

6.2 NOVARTIS

At the time their deal was struck, Sandoz and Ciba-Geigy were both healthy companies with
some market-leading products. Sandoz was smaller, but growing faster than Ciba-Geigy. Both
had promising new drugs in their pipeline that could provide near-term sales growth, and both
had strong balance sheets [Novartis 2001].

In 1996, Ciba-Geigy Ltd. and Sandoz Ltd., two major health care companies, merged into one
of the world’s largest life sciences companies. The top executives seized upon the merger as
an opportunity to create an entirely new entity, which they called Novartis. The name change
was emblematic of management’s desire to create a company that was not only bigger but also
different, and therefore bridgeover the different cultures, despite the geographical proximity,
both headquarters were in Basel, Switzerland, and only separated by the Rhine. Both compa-
nies have a long tradition, Ciba was founded in 1859 and Sandoz in the year 1886. During
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their history they were always competitors and they established different cultures and man-
agement structures.

The biggest difference could be seen in research. Sandoz had a distributed model, with each
division responsible for turning science into products, while Ciba-Geigy maintained a central
organization, almost like an academic institution, with a charter to do pure research that the
divisions could then commercialize. The research within Sandoz was tightly controlled, Ciba
research department in contrast had the freedom, but it was not focued on products [Fisher
1998].

In the pharmaceutical industry, creating value means translating breakthrough science into
novel new drugs. So pharmaceutical companies live or die by their research and development,
therefore these two sectors received the highest attention in Novartis’s re-engineering. To cre-
ate an environment that can foster such innovation, while at the same time implementing the
integration of two huge companies, is a challenge. The new company used the merger to
company-wide review and, where appropriate, the re-engineering of all processes, from re-
search and development to marketing and sales.

Dr. Vasella, CEO and chairman of Novartis, stated: “Such a change requires a willingness to
give up the past; it implies pain. When you are going through such a merger, people must, a)
drive the business, and, b) integrate. [...] So you need to provide encouragement to keep the
course” [Fisher 1998, p. 2]. To support the change process, Novartis revised its compensation
system, from the seniority-based process of regular increases to a result-based package, with
special incentives for specific goals. For Dr. Vasella it was clear that the employees have to see
wins; they have to see there is something in it for them. In addition to altering compensation,
Novartis encouraged bottom-up ambition by delegating the re-engineering process to division
and work-group level managers throughout the company. In case of success they were re-
warded [Fisher 1998].

Wayne P. Yetter, who came to Novartis after the merger as chief executive of Novartis Phar-
maceutical Corporation in the United States, had the following experience: “When | came on
board in January, the executive committee still identified very much with Ciba or Sandoz, and
there was a lot ‘we did it this way at Ciba,” or we did it that way at Sandoz.” Six months later,
we were really one team” [Fisher 1998, p. 4]. Facilitating and fastening the integration of Ciba
and Sandoz was a common project, namely the introduction of two new drugs: Divon, for
high blood pressure and Femara, for advanced breast cancer. The common goal fostered the
integration.

Internally, executives credit the success of the integration so far to the speed and decisiveness
with which it was executed. The rapid decisions in the management structure shorten the pe-
riod of uncertainty and insecurity. Communication from the top was also important. Novartis’
CEO communicated always clearly the objectives of the merger [Fisher 1998].
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Each sector (Healthcare, Nutrition, etc. Figure 7) received an integration team, and each sec-
tor's integration team was charged with the responsibility of integrating the businesses from
Sandoz and Ciba-Geigy worldwide.
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Group Steering Committee

Integration Office

Corporate Functions Healthcare Nutrition
Central Services Agribusiness Special Chemicals
Spinoff

Crop Protection
Sector

Figure 7: Novartis's sectors and integration team [www.cogos.com 2001]

One of those integration teams was responsible for the Crop Protection Sector. This group
included employees from both Sandoz and Ciba-Geigy who needed to move rapidly to outline
plans for the integration. The team was led by de Rougemont, who was responsible for driving
the integration of the two businesses and reporting back to corporate management on its pro-
gress. De Rougemont’s assistant was responsible for the team coordination and for the smooth
flow of information among team members. The team was dispersed worldwide and consisted
of the team leaders for sub-teams representing global functions of R&D, IT and Supply Chain.

The activity coordination among the members was a complex task. One of the most crucial
problems was the sharing of documents and the communication, because the volume of the
documents exceeded the extent of the e-mail system. Therefore, the team was looking for a
more efficient tool to communicate. Through their search, they found a team-based knowledge
management tool, Andromeda 2000, a web-based software. The new tool required education
and training, because it was new for all members, therefore the integration team had a com-
mon task, using the new tool. Education was a key component for introducing knowledge
management methods to the merger integration team. The team leader’s role was critical in
terms of the communication system becomes an effective tool for the team and in terms of
motivating the team using the new tool. De Rougemont’s assistant was a team facilitator, he
regularly monitored how the team used a common space and coached team members who
were contributing to ongoing discussions.

Prior to the meeting with the full team, the team leader and the assistant defined their roles,
learned how to use the tool, and developed plans for addressing how the communication sys-
tem could be tailored to the team. After the team leader and facilitator planning sessions, a
team technology workshop was held to provide training for team members, to mold the team
and to fit the needs of the team. The workshop was an important process in creating a shared
understanding among the team members in how they intended to use the technology and to
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define, as a group, the language of their new working environment. During this workshop the
team members developed a common vision of their mission, goals and objectives, defined
their operating values and communication norms.

An obstacle was the activation of participation and use of the new tool. Here de Rougemont’s
leadership played an important role, as he successfully molded the behavior that he expected
from others by sharing information in the electronic space which inspired other team members
to join the discussions.

During the merger integration process, the team used the tool as a storehouse for team docu-
ments, as an online discussion forum and as a way to keep team goals and strategies in front
of team members all the time. The merger integration team was able to make decisions faster
and with more participation from a variety of team members. Especially the central documents’
repository and the electronic discussion were an important benefit. First, because they could
access the repository at any time and place. Second, because the discussions were running in
dialogs about team’s issues, and therefore the team was kept on focusing on the decisions.

Novartis success factors can be defined as:

For the whole company:
Because of the differences between the companies, a totally new company was created,
therefore neither had the feeling to be the “loser”
The merger was used to re-engineer the process and structures, where it was necessary,
else they adopted the best practices
Clear communication from the executives about the merger’s objectives and the future of
the company, therefore reduction of anxieties among the employees

For the business units:
A common task to be solved on the level of business units enabled knowledge sharing
For geographically dispersed employees a network structure was successful
The use of ICT-tools for the virtual cooperation, the users’ acceptance was achieved by the
good introduction, the members could share and store their explicit knowledge with other
members.
Strong leadership

6.3 IBM ANDLOTUS

In the year 1995, Big Blue swallowed a “small” software company, named Lotus, for $ 3,5 bil-
lion. In those days, the largest acquisition in the software industry. The acquisition has to be
considered as hostile, since Jim Manzi, former CEO of Lotus, was against the acquisition and
had tried to find a white knight repulsing the acquisition. But the acquisition of Lotus was very
important for IBM, since the acquisition should turn IBM’s old structure in order to become a
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software driven company loosing the “mainframe image” and fostering the competition with
Microsoft. The main objective of the acquisition was the communication software Lotus Notes.
IBM had to realize this acquisition under difficult circumstances and it accepted the possibility
of loosing Lotus’s employees and paying $64 per share.

IBM could retain two Lotus executives, Mr. Zisman and Mr. Papows and persuaded them to be
the new confidants and leaders of Lotus. IBM managers knew that the right decision was to
have Lotus executives run the post-acquisition integration, there the IBM representatives would
only frighten and hinder building trust among the employees. They were not the “yes’-men, as
some industry watchers suggested, but they were the right leaders for a difficult merger situa-
tion: smart, assertive consensus builders who could sublimate their own need for the spotlight
to make the marriage work. They could ensured Lotus’s autonomy. Though at least 10 top
managers took their lucrative payouts and left, the Big Blue’s executives expected some depar-
tures as inevitable and never panicked [Rifkin 1998].

Like in every acquisition of a software company, the main assets are the people and their intel-
lectual capital. After doing the due diligence, Mr. Gerstner, IBM’s CEO and chairman, compiled
a list of the people at Lotus who were indispensable. A week after the initial offer for Lotus
and within a day of the decision by Mr. Manzi to accept the deal, Gerstner and Thompson
flew to Boston to meet Lotus employees and then the press. They wanted to communicate as
soon as possible the further proceeding of the acquisition.

IBM never did the step in “assimilating” Lotus, instead it insured Lotus autonomy, Lotus be-
came a wholly owned subsidiary and remained a visible, viable brand. The employees contin-
ued to receive Lotus paychecks and benefits and IBM did not or would not impose its corpo-
rate regulations or culture. Instead of feared layoffs, the employment steadily rose, first, IBM
consolidated its own software manufacturing into Lotus, noting that Lotus offered better effi-
ciencies than IBM, and second, the good economic situation enabled the numbers of employ-
ees to be raised.

IBM was conscious about not obtruding IBM’s views and thoughts. So Thomson, former IBM’s
senior vice president for software, stated: “The key to making an acquisition work is to go at it
in a balanced fashion, to be prepared to accept what is good about the acquired organization
and what is bad about your own and vice versa. You have to be agnostic about what is good
and bad and pick the best from both worlds.” [Rifkin 1998, p.4]

By contrast, the IBM executives were glad about Lotus’s innovative culture. So they kept all
Lotus systems, such as benefits, compensation plans, stock options. IBM insured that Lotus’s
culture would be protected, Thompson assigned a person in his office to be the full-time gate-
keeper of all communications between the two companies for the first year, and he avoided
having a huge bulk of IBMers invading Lotus. It should be mentioned that the culture differ-
ences between Lotus and IBM were not that big as they might have appeared, e.g. IBM had no
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more the “straight-arrow image along with its infamous dress code of blue suits, white shirts
and black wingtip shoes” [Rifkin 1998, p.6].

In order to build trust, IBM opened even its research and developments doors for Lotus engi-
neers and answered every question. IBM’s openness caused an impressive technology transfer.

IBM’s anticipation was not selfish. Lotus’ acquisition caused an image change, i.e. IBM’s image
changing from and old mainframe dinosaur to a “cooler place to be associated with” Mr. Pa-
pows said [Rifkin 1998, p.7].

The success factors can be defined as:
Peaceful coexistence, when differences are not to overcome
Acceptance of the cultural differences and learning from each other
Sign of continuity with the brand “Lotus”
Leadership from the same company, no intrusion and a sign of continuity
Candid communication about employees’ future
Mutual transfer of knowledge, therefore building trust among the acquired company’s
employees
Identification and retention of the key people, therefore no loss of knowledge
Establishment of a gatekeeper between IBM and Lotus in according to sustain a flow of
information between the companies

6.4 BP AMOCO

“As BP has continued to grow through acquisition, effective knowledge management has be-
come even more crucial to the successful capture of the expertise and experience within an
increasingly diverse organization” [Browne 2000].

In August 1998, Amoco and BP announced that they had agreed to unite their global opera-
tions through a merger. The joining of the two companies represented the world's ever-largest
industrial merger.

BP has seen knowledge management as an important issue, and therefore created and enabled
e.g. communities of practice, lateral networks, collaborative working, virtual team working.
During the BP and Amoco merger, BP used knowledge management as an integration facilita-
tor [Hackett 2000] [Robertson/Parcell 2000].

BP learned from its experience with joint ventures and other mergers, how to connect compa-
nies gether. They interviewed the responsible people of the former joint ventures and
merger initiatives, and brought together the lessons learned. This led to the creation of a
knowledge asset for the BP Group on the company’s Intranet. The information base is man-
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aged by the M&A team, allows centralised access to a globally distributed knowledge base and
permits continuous refinement and replication of evolving best practices. The knowledge base
is comprehensive and covers all aspects of integration in a format appropriate for different
audiences. These lessons learned from the past were applied for the Amoco merger. For BP,
the added value offered by web technology is in the field of employee communication during
the integration. A dedicated website allows common and open information to staff from both
companies. During the period of high uncertainty, the intranet becomes a direct conduit be-
tween executives, integration team and the staff across the world. One of the more valuable
aspect of the website is the Q&A facility, which reflects the progress of employee thinking and
behaviour as integration progresses, providing valuable insights into the issues to be addressed
[Hackett 2000].

Communicating the change has been an important issue during the integration process. In this
case, BP Amoco could revert to its electronic discussion forum, and to its skill database,
named Connect, an intranet-based template, that enables the staff to easily create a home
page. The aim of Connect is to generate short telephone calls with the desired people, to sup-
port knowledge sharing during the meetings, and to generate a collaborative environment
among the employees. The publication of the employees’ knowledge base prevented the
merged company’s members from the reinvention of the wheel, and enabled a communica-
tion, in so far as the employees had the access to the skill database [Collison 1999].

During the merger, the duplication of information and knowledge is caused by the change
process, and, in the first months, by the lack of appropriate information about the knowledge
base of the other company. Avoiding the duplication of information, BP Amoco succeeded this
further challenge with the use of the employee networks and communities of practice, as the
repositories, and filters of the knowledge. The members have to decide on the usability of the
knowledge, and provide this knowledge respectively into the skill database [Robertson/Parcell
2000] [Deakins 2001].

In case of the BP Amoco merger, the communities of practice and networks were not divided
along the old companies lines. It was noticed that, as people made contact, they introduced
people to their own networks [Robertson/Parcell 2000]. The integration of new members into
the communities of practice or networks was complicated only by more practical problems,
e.g. it took more than six months to make the IT infrastructure wholly available to former
Amoco employees.

The knowledge manager within BP Amoco faced two challenges: merging the existing net-
works and legacy systems. It was observed that employees were very proud of what they cre-
ated, and if changies concerned their knowledge, they were very possessive. This cultural is-
sue was practically solved by the knowledge manger through the identification of the key
people, who were then brought together to learn from each other. [Robertson/Parcell 2000].
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The success factors can be defined as:
BP experience from the previous mergers and joint ventures
Use of communities of practice for knowledge sharing
Better knowledge identification due to Connect

7 CONCLUSIONS

There is no “one-size-fits all” formula or an organizational concept for the integration, which
maintains the companies’ structures and builds a common structure and culture. Still we can

recognize some common success factors.

7.1 COMPARATIVE ANALYSIS OF M&A CASES

Cisco Systems
Inc.

Novartis

IBM - Lotus

BP Amoco

Precondition

Daily business

Friendly merger

Hostile takeover

Cross-border

Cisco’s cultural

communication:;

Leadership con-

for the mergers [and friendly of equals, same |with different merger
or acquisitions |takeovers country cultures
Instruments |Implementation | Knowledge Communities of
of Cisco’s SPM | management N/A practice;
tools tool as an acqui- Connect
sition engine
Success factors | Selection proc- Peaceful coexis-
ess; Clear tence;

Learning from

openness; Common task or [tinuity; past experience;

Clear interaction (Crop | Retention of key | Virtual co-

communication; | protection sec- | people; operation

Speed; tor) Clear

Core compe- communication;

tence No intrusion

Failure factors || o« of key em- Different struc- | Different cul- | Problems with
or obstacles ployees tures, different | tures and suspi- | the technical

R&D strategies |ciousness integration

Table 1: Summary

One of the possible success factors is the selection of the right target company, e.g. with a
similar culture, with an appropriate size, and proximity.

Many researchers or practitioners stress the importance of cultural compatibility or fit as a ma-
jor determinant for the success of mergers and acquisitions. Cultural similarity is generally as-
sumed to ease integration. The cultural differences can be overcome with the appropriate at-
mosphere during the acculturation.
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Among the success factors we found that a common task or a common objective can melt
managers from different cultural background. But the organisational form of cooperation was
not mentioned explicitly.

Further success factors are the candid communication with the employees, the speed of the
integration, and the role of the leader. Candid communication can eliminate the fear among
the employees and give them a clear view about the future. The speed of the integration has
the same influence on the employees as communication, because the disturbance caused by
the integration phase can be overcome quickly and the managers and employees can concen-
trate on their daily business. Candid communication and the speed of integration depend
strongly on the role of a leader, for if the leader can not communicate and persuade the other
managers and the employees, the integration process, as a difficult phase for every employee
and manager, can take a wrong course.
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