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“83% of Mergers Fail to Achieve Announced
Expectations”

“50% of Mergers Fail to Earn the Cost of Capital”

“70% of Mergers Fail to Achieve Post Merger
Revenue Synergies”

“Companies who have multiple cycles of
integration DON'T succeed more often than
companies completing their first merger or
acquisition”

“Synergies NOT captured in the first 12 months,
usually evaporate and are overshadowed by day-to-
day business”

Digital Management Technologies Merger & Acquisition Integration Corporate Compliance

Method/Process Transformation Supply Chain Management Acquisition Due Diligence
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Yet,
Consultantsareinvolved in over 50% of all mergers.

There are equal numbers of failuresin companieswho
integrate themselves or use outside consultants.

When you talk to consultants, they quickly inform you that over 80% of mergers
fail to achieve the announced expectations and probably 50% or more don’t even
earn the cost of capital. Thereality isthat the true results are probably even
worse given that most companies do not, and won'’t perform a post mortem
around the value gained or lost during the integration phase of their mergers. And
if they did, they certainly wouldn’t publish the results.

If companies did study the final results from their merger as compared to their
initial announcement, they would stop pursuing transactions until the problem
was repaired. In the transactions where we do know results after full disclosure,
nearly al failed to create anywhere near the anticipated value and the true reason
IS, in every case, that the integration was treated as an afterthought and not as a
primary driver of value. Companies are good at structuring and closing the
deal...not completing it. In a@most every instance studied, senior management
placed the vast mgjority of effort on structuring, negotiating, funding, and closing
thedeal. They then threw it over the wall to be caught by the operating
executives (now responsible for managing the 2x new company, the integration,
AND ateam of outside consultants). And please remember, ALL of the statistics
highlighted on the opening page come from big consulting company studies and if
half of all mergers engage teams of consultants, why do consulting companies
continue to portray themselves as the answer to such disappointing results? The
true and direct answers to delivering the promised value to your stakeholders are
revealed on the following pages.

To be successful at capturing the value promised to your stakeholders when
paying an average 10-30% premium for another company, you must first know
and then act upon the 4 truths about merger and acquisition integration.

Most companiestreat the integration phase of a merger asa necessary evil.

Companies spend their time pulling the deal off. They simply don’t put enough
focus on the most important part, the integration. The integration is the key to
value. If you don’t get the companies integrated, you will have paid too much!

It is seldom done, but for those few companies who have embraced the practices
and approaches in this paper, a new opportunity for value creation can become a
reality. Merger Integration can be an incredible economic event in and of itself,
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and it can be an entirely new platform for deciding to do the deal in the first
place. Companies who merge under the approach laid out in this document
generate unexpected cash flow that can often cover the cost of the transaction
itself and can easily cover the integration and restructuring costs. For those who
know how to focus on the integration as a cash flow event, it will add more value
to the corporate purse than anything else. Based on the traditional intuitive
approach used in most integrations, the economic difference between the
historical results and what you can achieve using a new counterintuitive
approach, could be a whopping $11,600,000 in one-time cash flows plus
$10,000,000 in on-going cost reductions for each $25,000,000 in targeted
synergies! If you follow the steps outlined herein, the difference between the
traditional approaches you may be planning and this approach could be worth
over $21,000,000 in unplanned economic impact for every $25,000,000 in
planned synergies over the next 12 months. Think about it.

Theintegration of a merger cannot betreated as*”businessasusual”.

Therequirements for successful merger integration are counterintuitive to most
business practices and tenets.

The fact is that the best way to integrate companies is by leveraging the internal
resources of both companies and not leaving it to outsiders. In thisway you gain
the benefit of tacit knowledge, networks, culture, and operational wisdom. This
decision can be understood by most executives. The challenge is that most
executives also intuitively assign the integration to the people responsible for
running the merged business. It seems logical that the people who are going to be
responsible for future results should be responsible for making the merger work
and integrating the companies. Wrong!

Responsibility Overload will always defeat the purpose of merging companies.
To ask corporate leaders to continue to manage the organization they have been
responsible for and then double its size overnight with an unfamiliar organization,
and then add to that the responsibility of blending the organizations while
removing redundancies (no track record at al), cannot be successfully
accomplished. Lastly, asking them to use and manage a team of consultants adds
even more to their load, thus destroying the opportunity. At the end of the day
you have two companies under one name with fewer customers and less talent,
yet the operating costs remain the same.

The counterintuitive opportunity here isthat you have two fully staffed companies
with many redundancies. Why do most companies place all the responsibility on
one team and simply let the other team go? Or, worse yet, they bring in
consultants who add to the complexity and inherently slow the entire process.
Remember, consultants in essence get paid by the billable hour, and their hours
are not cheap. Therefore, consultants are incentivized to make the integration of
the organizations last as long as possible with numerous projects continuously
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emerging. Integration must be an Event with a beginning and end...and little time
in between. You can't have it both ways.

One critical success factor is to decide at deal announcement, who will be
responsible for the merged, ongoing business, and direct them to focus solely on
operational and revenue stability during the integration. Secondly, identify the
best and the brightest of executives who may not be retained after the merger
(typically from the acquired corporation) and give them the assignment to lead the
actual integration, as a full-time responsibility. Seems counterintuitive, and well,
itis. However, given the proper oversight by top management as well as proper
financial incentives for these soon to be outplaced executives, and you can create
a highly effective, positive team who WANT to get the integration done quickly
and redlize synergies. With proper incentives and post-integration severance
packages everyone wins (shareholders, customers, employees, and management).
It’s counterintuitive and difficult, but highly effective.

Most mergersdo minimal if any effective pre-closeintegration planning.

Detailed plans for the capture of synergies and stability of revenues should be
complete long before close!
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If there are any common threads among all mergersit isthat planning is the key to
quick and sustainable synergies. Virtually all mergers that do not launch
dedicated teams to complete the integration plans before close will never come
close to achieving their objectives. This is a bold statement, but it is based on
every merger we' ve been involved with or studied.

On the other hand, those mergers where detailed plans were finalized and actions
assigned to accountable parties prior to close had nearly an opposite result. They
were able to capture synergies at an incredible rate, which provided for vastly
improved cash flow, customer, and organization stability. The integration was
completed quickly and the new company was rewarded with higher valuations in
the public markets. Proper planning prior to close will help avoid Truth Number
4,

Merger Integration typically takes way too long.!

Companies, their customers, and their stakeholders cannot and will not tolerate
an integration time frame of more than 12 months, period. If you can’t
integrate in 12 months, forget it!

Many companies consistently operate in the intuitive mode of “don’t rock the
boat”, “let’s take our time with this and think things over thoroughly”, “give the

organization time to adjust”, “we’ ve got to focus on culture’, “let’s get everything
right the first time”, etc. Consultants exacerbate this problem.

The fact is that time kills synergies, erodes customer confidence, and destabilizes
the organization. The intuitive approach does just the opposite of what is
intended. It actually destroys value. Speed is the driver of value. Often a good
decision made quickly is far better than the perfect decision that takes too long.
Rapid implementation is the end result of the right Integration Team Structure,
Early Detailed Planning, and an Unrelenting Focus on Results.

The following pages outline 5 Keys (actions and approaches) to successful
merger integration. These keys will assure the successful capture of synergies
while maintaining organizational and revenue stability. Execute the following
fundamentals and you will derive incredible value.

THE COUNTERINTUITIVE KEYSTO SUCCESSFUL
MERGER INTEGRATION

Invest adequate time and resources in the identification and assessment of
al synergies during due diligence. Assign an owner to the identified
synergies who will be responsible and accountable for the capture of
synergies as early as possible.



Don't overestimate the amount of synergies before you’ ve even begun
creating plans for their achievement.

Validate the synergies for their value and rank based on ease of
achievement. Talk to line managers in both businesses to help
validate execution.

Don't kill the deal before you' ve even attempted to make it pay.

Invest adequate time in the identification and assessment of revenue

requirements during due diligence.

- Assign the new leader of the merging entities the responsibility for
maintaining revenue and key talent retention throughout the
integration and avoid any responsibility for the integration itself.
Determine the various initiatives that will be required to maintain key
resources, customers, and preliminary organizational models.

Determine deal economics to understand and decide early.
The number of full-time integration resources needed.
The significant base and incentive program that can be offered
to exiting resources that would remain for the integration
phase.

Recruit the Integration Team leaders and participants.
- Full time resources who are dedicated for the entire integration.
Made up primarily of exiting leaders of the merging companies
who are offered a significant incentive to achieve synergies
while complementing the objectives of the operating team.

Decide on and mobilize the Operating Team. (The surviving team who will
manage and |ead the combined company.)
Responsible for focus on top and bottom line stability
throughout the integration.
Responsible for retention of customers and key resources.

Appoint Steering Committee. Empowered to make all decisions (if
committee cannot, the officer who can must Chair the Committee.)
Determine decision flow and timing.
Determine protocols.
Determine rules and metrics.

Deployment of Integration Teams to create detailed plans for each
assigned initiative must begin early enough to enable the completion and
approval of plans prior to close.
Prior to close, Integration members must operate in accordance with
DOJ requirements.




A CLEAN ROOM should be established to dea with sensitive documents
and plans to prevent disclosure of confidential or competitive information.
Idedlly, the clean room would be operated by an unbiased outside third
party. NOTE: Millions of dollars are available by renegotiating supplier
agreements, and other opportunities prior to close if protocols are
established and adhered to early.

Integration Team plans are generated in detail and submitted to the

Steering Committee for approval.

- Protocols are in place for committee approval or return requirements
for more needed information. Once a plan is approved, every required
action within the plan is assigned an owner, timeframe for completion
and start date. Who, What, and When.

Upon Close, scheduled actions are immediately kicked off as action
owners are provided associated documentation, tools, templates, and
resources needed to complete their assignments on or ahead of schedule.
All actions are tracked and status is reported to the Steering
Committee at regularly scheduled meetings.
Technology is leveraged to collate, assess, and report metrics at any
given time. This leverage of technology can greatly enhance the
Speed needed to capture synergies on time.

Speed is paramount, a good decision made today is far better than a
perfect decision weeks later.
Actions must be completed on time. The Steering Committee must be
empowered to remove al barriersto achievement. If consensus cannot
be gained, someone must have the authority to decide.

Synergy actions completed, approved, and signed-off by the Steering
Committee arerolled into the tally.
Based on the timing and annualized value of the synergy action, both
the integration member and his or her team responsible for the action
is earmarked for bonus based on the value contribution of the action.
All completed actions are celebrated.

Assuming that due to the previous steps being done well, and the
integration team is able to deliver the planned synergies in less time than
planned, it could create significant incremental unplanned cash flow.
A percent of this value would be used to pay bonuses.
A percent of this value would pay for the base salaries and severance
for the integration team.
A percent of this value would be used to pay for outside help and
advice.



A percent of this value could completely offset the restructuring of the
combined business.

After all of the counterintuitive requirements presented above have been
committed to, one fina issue remains, “How can we more effectively
communicate, track, and access all of the activities that are going on concurrently
in order to increase speed and real-time oversight?” Great technology has long
been a desired tool for merger integration. Unfortunately, companies have had to
manage their integration by disparate systems such as e-mail, word documents,
excel spread sheets, web portals, and a variety of other services that work well for
individual participants and small teams, but have yet to pull everything together in
one place.

The benefits and challenges of the most common technologies:

Email—Is simple to use and fully intuitive to the user. It's probably
the most common practice and can be immediately utilized and
accepted by participants. However, emall is still a private form of
communication and unless there is a method for capturing all
discussion threads and attachments, this information is easily
lost...many times, forever.

Word documents—Again, simple and intuitive to the vast mgjority of
users, but each document is only as good as its ability to be easily
located and used by every participant who needs it at any moment.
Excel spread sheets—Are great tools for calculating, documenting, and
reporting information. However, the information is communicated as
an attachment to email or by hard copy delivery. It ishard to transmit
to multiple users for modification and accessing the right report may
reguire multiple communications.

Web portals, software, and other services—Even though there have
been many advancements in technology, most software solutions for
merger integration, though sophisticated, are not effective due to the
long process of on-boarding the users and resistance to the new
technology. Participants require learning new software just when they
are beginning the most active timein their careers. In effective merger
integration it is imperative that all resistance to technology be
eliminated and any tools or techniques that can be leveraged must be
readily accepted by the users. There is little to no time for specia
training prior to the transaction closing. All of the attention must be
focused on the integration team to develop and complete detailed
plans.

In order to effectively leverage technology that enables communication, full
collaboration, and workflow while managing and tracking all documents, M&A
Partners originally collaborated with Microsoft to deliver the answer. In 2001
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Microsoft awarded its “Collaborative Solution of the Year” to our S3 Cockpit
Merger Integration System called which created the ability to manage, track, and
measure everything that goes on in arapid and complex merger. The beauty of
this package was that it allowed end users to continue using their everyday tools.
They continue to use their internal email system, and they continue to leverage,
Word, Excel, PowerPoint, Access, Visio, or even other legacy platforms in use
such as Siebel, Documentum™, etc. The S3 Cockpit ties these everyday tools
together so that all communication and documentation is in one desktop
“cockpit”.  The user can access any document, spreadsheet, communication,
discussion thread, email, etc. from one place.

In 2005, the exclusive s3 (Speed, Synergies, and Stability) Cockpit Merger
Integration System was re-created in Java software in collaboration with Eknow
Inc. Since that time this easy-to-use system has been endorsed by HP/Compaq,
Perot Systems, Booz Allen, Keane and many other of the world's largest
consultancies.

The New S3 Cockpit is now so intuitive, the usual user will need on orientation or
training to become effective. Thereis nothing new to learn.

Welcome, mapartners !
PARTNERS
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Remember the 4 truths about merger integration, 1) Most companies treat the
integration phase of a merger as a necessary evil. 2) The integration of a merger
cannot be executed as “business as usual”. 3) Most mergers do minimal if any
detailed pre-close integration planning. 4) Integration typically takes too long.

These truths are driven by intuitive decisions to manage the integration phase of a
merger using day-to-day business practices and tenets. However, decades of
dismal results across-the-board for both large and small transactions prove that:

1)

2)

3)

4)

5)

Successful integration for value creation requires a
Counterintuitive Approach

Merger Integration is an Event in a company’s history and must
be treated as such with a defined beginning and end

Most companies trying to perform the integration on their own
or by engaging traditional consulting companies will eventually
erode the anticipated value of the transaction

There are proven approaches and “best practices’ that will
assure the successful transition of the merging companies

Effective merger integration can create “stand alone” value
of enormous proportions that has yet gone unclaimed by most
merging companies

For more information, contact:

Darren McDougd

Vice President, Marketing
M&A Partners
214.689.3800

62004 M&A Synergy Partners, L.L.C., All rights reserved. Printed in the U.S.A.
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