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The heart of the matter

Delivering deal value is
far from a mystery, even
in today’s dynamic deal
environment. The most-
experienced deal makers
say they know what to
do—and are reporting
success. But that success is
getting harder to come by.



There’s no mystery to delivering deal
value and achieving integration success
in a merger or acquisition. Anyone who
says there is is either living in the past,
lacking in deal experience to know
better, or trying to scare others into
buying consulting services.

At PwC, we often hear from clients that
the road to value is clear and navigable.
Indeed, the findings from our 2011
M&A Integration Survey go a long way
toward confirming what we already
know to be true: successful deal
makers—those who not only are good
at doing deals but also hold themselves
accountable for delivering deal value
on the back end—are pretty much in
agreement on what needs to get done,
and even on how do it.

The bottom line when it comes to deal
success: you do the right things—in
the right ways—and you get the right
results.

Sounds simple, right?

Well, maybe not so much. Our survey
results also show that self-reporting

of deal success is down from the last
time we did a similar survey, just three
years ago.

So, if deal success is so achievable,
why don’t more companies say they’re
achieving it? After all, integration
management has become a normal
business process at many of the largest
serial acquirers, with big budgets

and full-time staffs of experienced
professionals.

Admittedly, deal makers today are

more aware than ever of the challenges
of making deals work—and they’re
becoming increasingly conscious of how
they measure up. But do higher perfor-
mance expectations alone really account
for the drop in reported success?

While our data won’t let us say for
sure, we believe the answer has to do
with the nature of today’s transac-
tions. Increasingly, even some of the
most experienced deal makers simply
can’t keep up. They just can’t move
fast enough or agile enough to keep
pace with the constantly evolving
scope, sophistication, and complexity
of today’s deals—or with the fast-
changing economic and geopolitical
environments in which they take place.

Today’s deals are often more complex
and broader in geographic scope

than those of the past. Perhaps more
important, many involve realizing a
go-to-market strategy versus industry
consolidation: they are growth-
oriented revenue plays whose inten-
tions are to drive top-line growth and
bottom-line performance—not simple
efficiency moves intended primarily to
drive out costs.

More and more, deals are being done in
hopes of transforming business models,
growing whole new sources of revenue,

and truly globalizing operations. And
even though cutting costs will always
be important, it’s no longer paramount.
Even on the people front, it’s no longer
just about headcount reductions.
There’s a growing consensus that good
people are hard to find and even harder
to replace once they’ve been forced out
the door. Management is confessing to
its need to engage employees in ways
that produce innovation, not just boost
productivity.

What to make of all of this?

There are clear patterns in the data,
and we’ve worked hard to understand
them and call them out. We’ve summa-
rized the data in ways you may find
useful. Overall, the results suggest that
a back-to-basics focus on the factors
most critical to each individual deal
holds as much promise as it always has.

Only now it matters more than ever.



|
An in-depth discussion

The path to deal value
is clear and passable.
The problem is, it climbs
a steep mountain—

one that seems to grow
higher and steeper by
the day. Only a back-
to-basics focus on
preparation, technique,
and endurance can help
you reach the summit.



Finding 1—Find and focus
on the deal objectives that
matter to you

The survey results show that for deal
makers, strategic deal goals are easier
to reach than financial or operational
goals (Figure 1). That’s no surprise
when you consider that many deals’
strategic objectives are met simply by
having done the deal. For example, the
addition of new products and services
to an acquirer’s portfolio technically
happens the moment the paperwork
is signed.

What may be a surprise is that fewer
deal makers today say they’re meeting
any deal goals—regardless of whether

those goals are strategic, financial,

or operational. There was an across-
the-board decline in the rate of self-
reported success in each of these areas
from 2008 to 2010.

Interestingly, there was also a high
degree of overlap between those who
reported both financial success and
operational success. In other words,
in 2010, those who reported achieving
“significant” operational success were
among those most likely to also report
a similar level of financial success
compared with strategic success. This
suggests a relationship between the
achievement of operating goals and a
deal’s overall financial success.

Figure 1: Strategic goals are easier to reach than financial and operational

goals, but fewer deals achieve them.

Percentage reporting “significant” strategic, financial, or operational deal success

i
Strategic success

.
Finanoial success

.
Operational success

[ 2008
W 2010
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: Figure 2: Deals don’t always achieve the strategic goals the buyers
set for them.

Percentage reporting deal objective was “very important”
and “completely achieved”

Very important  Completely achieved

Growth in market share 7% 44%
.. R
Similarly, buyers don’t always get - -
what they ask for. While most of the Access to new markets
same strategic goals are as important Access to distribution 265 02
.. channels
today as before to similar percent-
Access to new 40% 48%
ages of respondents, fewer deals are products
ievi i Capture of operational synergies 32% 34%
fully achieving them. Figure 2 ShOVYS Mo ot coloeted 2008
the percentage who report that their Reduction in operating expenses 19% 28%
objectives for undertaking the deal
. . 189
were “Very 1mportant” compared with Access to new brands
the percentage who say the objectives Access to new technologies 19% 34%
. . 20% |

were “completely achieved.” Again, far - .

. L7 16% 25%
too few report success in achieving the Access to management
financial and operational goals they Enhanced reputation 11% 27% i

d hi t 14% I
need to achieve most. Access to new/expanded 14% 30%
manufacturing capacity or R&D No data collected in 2008

Figure 3 shows the percentage of I 2008
finance executives reporting “very 2010

favorable” deal results in key perfor-
mance areas.

: Figure 3: Few deal makers report success at meeting their most important
financial and operating goals.

Percentage reporting a “very favorable” deal result

Profitability

Cash flow

Leadership alignment on deal

purpose and benefits No data collected in 2008

Employees’ clear understanding

of company direction 30%

.
Quality focus

Costumer focus

_
Employee retention

28%
Employee morale

- N 2 202020202020 18% |
Speed of decision making

. 20%
Productivity

18%
Speed to market

[l 2008
2010
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: Figure 4: Companies reporting higher deal success are more likely to have
undertaken their deals for some reasons versus others.

Deal goals most often achieved among highest-performing deals

Among highest- Among
. . performing deals* all respondents
Ln a}?dl?on’l CO;HC{)aIiles that report Access to new brands 38% 13%
lgher era sotdea success.—across Reduction in operating costs 43% 12%
strategy, finance, and operations— e e D
. Reduction in number of competitors 19% 4%
were more likely to have undertaken =~ oo e O
. . . . . Capture of operational synergies 48% 25%
their deals to achieve Certain ODJECTIVES oo
. Access to new and expanded 33% 11%
than others (Figure 4). Another way manufacturing and/or R&D
of saying this is that those deal makers =~~~ S Cm o
5 . . *Deals where respondents report the highest level of success in each of three areas of performance—strategic,
considered some objectives more financial, and operational

critical to the reasons they decided to
do the deal in the first place.

: Figure 5: Larger companies report higher satisfaction with recent merger results

We know this because PwC compared -
than smaller companies do.

the overall survey responses of those

who reported the highest degree of Percentage reporting highest level of satisfaction with their largest recent deal

deal success in each of the separate, By size of acquirer by revenue

strategic, financial, and operational Among highest- Among

areas of performance with all respon- oo PETOrMing deals® .80 respondents

dents. As a result, we found that top Undergsg 9% 52%

deal performers behave alike in a _$5BtoundergtoB 8’ 23%

variety of ways. You'll learn more about ~ $10Bormore 8% 25%

the features high-performing deal

makers share in common throughout By size of acquirer by number of employees

this report. Among highest- Among
performing deals* all respondents

Moreover, larger companies report
more satisfaction with recent mergers
results than smaller companies do

(Flgure 5)‘ *Deals where respondents report the highest level of success in each of three areas of performance—strategic,
financial, and operational

Similarly, experience makes a differ-
ence. Companies reporting a “core

competence” in a particular deal :
type also report higher levels of deal " Figure 6: Companies report higher success in deal types where they have the
greatest experience.

success. While many of the largest
companies also report a higher level of Percentage reporting “core competence” level of experience by acquisition type.

core competence in transformational

: _ Among highest- Among
a?g a]:isorptlolI.llflﬁltals bththelry types performing deals* all respondents
9, ela 5 m};)St ]1‘1 eby to be the argfest— Transformational 19% 4%
1t's clear that the DIZZEST COMPATILIES, 5 s
: &8 . P ? Absorption 67% 27%
with the MOSt deal EXPETIEIICE, TEPOTT oL L
. . Tuck-in 62% 45%
higher levels of deal SUCCESS IN LROSE i
Stand alone 10% 5%
Qe EY DS, e

*Deals where respondents report the highest level of success in each of these areas of performance— strategic,
financial, and operational
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Experience makes a real difference:
The level of deal experience varies by acquisition type.

Different deals typically involve different acquisition types. We asked survey respondents to classify their largest transaction
from recent years as one of four types:

Transformational Deals that acquire into new markets, channels, operations, or products in a way that’s transfor-
mative to the fully integrated organization

Absorption Deals that integrate competitors or similar companies—sometimes called consolidation
Tuck-in Deals that integrate smaller companies with key products or technology
Stand-alone Deals that acquire into new markets, channels, operations, or products while keeping

the new entity operationally separate from the rest of the organization

Figure 6 summarizes how respondents characterized their organizations’ experience levels by each of the acquisition types.

Notably, larger organizations also tended to report higher levels of deal success overall. They were also more likely to report
higher levels of experience in all deal types, but especially among transformational-type and absorption-type deals. And the
bulk of those reporting core competence were the largest companies.

‘ Figure 7: Unsurprisingly, different deals involve quite different acquisition types.

Acquisition type of the largest acquisition in the past three years

Transformational
Absorption
Tuck-in
Stand-alone

Figure 8: A company’s deal experience level often varies greatly
by acquisition type.

Experience level of respondents by acquisition type

15%

Transformational =
ransrormationa 49%

10%

2%
11%

Abearpton

37%

1%

11%

ke

49%

Stand-alone

6%

No experience [l Some experience
[l Minimal experience | Core competence
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Finding 2—Perform the
integration activities with
the greatest impact while
facing challenges head-on

Clearly, some types of integration
efforts are more common than others.
Figure 9 shows the integration efforts
most commonly performed in the
largest transactions.

When companies were asked which

of those efforts were most important
to deal success, the two that came out
on top were generating cost syner-

gies and driving high-revenue syner-
gies or growth. This clearly shows

that the most-common deal activities
performed aren’t necessarily those
thought to be of greatest importance to
achieving deal success.

Integration activities

Certain integration activities are
thought to be of greater importance
to achieving deal success than others
are. In fact, respondents reporting the
highest levels of deal success tend to
place greater importance on certain
very specific integration activities.

Figure 10 shows both the percentage of
respondents indicating the activity was
essential to achieving deal success and
the four considered most important by
those reporting higher levels of deal
success.

" Figure 9: Some integration efforts are more common than others.

Percentage reporting type of integration efforts undertaken in recent deals, including
those thought to have the greatest impact on deal success

Integrating back office and infrastructure
: Generating cost synergies
Talent assessment of selection
Employee on-boarding
Integrating the product/technology roadmap
Go-to-market alignment and readiness
2 Driving high-revenue synergies or growth
Integrating overlapping
go-to-market capabilities
Cross-selling or up-selling products
Growing sales through channel enablement

: Figure 10: Some integration activities are considered of greater importance
to achieving deal success.

Percentage reporting integration activity was “very important” to deal success,
including those activities most important to companies reporting greatest deal success

2 AR A e
the newly combined organization °
4 B o sk o actctios
for deal tasks and activities °

3 Developing a sufficiently detailed integration plan
1 Identifying value drivers and measuring synergies
Disciplined program management
Articulating a clear definition of deal success
Cetaining and snosgis
pivotal talent during the transition
Paying proper attention to various stakeholders and
their concerns, and communicating effectively
Small integration team, with
others focused on business as usual

Getting integration tasks completed rapidly
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And when it comes to realizing those
all-important deal synergies, some
factors are thought to affect their
achievement more than others are.
Those most commonly believed to have
a negative impact on synergies if they
aren’t properly attended to are shown
in Figure 11.

Integration challenges

Several of the factors that survey
participants said have the greatest
impact on synergy realization (see

the first couple factors in Figure 11)
also mirror closely the three most
common postclose integration chal-
lenges reported by deal makers: They
were: (1) integrating information
systems; (2) getting the right organiza-
tional structure, people management,
and work processes; and (3) aligning
operating procedures and business
process with new strategic and opera-
tional priorities. Figure 12 shows the
percentage of respondents indicating
that those challenges presented “great
or “moderate” difficulties in achieve-
ment of successful integration.

”

: Figure 11: Factors thought to have the greatest potentially adverse impact
on realization of deal synergies

Percentage reporting factor most likely to put deal synergies at risk if neglected
(respondents were permitted to choose more than one)

Aligning company strategies and business models
Cultural and communication challenges
Delays in implementing planned actions
IT/system incompatibility issues
Underestimating integration costs and complexities
Insufficient data from due diligence
Inadequate resources dedicated to the effort
Lack of accountability for integration activities
Overestimating potential synergies and cost savings
Challenges in securing the customer base
Level of leadership involvement
Retaining key employees

: Figure 12: The most common postclose integration challenges

Percentage reporting the challenge posed a “great” or “moderate” hurdle to
integration success

information technology/systems
Organizational structure, people management, and work practices
Operating procedures and business process

10 Findings from PwC’s 2011 M&A Integration Survey



Just what was the business impact of
those postclose challenges?

High performers also report that the
most-critical deal challenges involve
employee retention and information
technology integration. Respondents Despite the reported importance of
reporting the highest levels of deal all of these challenges, the perceived
success admitted that if they’d gotten negative impact of each one was
employee retention and information largely seen as limited to a delay in the
technology integration wrong, they timing of goal achievement, not as an
would have been significantly less outright loss in business opportunity
successful overall. That result is corrob-  (Figure 13).

orated by the fact that those reporting
the lowest levels of deal success said,
too, that employee retention—or the
lack thereof—was the most critical
factor in the negative outcomes.

This delay, however, may still have a
cost associated with it—if only in the
form of an incremental loss against the
ideal outcome.

" Figure 13: Postclose challenges are thought to delay success, not put success’s ultimate achievement at risk.
Percentage reporting challenge resulted in delay, lost business opportunity, or lost revenue
Information technology/systems

Operating procedures and Organization structure, talent

business processes

Delay in meeting deal Significantll 3% Significant] 1%

goals Moderate [T Moderate [T
Slight INEEY 73 Slight I 7
None N7 None [INFZI7H
Lost business Significant 0% Significant| 1%
opportunity Moderate[ll 6% Moderate [l 9%
Slightll 14% Slight IEEZM
N 80% | NGB 63% |
Lost revenue Significant 0% Significant| 1%
Moderatell 4% Moderate [l 10%
slightll 9% slight 7
Y 87% | NGOy 64% |

management and work practices

Significant [l 6%
Moderate [IFETZH
Slight I SI7
Ny 27% |

Significantll 4%
Moderate [l 12%
SR 25% |
None [N

Significantll 4%
Moderate[ll 6%
Slight I 19%
None [NV
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Finding 3—Stay focused
on synergies, measure
progress, and keep folks
accountable by paying for
performance

A focus on generating both revenue and
cost synergies—by measuring, moni-
toring, and incentivizing their achieve-
ment—makes a clear difference.
Indeed, our respondents confirmed
that what gets measured is in fact what
most often gets done. Respondents
reporting a higher level of deal success
indicated a greater degree of involve-
ment in—and focus on—generating
revenue and cost synergies than in
other integration activities (Figure 14).
These were the integration activities
most commonly reported among the
highest-performing deals as well as the
activities said to be of greatest impor-
tance to deal success.

Nowhere, however, do the survey
results suggest that integration activi-
ties should only be confined to those
outlined in the business case.

Figure 14: Intentional focus on generating revenue and cost synergies makes a
real difference.

Percentage reporting activity played a part in their deals

Integration activities most common among the highest-performing deals

Among highest- Among
performing deals* all respondents

Integration activities of greatest importance to deal success in the highest-
performing deals

Among highest- Among
performing deals* all respondents

*Deals where respondents report the highest level of success in each of three areas of performance — strategic,
financial, and operational
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Negative synergies—not the ideal synergy type,
but common in today’s deals

Cost and revenue synergies aren’t the only types reported by our survey
respondents. Negative synergies—that is, cost increases or revenue losses
associated with the integration of two organizations that formerly competed
with one another—can also be easily found among today’s deals. Figure 15
shows respondents’ most commonly reported negative synergies.

Figure 15: Some negative synergies were encountered more frequently than others.
Percentage reporting encountering negative synergy during their integration(s)

Needing to maintain other types of differences (like
those in sales and marketing or in other infrastructure areas) °
ooouning polcies or proceses
in accounting policies or processes °
More-generous employee benefits
Increased turnover of key management and staff
Loss of revenue to competitors or competing channels

Lost business due to business disruptions

Revenue overlap between customers G
with multivendor requirements

Supplier conflicts with more-favorable pricing
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Higher performers reported applying
many more measures of cost- and
revenue-related key performance
indicators than did those that were
less successful. Higher performers also
reported that more of those measures
were of greater importance to them.

Figure 16 shows the types of cost- and
revenue-related key performance
indicators used for measuring an
integration’s performance and progress
toward success—and the frequency
with which they are normally used.

Survey participants reporting greater
deal success in reaching their strategic,
financial, and operational goals also
reported having established a more
direct link between total compensa-
tion and deal outcomes in terms of
those in roles closest to the integration
effort. Those reporting higher levels

of overall deal success also reported a
stronger connection between the total
compensation of deal managers and
the achievement of integration goals
and milestones across all deal-related
job types (Figure 17). This is especially
true for those who reported high levels
of financial and operational success
(Figure 18).

Figure 16: Those reporting more deal success measure their integrations
in more ways more often.

Percentage reporting using key performance indicators and frequency of use

Cost-related key performance indicators Revenue-related key performance indicators

Type

Accretion to earnings per share
Gains in market share
Revenue growth

Percentage of sales through new
products resulting from transaction - 13%

Cross-selling revenue

Integration costs
Targeted headcount reduction
Cost savings due to integration

Selling, general, and administrative
expenses as percent of revenue

Transaction return on investment 50%
None [l 7% None [l 9%
other [l 6%

other [l 13%

Frequency

Weekly I 3.0% Weekly. 4%

Monthly 41.0% Monthly
47.0% cuarery I

Yearlyl 1.0% Yearlyl 1%

Once, at the end of the integration I 3.0% Not regularly at aIII 3%

Not regularly at all . 5.3%

" Figure 17: Those who link compensation to deal results across various
deal-related roles

Percentage reporting total compensation for the role depends in some way on the
achievement of integration goals.

Divsion leader (or equivaler)
integration leader

integration team
CEO 28%

Head of M&A/business development
Chief financial officer
Chief information officer

Board 5%

: Figure 18: Those reporting more deal success also report a more direct tie between
total compensation and deal outcomes in terms of roles closest to the integration.

Roles where total compensation is often linked to the achievement of integration goals

Among highest

- Among
* all respondents

*Deals where respondents report the highest level of success in each of three areas—strategic, financial,
and operational
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Finding 4—Engage the
people side of M&A

People-related integration activities
are of great importance to delivering
deal value. In fact, selecting the right
people to lead the newly combined
organization was the activity most
often reported to be “very important”
to deal success among all respondents
(Figure 19).

Retaining and engaging pivotal talent
during the transition along with
paying proper attention to various
stakeholders and their concerns and
communicating effectively are also
critical human-resources-related activi-
ties. Interestingly, the vast majority

of deal makers also reported experi-
encing significant or moderate degrees
of success at retaining key employees
for the transition period, when those
employees are needed most (Figure
20). While poor job market conditions
may account for some of the willing-
ness of employees to remain on the job
for as long as they’re needed postdeal,
the calibration of retention techniques
over time is sure to have played a role.

Interestingly, those who reported the
greatest success at meeting their stra-
tegic deal goals also reported little, if
any, adverse impact from the failure to
retain employees. Instead, it was those
who reported financial or operational
success who said that inadequate
employee retention would have had
an adverse impact on deal synergies.

" Figure 19: People-related integration activities are among those considered
of greatest importance to deal success.

Percentage reporting the task is critical to achieving deal success

e nowly Combined oraanisaton
the newly combined organization 2
Establishing clear accountabilty
for deal tasks and activities
Developing a sufficiently detailed integration plan
Identifying value drivers and measuring synergies
Disciplined program management
Articulating a clear definition of deal success
Retaining and engaging pivotal talent during the transition
Paying proper attention to various stakeholders and
their concerns, and communicating effectively 2
Small integration team, with others

focused on business as usual
Getting integration task completed rapidly

Figure 20: Most deal-making companies report success at retaining key
employees for the postclose transition period when they are needed most.

Percentage reporting the ability to retain key employees for a period of transition
following close

An in-depth discussion
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Talent-related results from
the 14th Annual Global CEO
Survey

The so-called war for talent was
declared more than 10 years ago, but
few CEOs are prepared to declare
victory. They know that acquiring and
retaining talent isn’t just a numbers
gain. It involves finding, retaining, and
motivating employees whose skills
really fit the company’s strategy. Given
that 84% of CEOs have changed strate-
gies in the past two years, companies’
talent needs are changing, too. So
talent is once again at the top of the
CEO agenda.

As markets continue recovering from
the global financial crisis and as more
companies make plans to hire, the
talent crunch becomes more apparent:
two-thirds of CEOs say they’re facing
a limited supply of skilled candidates,
particularly as they establish a long-
term presence in emerging markets
(Figure 21). And that skills shortage is
making it all the more important for
deal makers to focus on the people side
of M&A.

The scale of shortages CEOs describe is
leading to some new thinking around
existing workforces. Management

is changing its people strategies to
improve employee retention and
engagement, with most CEOs (65%)
saying they plan to use more nonfi-
nancial rewards to engage and retain
employees in the coming years. Those
nonfinancial approaches can take many
forms but often involve training and
mentoring programs, with a closer
focus on career trajectories. Most say
they plan to focus on getting better at
motivating and deploying existing staff
(Figure 22) as first steps in addressing
the perceived skills gap.

: Figure 21: A limited supply of candidates with the right skills is cited as the

main challenge that CEOs expect to face when considering the talent required
for the success of their businesses over the next three years.

Limited supply of candidates with the right skills
ST
integrating younger employees
Competitors recruiting some of your best people
Providing attractive career paths in our industry
Difficulty in deploying experienced talent globally
Talent with the right technical
skills lacks flexibility and creativity 2
Understanding and forecasting talent
availability in emerging markets
e e
changes for personal reasons
Retirements of older workers
Scrutiny of reward structures
by regulators and/or investors 2

Poor retention of female talent

Don't know/Refused | 1%

: Figure 22: CEOs report constraints on the supply of the right skills, yet their

talent strategies are likely to focus on motivating and deploying staff.

To what extent do you plan to change your people strategy in the following ways
over the next 12 months?

Don’t know
/Refused

47% I 18% 1
40% I 19%
1%l 13%
4%l 12%
32% Il 11%
Increasingly recruit and attempt to retain older workers 32% I 10%
32% M 8%
Gro ourconiegent wrkore et tan ur e e — 7%
| _71% PSS N

Use more nonfinancial rewards to motivate staff

Deploy more staff on international assignments

Work with governments/education systems to improve
skills in the talent pool

Incentivize younger workers (roughly aged 16 to 30
years today) differently from others

Change policies to attract and retain more women

Set compensation limits for executives

Relocate operations because of talent availability

M No change

Some change |1 Significant change

Findings from PwC’s 2011 M&A Integration Survey




People integration

An effective appoach to people integration will help a company ensure
that pivotal talent is focused on the proper objectives at each deal stage so
as to maintain operational continuity and achieve desired synergies. We
believe that the major steps to integration success through people are to:

Stabilize
performance

Retain talent

Manage staffing

Enable human
resources
integration

Address culture

Minimize disruption to and distraction from
productivity through targeted communication
and change management

Energize and re-recruit employees through a
compelling vision, a strong mission, and a skillful
business strategy

Anticipate and visibly address employee concerns by
dispelling rumors with facts

Identify the main people needed to achieve
business benefits

Communicate value and offer confidential retention
bonuses to hold on to talent

Select members for leadership teams during the first
30 days

Execute a structured, legally valid, tiered staffing
plan that retains important employees and hits head-
count reduction targets

Communicate new operating model to ensure
employees understand their roles and managers
know their accountabilities

Engage strategic human capital professionals

Integrate compensation, benefits, and performance
management processes; systems; retention; staffing;
and change management plans

Know the culture integration risks

Involve leaders and employees in defining the
culture required to achieve strategic business goals

An in-depth discussion




Finding 5—Get involved
early and stay involved
for the duration

Getting involved in integration efforts
earlier—and staying involved longer—
seem to improve deal success.

: Figure 23: Getting involved earlier—and staying involved longer—improve

. deal results.
Respondents who reported getting

involved in integration planning earlier Point integration team first got involved in deal process

in the deal process were more likely to Among highest- Among
. . . performing deals* all respondents
report a higher level of strategic, finan- -
cial, and operational goal achievement
(Figure 23). Likewise, those reporting
greater satisfaction with deal results

Duration of involvement in integration effort

- A Among highest- Amon
tended to remain involved in integra- peﬁorm?ng . all ,espondemg
tion efforts for longer periods. Perhaps 0108 monthe T mmm—wwsmm— " Taop | Tmmmmmmmmmmmmm——————— 17%
surprisingly, high performers tended o 6 monthe | ———" oage | mmmmm———— 43%
to Put less }mport.arllc‘e ona rap}d end P e B
to integration activities than did those VP, e e

Who reported mMOre MOAESt TESUIES. o

*Deals where respondents report the highest level of success in each of three areas—strategic, financial,

In the past, many integration teams and operational
would simply disband at 100 days
postclose or sooner. Today, integra- RS
tion teams are staying intact and : Figure 24: The point when integration teams first get involved with a deal
engaged for more-lengthy durations, _ ) _ )
with most remaining involved for 6 to r::fnnégﬁgﬁf:d r:gfn"s'ﬂﬁ’;a;f:e
12 months after close—and many for gotten involved
far longer. This mirrors the trend we Deal screening
see in the extended time horizons for Post letter of intent e 150
synergy planning. Deal makers used During due diligence SR mie
to stop planning for and measuring Between signing (deal announcement) and close 10%

After the deal closed 3% . 2%

synergy performance after just a few
months postclose. Today, that plan-
ning and tracking can be ongoing for
years beyond close, with many serial
acquirers maintaining separate deal- e
performance dashboards for multiple " Figure 25: The duration of integration team involvement varies widely.

deals at once.

Figure 24 shows the point in the deal 0 to 3 months

process where the integration team 3 to 6 months
actually got involved in planning activi- 6 10 12 months

ties versus, in hindsight, what they say 12 to 18 months

would have been the best time to begin More than 18 months

their involvement. The duration of inte-
gration team involvement also varies
widely (Figure 25).
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EFigure 26: There is a connection between deal success and the pace at which
integration is carried out.

High-performing deal makers achieve stakeholder communication objectives
in three months or less.

Time to achievement of stakeholder communication objectives

Among highest- Among
performing deals* all respondents

3 months or less 93% 60%
4 to 6 months 0% 21%
7 months or more 7% 19%

High-performing deal makers align leadership styles and speak with one voice
in three months or less.

Time to achievement of alignment of leadership styles and leadership communication

Among highest-
perf ing deals*

High-performing deal makers fully integrate operating policies in less than
six months.

Time to achievement of fully integrated operating policies

Among highest:

*

High-performing deal makers integrate at a pace that is the same as or faster
than the company’s normal pace of operations.

Integration pace compared with the normal pace of operations

Among highest-
performing deals*

Among
all respondents

*Deals where respondents report the highest level of success in each of three areas—strategic, financial,
and operational

Those reporting high deal success also
report (1) working faster to complete
their integration activities and (2)
reaching their integration goals more
quickly.

There is a clear and direct link between
the speed at which integration activi-
ties are pursued, the rate at which
integration goals are achieved, and
deal success (Figure 26). In fact,

those reporting higher levels of deal
success—especially higher levels of
financial and operational success—also
report a tendency to:

e achieve stakeholder communication
objectives in three months or less

* align leadership styles and speak
with one voice in three months or less

* fully integrate operating policies in
less than six months

* integrate at a pace that is either the
same as or faster than the acquirer’s
normal pace of operations.
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What this means for your business

Deal success remains all
about execution: you do
the right things—in the
right ways—and you get
the right results. If there’s
any “mystery,” it’s in
knowing where to focus
your efforts and how to
deliver effectively.



If this report shows us anything, it’s
this: There’s no mystery to delivering
deal value. Deal makers know what to
do, and they have a good sense of how
to do it.

But there’s still danger: both in
believing in the mystery and in
thinking you already know all there is
to know. The first one leads to a sense
of helplessness and results in a waste
of time and resources; the other, to an
overconfidence that might ultimately
be just as damaging.

You can’t afford either—especially
today, when more and more deal
makers are endeavoring to use M&A as

a platform for business transformation.

If nothing else, it’s time to make an
honest assessment of your company’s
integration practices in light of what
you’ve read in this report.

In the deals you undertake:

* Are you focusing on the strategic,
financial, and operational objectives
that matter to you?

* Do you perform the integration
activities with the greatest potential
impact on success?

e How well do you stay focused on
synergies and on measuring your
progress at every opportunity?

* What are you doing to engage your
employees in the people side of
M&A?

* When you plan for integration, do
you get started early enough—
and are you staying involved long
enough?

* Can you benefit from stepping up
both the pace and the urgency of
change?

Only you know the answers. Then
again, so do your shareholders, who
see the value of their portfolios rise and
fall based on the success of your deal
making.

With a good strategy, the right target,
and appropriate deal terms, M&A
success remains all about execution:
you do the right things—in the right
ways—and you get the right results.

If there’s any mystery, it’s in learning
where to focus your efforts for each
deal and in discovering just how to
deliver effectively.

21



Methodology

In late 2010, PwC surveyed senior management from a sampling of large-capital
and middle-market US companies that had completed mergers or acquisitions

in the previous three years. The goal of the study was to understand the current
state of M&A integration practice and its impact on management’s assessment
of deal success.

We conducted an online survey of those executives. Respondents participating in
the survey were guaranteed anonymity for themselves and their companies and
were screened to ensure they had direct, firsthand knowledge of the issues their
organizations dealt with during the M&A integrations.

Of the roughly 135 respondents participating in the survey, 31% were with orga-
nizations that had $10 billion or more in annual revenue, 24% were with ones
that had $5 billion to less than $10 billion in revenue, 40% were with ones that
had $1 billion to less than $5 billion in revenue, and the rest—5%—were with
organizations that had less than $1 billion in annual revenue.

Survey participants fell into the following broad industry groups:

* Technology, information, communication, entertainment, or media (25%)

* Healthcare products or services (14%)

 Industrial products or services (13%)

¢ Financial services or insurance (12%)

* Consumer products or services, including retail (11%)

* Energy or utilities (8%)

e Other (17%)

Fifty-two percent (52%) of interviewed respondents were at the senior execu-
tive management level, with such titles as CEO, president, COO, and CFO. The
remaining 48% consisted of other senior managers who were vice presidents of,

for example, corporate development, operations, human resources and strategic
planning, and information technology.



www.pwc.com/us/delivering deal value

To have a deeper conversation about how this subject
may affect your business, please contact:

Jim Smith
+1.646.471.5720
jim.smith@us.pwc.com

Joe Balog
+1.678.419.4152
joseph.p.balog@us.pwc.com

Mike Boyle
+1.617.530.5933
mike.boyle@us.pwc.com

Michael Giguere
+1.617.803.6377
michael.r.giguere@us.pwc.com

Jeff Herrmann
+1.216.875.3116
jeff.herrmann@us.pwc.com

Paul Kennedy
+1.617.530.5288
paul.g.kennedy@us.pwc.com

© 2011 PwC. All rights reserved.“PwC” and “PwC US” refer to PricewaterhouseCoopers LLP, a Delaware limited liability partnership, which is a member firm of
PricewaterhouseCoopers International Limited, each member firm of which is a separate legal entity. This document is for general information purposes only,

Joseph McConville
+1.617.530.5424
joseph.mcconville@us.pwc.com

Gregg Nahass
+1.213.356.6245
gnahass@us.pwc.com

Barrett Shipman
+1.415.595.7308
barrett.j.shipman@us.pwc.com

Debra Skorupka
+1.312.371.0137
debra.skorupka@us.pwc.com

Marc Suidan
+1.408.817.7908
marc.suidan@us.pwc.com

Michael Wright
+1.646.471.7321
michael.r.wright@us.pwc.com

and should not be used as a substitute for consultation with professional advisors. LA-11-0236





