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 Organisation Meltdown: Facilitating Post-Merger Integration
 Abstract
 NuClicks South Africa, a local group of retail chains, has embarked on an aggressive acquisition
 strategy in recent years. It previously comprised the Clicks and Diskom retail chains. Diskom
 purchased kwaZulu-Natal-based Modisons (strategically positioned somewhere between Clicks
 and Diskom) in December 2000, including most of the management team, and proceeded to re-
 launch the new Discom brand (name change). This involved opening re-positioned, ‘new-look’
 Discom stores, converting existing Modisons stores, and closing or upgrading (‘re-badging’)
 other existing Diskom stores.
 Previous research focuses on why mergers and acquisitions tend to fail or succeed, what to expect
 post-merger, and how to minimise or manage these problems. There are few in-depth reports of
 the actual experience of organisations during post-merger integration. This case study
 investigates the ‘people issues’ inherent in mergers and acquisitions, by focusing on the
 implementation of post-merger integration at Discom. Drawing on the impact of organisational
 culture on performance, this case presents an attempt to fuse disparate cultures and the resultant
 ‘culture shock’ and implementation issues. Against the backdrop of strategic implications and
 leadership issues, this case illustrates the difficulties of creating a unified organisational culture. It
 draws extensively on work done by Haspeslagh and Jemison (1991), who created a mergers and
 acquisitions framework which focuses on value creation, and explores problems in the integration
 process, creating the atmosphere for capability transfer, and the actual transfer of strategic
 capabilities necessary for improved competitive advantage. These aspects are highlighted in the
 case.
 Keywords: acculturation, corporate renewal process, culture shock, leadership, merger
 syndrome, mergers and acquisitions, organisational culture, performance, post-
 merger integration.
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 “Integration is an interactive and gradual process in which individuals from
 two organisations learn to work together and co-operate in the transfer of
 strategic capabilities. Difficulties in managing the integration process,
 however, are not just the offspring of difficulties in bringing about the
 capability transfer itself. Creating an atmosphere that can support it is the
 real challenge. Shaping such an atmosphere is especially difficult because
 problems in the integration process itself tend to subvert its creation. To
 minimise those problems and to integrate two organisations successfully, the
 acquiring firm must give systematic attention to the interactions between the
 firms that create the atmosphere needed for capability transfer and successful
 integration.”
 (Haspeslagh and Jemison, 1991:106-7).
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 1. Mergers and Acquisitions
 The changing business environment and the quest for global competitiveness have influenced
 many companies to embark on mergers and acquisitions, encouraged by the prevailing economic
 and financial conditions. World M&A activity in 1999 is variably quoted as ranging between $2.3
 trillion (Hussey, 2001; Adams and Neely, 2000) and US$3.4 trillion (Thatch and Nyman, 2001;
 Ernst and Young, 1999). Mergers contribute to the corporate renewal process through ‘domain
 strengthening’ (to deepen the firm’s presence in an existing domain), ‘domain extension’ (to
 combine new capabilities for one firm with a new business opportunity for another), or ‘domain
 exploration’ (to move into a new business that at the same time requires new capability bases)
 (Haspeslagh and Jemison, 1991). The purpose generally is to eliminate costs, achieve economies
 of scale, or gain size and synergy to enhance market presence (Guidice, 1997) and, ultimately,
 long-term value creation or overall performance improvement (Appelbaum, Gandel, Yortis,
 Proper and Jobin, 2000; Kostuch and Malchione, 1998). Price (1999) states that the primary
 purpose of a merger/acquisition is to achieve the following advantages:
 • To improve shareholder value.
 • To dominate or penetrate new markets.
 • To develop new products or services.
 • To acquire new capabilities and resources.
 • To achieve economies of scale or cut costs.
 • To defend against a takeover.
 It is well documented that that a high percentage of mergers and acquisitions fail to produce the
 desired results, and more than 50 percent fail (Fisher, 1998). Other estimates range as high as 80
 percent (Bijlsma-Frankema, 2001; Appelbaum et al, 2000; Sleek, 1998; Marks, 1997; Cartwright
 and Cooper, 1995). In 1999, a KPMG study revealed that 53 percent of combined companies lost
 value as a consequence of M&A’s. Notwithstanding the above, organisations can benefit from
 mergers/acquisitions. A well-defined and effective post-merger integration process enhances the
 likelihood of a successful integration.
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 2. Post-Merger Integration (PMI)
 Haspeslagh and Jemison (1991) recognize four common challenges in managing mergers and
 acquisitions:
 • Ensuring that the acquisition supports the firm’s overall corporate renewal strategy:
 Acquisitions are strategic decisions that can both reinforce and change a firm’s direction., and
 often call a firm’s strategy into question. It is often difficult to reconcile the strategic logic of
 an acquisition and its demonstrable discounted cash flow calculations. Management need to
 tend to the complex relationships between a firm’s strategy, the uncertainties associated with
 acquisitions, and the pressure for results.
 • Developing a pre-acquisition decision-making process that will allow consideration of the
 “right” acquisitions and that will develop for any particular acquisition a meaningful
 justification, given limited information and the need for speed and accuracy:
 The decision making process can affect their decision or the acquisition outcome itself.
 Financial calculations may justify the price, but strategic or organizational aspects may be
 less clear, so a common view of the expected benefits and costs, and discussion about risks
 and how to manage them is imperative. The challenge is how to develop meaningful
 acquisition justifications despite the uncertainties, pressures, and limitations inherent in the
 acquisition decision making process.
 • Managing the post-acquisition integration process to create the value hoped for when the
 acquisition was conceived:
 Value is only created after the acquisition, when capabilities are transferred and people from
 both organizations collaborate to create the expected benefits or to discover others. “The key
 to integration is to obtain the participation of the people involved without compromising the
 strategic task” (Haspeslagh and Jemison, 1991:11)
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 It is likely that management will need to adapt pre-acquisition views to embrace reality, be
 able to create the atmosphere necessary for capability transfer, leadership to provide a
 common vision, and carefully manage the interactions between the organizations.
 • Fostering both acquisition-specific and broader organizational learning from the exposure to
 the acquisition:
 Learn how to deal with acquisitions, and use the opportunity to develop new insights into
 strategic direction and to adapt own organizational approach.
 Kostuch and Malchione (1998) simplify this perspective and identify two elements vital for a
 successful merger:
 • Strategic fit: It is difficult to create shareholder value if the underlying strategic justification
 for the deal is not solid. The strategic rationale must be sound and actionable.
 • Good integration: Most integrations begin by actually destroying value – cultures collide,
 personalities clash, political and organizational battles erupt, and anxiety sweeps through both
 firms. Focus on customers and competitors gets lost as the newly merged company turns its
 attention inward to deal with the upheaval. A well-defined and effective PMI process is the
 difference between a successful deal and one that never attains its goals.
 Too often, senior management does not understand how challenging integration will be. They
 underestimate cultural differences and acquiree resistance, and overestimate their own firm’s
 capabilities. They fail to realize just how must time and effort it will absorb, and the
 thousands of non-routine decisions that will need to be made covering every aspect of the
 corporation’s existence. They also do not anticipate hidden difficulties. Developing an
 explicit PMI plan forces management to address these and other complex issues.
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 Marks (1997) refers to judgements that interfere with management’s ability to achieve the
 anticipated synergies and financial gains:
 • Underestimating the multitude of integration issues and problems that arise as organizations
 come together.
 • Underestimating the drain on resources and the distraction from performance required to
 manage the transition from pre-to post-merger status.
 • Underestimating the pervasiveness and depth of the human issues triggered in a merger or
 acquisition.
 3. The Impact of Mergers and Acquisitions
 Cartwright and Cooper (1996) suggest that there are ‘five absolute truths’ common to all mergers:
 • Mergers and acquisitions are emotive events, which affect everybody:
 According to Mirvis (1985, in Cartwright and Cooper, 1996), employee reactions pass
 through four stages (the Kubler-Ross model of personal bereavement):
 Stage 1: Disbelief and denial
 Stage 2: Anger through rage and resentment
 Stage 3: Emotional bargaining beginning in anger and ending in depression
 Stage 4: Acceptance.
 • Mergers and acquisitions create an expectancy of change and increase organizational
 cohesiveness:
 The change causes conflict and a shared sense of loss, which increases cohesiveness when
 employees attempt to hold on to what they know. The common experience breaks down
 communication barriers and encourages interaction.
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 • Merger or acquiring management are invariably over-confident in their estimation of the
 speed and ease with which they can achieve integration:
 People aspects are ignored during the financial planning phase, and the adoption of the new
 culture often meets with resistance.
 • Mergers and acquisitions result in unplanned personnel losses:
 Rationalization and duplicity often cause job losses and redeployment (the most common fear
 is that of redundancy). Uncertainty and unhappiness with the new culture cause loss of talent.
 • Mergers and acquisitions are stressful:
 Common merger stresses include, fear of job loss, changes in colleagues, bosses and
 subordinates, loss of or reduced power, poor or inconsistent communication and changes in
 rules, regulations, procedural and reporting arrangements. The uncertainty of the situation
 manifests in five immediate concerns related to loss of identity, lack of information and
 increased anxiety, survival becomes an obsession, lost talent, and family repercussions.
 The resultant “merger syndrome” encompasses executives’ stressful reactions, the development
 of crisis management orientations, and the clash of cultures. Symptoms include preoccupation,
 imagining the worst, stress reactions, crisis management, constricted communication, illusion of
 control, clash of cultures, we versus they, superior versus inferior, attack and defend, win versus
 lose, and decisions by coercion, horse trading and default (Marks, 1997).
 4. People and culture issues as critical factors
 It is well documented that a high percentage of mergers fail to produce the desired results.
 Research shows that most mergers fail due to leadership issues related to unclear roles, poor
 decision making, integration difficulties, and cultural clashes, rather than for financial reasons
 (Thach and Nyman, 2001). “The high percentage of failure is mainly due to the fact that mergers
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 and acquisitions are still designed with business and financial fit as primary conditions, leaving
 psychological and cultural issues as secondary concerns” (Gilkey, 1991:331 in Bijlsma-
 Frankema, 2001).
 “Picture two icebergs in the ocean, where the tip of each represents the top management groups –
 primarily financial people – deciding the fate of the two companies and how the merger will
 work. As these top management groups set the merger in process, the two icebergs begin moving
 toward one another until the tips meet and mesh as one. Such a consolidation however, can never
 take place. As the icebergs approach one another, it is not the tops that meet; rather it is the much
 larger mass below the surface of the water, the respective cultures that collide. Instead of synergy
 there is a culture clash” (Kilman etal, 1985:427, in Bijlsma-Frankema, 2001).
 Marks (1997) describes the predictable stages observed during the culture clash:
 As people notice differences in how the other side approaches work,
 they come to revalue their own way of doing things.
 People begin to evaluate differences between the companies;
 and they come to view their own way as superior and the other as inferior.
 People begin to attack the other side and defend their own .
 (People from the other side are going through the same stages.)
 Eventually, one side “wins” as their way is adopted in the post-combination organization,
 leaving the other side feeling like losers.
 Figure 1: Stages Observed During a Culture Clash
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 A survey by the Bureau of Business Research (Johnson, 2000) states that the top five reasons for
 merger failure have more to do with people and culture issues than with financial issues. In order
 of importance, the top five reasons are:
 • incompatible cultures
 • inability to manage the acquired company
 • unable to implement change
 • synergy was not there or it was over-estimated
 • did not anticipate unforeseeable events
 A subsequent, extremely comprehensive study (Johnson, 2000) elicited similar findings:
 • inability to sustain financial performance (cited by 65 percent)
 • loss of productivity (60 percent)
 • incompatible cultures (55 percent)
 • loss of key talent (54 percent)
 • clash of management styles or egos (53 percent)
 • inability to manage or implement change (51 percent)
 • slow decision making (51 percent)
 • wrong people selected for key jobs (50 percent)
 Overall, people issues are perceived to be one of the most debilitating obstacles to successful
 mergers. It is thus apparent that the successful outcome of mergers has become increasingly
 dependent on the wide-scale integration of people – their systems, procedures, practices, and
 organisational cultures (Cartwright and Cooper, 1995).
 5. Culture and Organizational Performance
 A successful merger relies on exploiting the core competencies common to the organizations
 (Ghobodian, James, Lui and Viney, 1999). These reside in the organization’s intellectual and
 system’s capabilities and not merely in its physical assets (Quinn, Anderson and Finkelstein,
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 1996). Yet conventional due diligence in the past has focused on the financial and strategic
 aspects and ignored the management of organizational and human resource integration. The
 human resource issues are the most difficult to quantify and are often overlooked. Alternatively,
 this process is usually seen as secondary to the merger, and as something that can be addressed
 once the financial and legal matters have been finalized (Ashkenas, DeMonaco and Francis,
 1998). However the cost of managing organizational culture differences is one of the most
 pervasive in terms of long-term hidden costs. There is clear evidence linking organizational
 performance with a strong, dominant and coherent culture (Van der Post, De Coning and Smit,
 1998). Kotter and Heskett (1992) report phenomenal benefits in company’s that “managed” their
 cultures well, including revenue increases (of 682% versus 166%), stock price increases (of 901%
 versus 74%), and net income increases (of 756% versus 1%).
 Dennison’s (1990) model may be used to illustrate how four integrated modes of organizational
 culture may influence its performance (Table 1).
 Direction A properly defined and communicated mission statement provides meaning and a shared definition of the function and purpose of the organization and its members. Members can work collectively towards common goals that prescribe the appropriate course of action.
 Involvement High levels of inclusion, involvement and participation create a sense of ownership and responsibility. This results in a greater contribution, commitment to the organization, and reduces dissention, inconsistency and non-conformity.
 Consistency A shared system of beliefs, values and symbols provides a common framework as the basis for communication, and facilitates the exchange of information and coordination of behavior. Shared meaning/integration comes from a strong system of norms and expectations which determine behavior in a way that structures, rules and bureaucracy cannot achieve.
 Adaptability and Innovation
 Adaptability provides the ability to observe and respond to the external environment and to internal customers, and a capacity to restructure and reinstitutionalize a set of behaviors and processes that allow an organization to adapt and, therefore, survive. Innovation is the generation, acceptance, and implementation of new ideas, processes, products or services.
 Table 1: Four Integrated Modes of Organizational Culture
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 5.1 Assessing Organizational Culture
 Van der Post, De Coning and Smit (1997) relate different measures and characteristics of
 organizational culture as espoused by various theorists (Table 2).
 Gordons and Cummins
 Peters and Waterman
 Robins Bettinger
 Organizational clarity
 A bias for actions Individual initiative Attitude toward change
 Decision making Closeness to the customer
 Risk tolerance Strategic organizational focus on goals/objectives
 Organizational integration
 Autonomous and entrepreneurial leadership
 Direction Performance standards and values that contribute towards success
 Management style Productivity through people
 Integration Rituals to support and reinforce values
 Performance orientation
 Strongly managed value system
 Management support
 Concern for people
 Organizational vitality
 Knowing their business
 Control Rewards and punishments that positively reinforce behaviors
 Compensation Simple organization structures
 Identity Openness in communication and supervision
 Human resources development
 Decentralized authority
 Reward system Conflict resolution aimed at minimizing dysfunctional results
 Conflict tolerance Market and customer orientation
 Communication patterns
 A sense of pride in the mission and objectives of the organization
 Commitment to the organization and teamwork
 Table 2: Measures of Organizational Culture
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 In order to assess organisational culture, it is necessary to distil a set of unique dimensions which
 cover the essence of the above. Synthesising the one hundred and fourteen dimensions identified
 culminates in the emergence of fifteen culture dimensions (Van der Post et al, 1997), categorised
 and described in Table 3. Organisation integration, management style and locus of authority
 however, are some of the more critical aspects of mergers and acquisitions.
 Measure Description Conflict resolution Employees perception that they are encouraged to air conflicts and
 criticisms openly Culture management
 The extent to which an organization is actively and deliberately engaged in shaping its culture
 Customer orientation
 The seriousness with which an organization views the opinions and feedback from their customers and actively responds to this
 Disposition toward change
 The encouragement of employees to be creative and innovative and to constantly search for more efficient ways to get things done
 Employee participation
 The perception of the employees as being part of and participating in the decision-making process of the organization
 Goal clarity The clarity with which the organization creates objectives and performance expectations
 Human resources orientation
 The organization’s perceived regard for its human resources
 Identification with the organization
 The degree to which employees are encouraged to identify with the organization
 Locus of authority The responsibility, freedom and independence that individual employees have within the organization
 Management style The degree to which managers provide clear communication, assistance and support to their subordinates
 Organization focus The perception that the organization is concentrating on the activities which are fundamental to the business
 Organization integration
 The integration of sub-units within the organization and the active encouragement of co-operation between these units by co-operating effectively towards the achievement of overall organizational objectives
 Performance orientation
 The emphasis placed on individual accountability for clearly defined results and a high level of performance
 Reward orientation The allocation of rewards for employee performance Task structure The degree to which rules, regulations and direct supervision are
 applied to manage employee behavior
 Table 3: Fifteen Distilled Cultural Dimensions
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 5.2 The Functions and Types of Organizational Culture
 Hofstede, Neuijen, Daval-Ohayr and Sanders (1990) account for differences between
 organizations in terms of their practices, according to the following dimensions:
 • Process oriented versus results oriented
 • Employee oriented versus job oriented
 • Parochial (employees derive their identity from the organizations) versus
 professional (employees derive their identity from the job they perform)
 • Open versus closed system of communication
 • Loose versus tight control (degree of formal internal structure)
 • Normative (perceives their task towards the outside world as the implementation of
 inviolable roles) versus pragmatic (customer orientation is market driven).
 With the exception of employee oriented versus job oriented and open versus closed system of
 communication, which are related to the philosophy of cultural founders and leaders, an
 organization’s position in these dimensions is considered to be the result of the type of business
 activity that it engages in.
 Harrison (1972) suggests four main types of organizational culture (see Table 4). There are four
 basic culture types which can result in ten possible combinations: (1) power with power, (2)
 power with role, (3) power with task, (4) power with support, (5) task with support, (6) role with
 role, (7) role with task, (8) role with support, (9) task with task, and (10) support with support.
 Only four of the ten permutations relate to combinations between similar types, of which support
 with support is unlikely to occur. Therefore it is more likely that a merger will result in a
 combination of organizations with dissimilar cultures.
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 Power Cultures Power rest with one individual – autocratic and based on tradition. Emphasis on individual rather than group decision making. Inequitable reward systems based on personal preferences. Low morale and feelings of powerlessness.
 Patriarchal Power Cultures
 Owner’s power considered legitimate. Personal stake or commitment to future of the business. High degree of concern towards employees. Experienced as oppressive.
 Autocratic Power Cultures
 Power based on leadership status or position. Not considered genuinely interested in future of the business. Experienced as oppressive and dissatisfying because power is resented.
 Role Cultures Hierarchical, status oriented, and competitive. Exclusively results-oriented (financial). Formal procedures regulate how work is done. Role requirements, boundaries of authority, and reporting arrangements are clearly defined. Offer security and predictability, but innovation and risk-taking behavior is constrained. Experienced as ‘small cogs in a big wheel.’
 Task/Achievement Cultures
 Emphasize completion of the task. Team culture and commitment to the task bonds people. What is achieved is more important than how. Task expertise is valued above personal or positional power. Flexibility, autonomy, creative, satisfying environments. Lack of formal authority.
 Person/Support Cultures
 Egalitarian, nurtures personal growth and development. Structure is minimal. Information, influence and decision making are shared collectively. The organization is subordinate to the individual.
 Table 4: The Four Types of Organization Culture
 5.3 The Implications of Culture Types for Organization Combinations
 Harrison (1972) asserts that a successful merger or acquisition depends on the ability of decision-
 makers to identify a potential merger partner or acquisition target that represents both a good
 strategic and cultural match, as cultural compatibility would seem to imply cultural similarity. If
 the degree of dissimilarity between the two culture types is important in determining the degree
 of change each partner will be required to accommodate in order to reach a new ‘best of both
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 worlds’ culture, then it is important to the success of the merger that they are of the same or of
 adjacent types and not at opposite ends of the continuum.
 Once the culture types of the organizations have been identified, the degree of similarity/
 dissimilarity between them must be considered. There are few pure or ideal culture types and it is
 therefore appropriate to regard the types as ranging on a continuum in terms of the degree of
 constraints they place on individuals. By plotting the relative position of both parties to any
 combination on the continuum at the outset, the degree of similarity/dissimilarity of the initial
 cultural relationship between the two can be assessed (Figure 2).
 Figure 2: Potentially Successful Merger between ‘Role’ and ‘Task’ Cultures and the Potentially
 Unsuccessful Merger between ‘Power’ and ‘Support’ Cultures, due to their Proximity on the
 Continuum
 5.4 Cultural Contracts
 Which combination of dissimilar cultures has more chance of success than another combination?
 The issue therefore of cultural compatibility is related to the type and the implicit terms of the
 organizational ‘marriage’ contract or partnership agreement. There are three possible forms such
 a contract may take. These are dependent on the motive, objective, and power dynamic of the
 combination (Cartwright and Cooper, 1995; 1993).
 • The Open Marriage:
 This transpires when the acquirer or dominant party is contented with the current performance
 of the acquired organization, and has confidence in its existing management and their ability
 to achieve its future growth potential. This type of acquisition usually represents a purely
 Cultural Integration
 Autocratic Patriarchal Closed Open
 Task/achievement Person/support
 Merger partner Merger partner
 Power Role
 Cultural Integration
 Autocratic Patriarchal Closed Open
 Task/achievement Person/support
 Merger partner Merger partner
 Power Role
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 strategic extension of the acquiring organization’s activities. The acquirer’s role is primarily
 to support its acquisition and to provide investment in order to facilitate its development and
 growth. The essence of an open marriage is non-interference and the acquired organization
 operates autonomously and maintains its existing culture, provided the expected financial
 results are achieved. Open marriages occur more often in unrelated acquisitions, but can also
 work in related acquisitions.
 Many acquisitions deteriorate because the acquirer does not resist the temptation to change
 things or they are not prepared to tolerate any multiculturalism amongst their acquired
 organizations. Open marriages falter if financial results decline or the management changes.
 Consequently, the acquirer loses trust and confidence in the organization and will either
 dispose of the organization or revert to a more traditional form of relationship.
 • The Traditional Marriage:
 This occurs when the acquirer or dominant partner is dissatisfied with the current
 performance of the acquired organization and its management. The acquisition is often made
 for strategic or financial reasons, and the acquirer’s role is to redesign the acquired
 organization. Change is radical and wide-scale and the acquired or ‘merged’ organization
 adopts the practices, philosophies, procedures and culture of the acquirer.
 The success of a traditional marriage depends on the willingness of the merged partner to
 adopt and assimilate the acquiring organization’s culture. The acquirer may either respond
 with a ‘heavy hand’ or fire people if difficulties occur when the acquired organization resists
 or seeks to renegotiate the terms.
 • The Modern or Collaborative Marriage:
 This occurs when there is a high degree of respect between parties and recognition that
 integration of operations or expertise will be of mutual benefit. Both parties have
 complementary strengths and make a contribution through shared learning. Collaborative
 marriages seek to build on and integrate both organizations’ cultures, and are rare.
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 Clearly culture types are less significant in ‘open marriages’ than in traditional or collaborative
 marriages. As the objectives of ‘traditional marriages’ and ‘collaborative marriages’ are different,
 acquirers require different characteristics in their partners. Success for a traditional marriage
 depends on the ability of the acquirer to change the culture of the acquired, whereas success in a
 collaborative marriage depends on the degree to which the cultures can work together and
 integrate. When there is a genuine merger and the relationship takes the form of a collaborative
 marriage, integration requires compromise.
 5.5 Successful ‘Marriages” (Combinations)
 There are three possible types of organisational ‘marriage’: either the acquiring organisation
 imposes its own culture , or seeks to integrate the two cultures, or allows the acquired business to
 maintain a separate and different cultural identity (Cartwright and Cooper, 1995). Cartwright and
 Cooper (1996; 1993) posit two types of successful ‘marriage’:
 • A good culture match:
 Successful traditional marriages - if the intended direction of culture change is perceived to
 increase employee participation and autonomy.
 Successful collaborative marriages - a reasonable degree of cultural similarity is necessary for
 the potential to create ‘the best of both worlds’ in genuine exchange mergers.
 • Mutual agreement of both organization’s members regarding the terms of the ‘marriage’
 contract:
 Successful acquisitions (clear power relationship) – acquired organization must recognize and
 accept assimilation and adoption of the other culture.
 Successful mergers (ambiguous power dynamics) – terms have to be negotiated, clearly
 communicated, and accepted by both parties.
 Bate (1990) suggests four broad approaches to such cultural change (Table 5). (There is no single
 ‘correct’ approach to cultural change, and any primary approach should be complemented by at
 least one other.)
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 Approach Aim Characteristics Aggressive To destroy the old culture
 rapidly, by whatever means necessary, regardless of how unpopular.
 Time urgency, insensitivity, and lack of respect. Achieved by disruption and fear, therefore alienating.
 Conciliatory To treat people as rational beings without coercion.
 Effectively avoids conflict. Introduces new culture gradually. Soft sell may result in non-response.
 Corrosive To affect change throughout the organization by directing change at specific powerful individuals or groups/alliances/coalitions.
 Effective, but key individuals may sabotage or resist instead of accepting and endorsing the implementation of change.
 Indoctrinative To teach the new culture through planned learning and training programmes.
 Effective in communicating the ‘content’ of the new culture at a deep structural level. May be perceived as propaganda, resulting in resentment and resistance.
 Table 5: Approaches to Implementing Cultural Change
 6. The role of leadership during post-merger integration
 Other authors also provide checklists to facilitate integration. Tetenbaum (1999) lists seven key
 practices for integrating people and cultures, while Pritchett and Pound (1997) define 15 key
 ground rules for the successful management of mergers and acquisitions. Ashkenas et al, (1998)
 formulated a model consisting of four action stages to be employed as a framework to identify
 related problems.
 Notwithstanding the usefulness of these guidelines, perhaps the most compelling factor is that of
 communication. Successful integration depends on management’s ability to gain employee trust
 through frequent communication before and after the merger (Nikandrou, Papalexandris and
 Bourantas, 2000). Klein (1996) describes a detailed communication strategy. For instance, during
 the ‘unfreezing’ stage leading up to the merger, communication should be characterised by
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 explanations, rationales, and reassurances. During the integration, deal with uncertainty, focus on
 specifics, and report progress. As soon as possible, provide information on what will happen to
 employees, background of the other organisation, and the long-term strategy for the merger,
 emphasising the positive aspects. The post-integration phase should include more concrete
 information and share organisational outcomes (publicise successes). Communicate regularly,
 even if there is no progress or change to report (Thach and Nyman, 2001).
 Thach and Nyman (2001) suggest that various leadership skills are required during pre-
 combination, combination, and post-combination phases. During a prolonged atmosphere of
 uncertainty and anxiety leading up to the merger, leaders need to attend to the emotional issues by
 providing opportunities for employees to discuss their fears and anger. Help employees to see the
 positives given by the change, and the opportunities it may hold for them. Spend time trying to
 understand their needs. HR support and counseling services should also be made available.
 During the upheaval as the two entities merge their systems, processes, and functions, leaders
 need to clarify roles, set policies, and provide direction. It is critical to push for speed in decision-
 making, communication, and integration, while protecting the bottom-line and meeting customer
 needs. Leaders therefore need to keep employees focused on their day-to-day work, and help
 them to see the impact of their work on the success of the merged business. Strongly reinforce all
 behaviours that support the integration process, and encourage creativity and innovative ways of
 doing things better. Leaders should also quickly establish relationships with people in the other
 company, and learn about their work processes and culture/values system, such that power plays,
 suspicion of motives, and protection of turf is minimised. Maintain enthusiasm and energy to
 instill the values and culture of the newly merged firm as quickly as possible (Allan and Thatcher,
 1995).
 Other key management behaviours which facilitate cultural integration are also expounded in the
 literature (Bijlsma-Frankema, 2001; Johnson, 2000; Nikandrou et al, 2000; Kostuch and
 Malchione, 1998; Guidice, 1997; Smith and Quella, 1996). Bijlsma-Frankema (2001) outlines
 some general factors affecting success or failure of integration (see Table 6).
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 Factor Characteristic Cultural fit: The higher the cultural fit, the less aversion-prone the process of cultural integration will be. But too much fit can reduce the synergetic effects to be expected.
 Preferences for style of management Degrees and ways of planning Formalization Reward and sanction modes Time perspective Orientation to growth
 Cultural potential: Cultural traits that guide the way in which relations with other organizations and cultures are generally handled.
 Innovative potential: i.e. openness to new values and ideas. Trust potential: A general tendency to trust others. Mutual dependence potential: A tendency to think in terms of two parties needing each other to arrive at common goals. Integrative potential: A tendency to invest in psychic kinship, in sorting out differences, in understanding their meaning, and a preference for co-ordination of behavior based on shared norms and values.
 Competent managers: To guide the process in the right direction. Requires two competencies: 1. The ability to scan the
 environment, read the signs of threat, see opportunities for the new firm, and to translate this knowledge into a sustaining strategy.
 2. The ability to get the management teams of the two firms in a relationship of co-operation in designing the strategy, combining the best insights of each team in a management logic that, due to the synergy flowing from the co-operation, is superior to the former ones.
 Managing the relation with the external environment: Designing a clear structure in mutual co-operation that is fit to operate successfully in the environment. Managing internal integration: Furthering cultural integration at the levels of management and employees to a point where synergy prevails and disintegrative tendencies are minimized. Managing commitment of employees: Furthering cultural adaptation to the new structure to a point where employees commit themselves to the new way of doing things, resulting in levels of internal productivity that sustain the success of the new firm.
 Table 6: Other Factors Affecting Success or Failure of Cultural Integration
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 7. Consequences of Employee Reactions to Integration
 Bijlsma-Frankema (2001) posits three cultural explanations of productivity losses experienced by
 a merged entity, summarized below (Table 7). Other typical pre- during- and post-merger
 concerns are elaborated upon in Appendix 2.
 Reason Observed behaviors Consequences Cultural adaptations mostly lag behind structural changes. Change in structure will bring about (temporary) frictions between the (sub)cultures and the structure. The structure is too weak to keep the sub-cultures sufficiently integrated and oriented towards co-operation. The culture of the merging firms differ from each other and may even clash. A lack of unity and quality leadership at the level of top management in performing its task of designing and implementing the changes in structure and culture necessary to make the new firm successful in coping with its environment.
 Shirking work, free-riding, high error rate, absenteeism, loss of key talent. Behavior connected to goal-displacement, ritualism, retreatism, fatalism. Formation of anti-organization groups (antipathy). Low-trust relations between groups or enduring conflicts (like uncooperative behavior, mutual obstruction of strivings between groups or disempowerment of management). Cynicism and tensions increase, while self-confidence, cohesion, and efficiency decrease. Communication deteriorates, them-and-us feelings and power struggles, aversive diversity, low levels of trust and co-operation.
 Temporary loss of efficiency or chronic stagnation and decay, because energy is expended on coping with these problems, resulting in sub-optimal productivity levels. The organization’s energies are employed more and more in the search for excuses and scapegoats, and in the obsessive repetition of types of behavior which once suited the problems at hand, but are no longer adequate for managing them properly. Loss of trust and loyalty, declining morale, motivation and commitment. Reduced tolerance toward change (change weariness), Momentum is lost, team efforts suffer, and burn-out.
 Table 7: Three Cultural Explanations of Productivity Losses
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 In mergers and acquisitions, there is a need for cultural adaptation and also integration into a new
 form that sustains and enables the new organization in a productive way. Culture is instrumental
 in the manner in which employees react to a merger, ranging from rapid adaptation and
 commitment, to unproductive behaviors such as resistance and withdrawal (Bijlsma-Frankema,
 1997). There is often poor communication during the pre-combination phase, which creates an
 atmosphere of uncertainty and ambiguity, which provokes rumour-mills and high levels of
 anxirty (Thach and Nyman, 2001). After the merger, a strong sense of betrayal may pervade the
 acquired company’s employees, and productivity generally falls by about 50 percent during the
 first few months (Thach and Nyman, 2001). In addition to lowered morale, job dissatisfaction,
 acts of sabotage and petty theft, absenteeism and concomitant stress, voluntary labour turnover
 and a substantial outflow of talent and expertise may result (Cartwright and Cooper, 1995).
 8. Framework for Post-Merger Integration Analysis
 Haspeslagh and Jemison (1991) view integration as an adaptive process of interaction that occurs
 when companies unite in an atmosphere conducive to capability transfer. Value creation comes
 from actual strategic capability transfer, which depends on the ability to understand each other’s
 organizational context. Fully comprehending the process of value creation, therefore, necessitates
 a shift in management focus from immediate financial consequences or current product-market
 positions to the capabilities that underpin these positions or financial outcomes in the long-term.
 “Integration is an interactive and gradual process in which individuals from to organizations learn
 to work together and cooperate in the transfer of strategic capabilities. Difficulties in managing
 the integration process, however, are not just the offspring of difficulties in bringing about the
 capability transfer itself. Creating an atmosphere that can support it is the real challenge. Shaping
 such an atmosphere is especially difficult because problems in the integration process itself tend
 to subvert its creation. To minimize those problems and to integrate two organizations
 successfully, the acquiring firm must give systematic attention to the interactions between the
 firms that create the atmosphere needed for capability transfer and successful integration.”
 (Haspeslagh and Jemison, 1991:106-7).

Page 31
						
						

COPYRIG
 HT U
 CT
 Literature Review Organisation Meltdown – Facilitating Post-Merger Integration
 21
 Haspeslagh and Jemison (1991) conducted in-depth research into the factors inherent in
 successful and unsuccessful mergers and acquisitions. They developed a theory on the merger
 and acquisition process (see Appendix 3), the components of which are described below.
 8.1 Problems in the Integration Process
 “Post-acquisition reality is often very different from what was expected, no matter how
 completely the pre-acquisition analysis has been done. The differences occur because additional
 information becomes available or because of unexpected events such as changes in the industry,
 technology, or competitors’ reactions, changes in other parts of the parent firm, or resistance from
 competing organizational ideologies within the combined units” (Haspeslagh and Jemison,
 1991:124). Haspeslagh and Jemison (1991) describe three integration problems that may arise
 which impact on the atmosphere. Refer to Table 8.
 Problem Description A false sense of security clouds the managers’ abilities to realize that changing circumstances can affect their prior assumptions and the acquisition’s success because the original justification was developed so persuasively that it is difficult to dispute. Also creates feelings of comfort and single-mindedness about the ease with which benefits can be created. Unexpected events (external shocks, changes in the industry and competition, friction and adversarial behavior).
 Determinism: The tendency to adhere to the original merger justification despite changing circumstances. Management inflexibility is due to a false sense of security created by the original justification, and exacerbated by confusion and frustration as the combined company attempts to meet the merger’s expectations.
 Cycle of confusion and frustration because initial presumptions are being questioned, undermined by external factors, or proven incorrect (senior management), or bosses inflexibly hold them to the original plan without regard to the changes in assumptions dictated by changes in the firm’s direction. Causes managers to increase their commitment to the original acquisition justification, instead of addressing the factors causing the problems, and consider fewer ways in which the two firms can work together beyond those originally envisioned and tend to seek only a limited understanding of the other firm.
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 Problem Description
 Changes foster uncertainty, fear and a tendency toward self-preservation, which reduces the willingness and capacity of the employees to participate in capability transfer. Economic value destroyed if they lose their jobs, job security, or benefits from eliminating redundancies or standardization of operating procedures. Psychic value destroyed by rumors, presumptions, actions, and decisions, e.g. opportunity for career advancement, status of membership. Ideologies serve as the focal point for resistance to change and rivalries that develop, culminating in employees leaving the firm, retreating to past behaviors, or taking no initiative.
 The destruction of value for employees (both management and staff): Uncertainty, fear and self-preservation reduce the willingness and capacity to fully participate.
 Crucial to know when to accommodate people’s needs and when to press ahead.
 Problem Description
 Limits cause-effect knowledge, the willingness to participate, and organizational slack. Must infuse new values, philosophy, purpose, and how they could work together.
 A leadership vacuum: The lack of appropriate leadership to articulate a new purpose, broad vision and value system for the combined firms, and accommodate the respective needs of both companies.
 Must not focus predominantly on performance expectations for the acquisition and delegate issues of capability transfer to operating managers, e.g. • the analyses used to justify the acquisition provide a
 convenient set of targets (no longer projections, now expected);
 • or senior managers detach themselves from the integration process so they could make more objective judgements about the acquisition’s performance;
 • or the pre-acquisition process excluded middle management who therefore do not have a thorough understanding of the two firms and ways in which they might work together to create value.
 Table 8: Problems in the Integration Process
 8.2 Atmosphere for Capability Transfer
 Before any capabilities can be transferred between the original companies, management must
 endeavor to create the right atmosphere, specified by Haspeslagh and Jemison (1991) as:
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 • A reciprocal understanding of each firm’s organization and culture:
 “If a firm’s strategic capabilities are embedded in the context of its organization and culture,
 then transferring and applying them successfully require an appreciation for the contexts from
 which they come and to which they will be transferred. Also required is an appreciation of
 any adjustments necessary to use them appropriate in the new context. Any company that is
 party to an acquisition should know and appreciate the other firm’s values, history,
 organizational approach, personnel makeup, and culture. Reciprocal understanding does not
 mean that one firm is co-opted into the other’s way of doing business and its culture. Instead,
 the organization receiving the capability needs to be able to understand how and why the
 capability worked in its original context” (Haspeslagh and Jemison, 1991:111)
 This is a two-phased learning process: each party learns about the other, then each learns
 about the capability to be transferred, e.g. first learn to understand each other’s operations and
 put the capability they expect to transfer into context before adding new products to the
 distribution system.
 • The willingness of people in both firms to work together after the acquisition:
 Fears for job security, loss of power or control over resources. The destruction of value for
 employees limits their willingness to work together toward capability transfer. Differences in
 firm size, desire to hold on to old ways of doing things, reward systems, prior experience with
 acquisitions, uncertainty about changing, and an inability to understand what the future would
 be.
 • The capacity to transfer and receive the capability:
 The capacity must exist and the appropriate people in both firms must be able to transfer or
 receive it (possess the critical mass of intellectual and organizational abilities needed to use
 and apply hat is acquired. Time overload facing managers is an obstacle (use gatekeepers).
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 • Availability of discretionary (slack) resources:
 The ability to commit additional resources to deal with operational and strategic
 contingencies (protection and maneuvering room to avert a premature fixation on short-term
 results, and to help foster the atmosphere needed to support the transfer).
 • A cause-effect understanding of the benefits expected from the acquisition:
 The acquisition’s broad initial purpose must be clarified in operational terms for the middle
 and operating-level managers who must work out the details for bringing the two firms
 together. Managers need to understand the nature, the source, the timing, and the
 predictability of the benefits they expect from an acquisition. The managers must understand
 how acquired capabilities can lead to improved competitive advantage before they can apply
 them. They must understand the source of benefits, which may be evolutionary and difficult
 to predict beforehand.
 8.3 Transfer of Strategic Capabilities
 Value is created by transferring strategic capabilities, which requires creating and managing
 interdependencies between both organizations. This disturbs the boundaries, which may be
 resisted/resented by the acquired managers who want to keep their identity and their way of doing
 things. Thus, the nature of the interdependence and how it is managed is important (Haspeslagh
 and Jemison, 1991).
 “Focusing on the capabilities that underlie competitive advantage and on the capability transfer
 that is expected to flow from an acquisition allows managers to link the desired results (an
 improvement in competitive advantage) with the processes through which these results are
 achieved over time (the activities and interactions involved in capability transfer). These activities
 involve the challenges not only of acquiring these capabilities, but also of preserving them,
 transferring them to the appropriate setting, and applying them in expectation of improved
 competitive advantage” (Haspeslagh and Jemison, 1991:37).
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 Haspeslagh and Jemison (1991) name four types of strategic capabilities transfer (Table 9).
 Type of Strategic Capability Transfer Resource Sharing Functional Skills
 Transfer General Management Skills Transfer
 Combination Benefits
 Cost improvements from economies of scale or scope resulting from rationalization of some of the operating assets of both firms; e.g. sharing distribution channels, bottling, production.
 One firm improves its competitive position by learning from another.
 Improving the range or depth in setting corporate direction and leadership, strategic planning, financial planning, control, or HR management (improved strategic/ operational insight, coordination, or control).
 Excess cash resources, borrowing capacity, greater size/market power results in market power and increased purchasing power, leveraging financial resources, greater stability, reputation.
 Requires boundaries to be dissolved.
 Requires continuing interference and involvement.
 Slightly less disruptive because involvement by hierarchical superiors is considered legitimate.
 Available automatically as a result of the combination and are not related to capability transfer.
 Table 9: Four Types of Strategic Capability Transfer
 9. Four Primary Integration Approaches
 Haspeslagh and Jemison (1991) categorize the integration approach chosen along two key
 dimensions (refer to Table 10 and Table 11):
 • Strategic interdependence need: depends on the nature of the strategic capability transfer
 delineated above.
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 • Organizational autonomy need: capability transfer requires different degrees of boundary
 disruption or dissolution, but the preservation of capabilities requires boundary protection (i.e.
 organizational autonomy).The following questions assist:
 - Is autonomy essential to preserve the strategic capability we bought? Only if the survival
 of the strategic capabilities on which the acquisition is based depends on preservation of
 the organizational culture from which they come. Will maintaining the difference between
 the two cultures in the long-term serve a useful purpose?
 - If so, how much autonomy should be allowed?
 - Is which areas specifically is autonomy important? Are the capabilities widely spread or
 embedded in an isolated unit?
 Need for Strategic Interdependence Low High
 High
 Preservation
 Symbiosis
 Need for Organizational Autonomy Low [Holding] Absorption
 Table 10: Types of Acquisition Integration Approaches (Haspeslagh and Jemison, 1991).
 Type Description of Approach Absorption Implies full consolidation over time, of the operations, organization, and
 culture of both organizations. The key to successful integration is timing. Preservation Keep the source of the acquired benefits intact, because deterioration in
 the acquired or acquiring company’s ways of managing, practices, or even motivation would endanger success. The main benefit is the ability to bring funding to the acquired company, or create value through ambition, risk-taking, professionalism. (nurturing and learning).
 Symbiosis First co-exist and then gradually become increasingly interdependent. Simultaneous boundary preservation and boundary permeability (complex managerial challenges).
 Holding The firm has no intention of integrating and creating value through anything except financial transfers, risk-sharing, or general management capability.
 Table 11: Description of Integration Approach
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 9.1 Choice of Integration Approach
 The optimal integration approach, for maximum contribution to the renewal process, is
 determined by the original purpose of the merger/acquisition, as suggested in Table 12. It is
 paramount that “the manager should not deviate from the strategic task – transferring capabilities
 to create value – unless the argument for autonomy corresponds to a real need for boundary
 protection” (Haspeslagh and Jemison, 1991:143).
 Description Acquisition Purpose Typical Integration Approach
 Domain Strengthening
 To deepen the firm’s presence in an existing domain.
 Absorption
 Domain Extension
 To combine new capabilities for one firm with a new business opportunity for the other.
 Symbiotic or Absorption
 Domain Exploration
 To move into new businesses that at the same time require new capability bases.
 Preservation
 Table 12: Integration Approach Depends on Acquisition Purpose
 How value is created in each integration approach is summarized in Appendix 1.
 Other considerations include:
 • Quality of the acquired company (where quality is defined as the ability of the acquired firm’s
 management to extract the strategic purpose of the acquisition).
 • Acquisition size (absolute and relative), and the stage of the acquired firm’s market and
 organization development or maturity.
 • The acquired company’s profitability.
 • The functional area in which the synergies reside.
 • The similarity of the respective cultures.
 Regarding the last mentioned factor, Appelbaum etal (2000a) propose an approach to cultural
 integration which encompasses the congruence between the employees’ distinct preferences and
 perceptions of the culture of their own and the other organization. This framework results in four
 modes through which “acculturation” may take place (refer to Table 13).
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 “Mode” Outcome Integration When members of the acquired firm want to preserve certain aspects of
 their own culture, and also values aspects of the other culture and would like to incorporate these aspects. This usually leads to structural assimilation of two cultures, but little cultural and behavioral assimilation.
 Assimilation This is always a unilateral process in which one group willingly adopts the identity and culture of the other. The acquired firm will be absorbed into the acquirer, and it will cease to exist as a cultural entity.
 Separation Involves attempting to preserve one’s culture and practices by remaining separate and independent from the dominant group. There will be minimal cultural exchanges between the two groups, and each will function independently.
 Deculturation Involves losing cultural and psychological contact with both one’s group and the other group, and involves remaining an outcast of both.
 Table 13: Four Modes of Acculturation
 The preferences and perceptions (views) of employees may give an indication of the form of
 cultural integration which should be embarked upon. Table 14 and Table 15 provide two matrices
 which prescribe the optimal “acculturation” mode (Appelbaum etal, 2000).
 How much do members of the acquired
 firm value preservation of their culture? Very much Not at all
 Very attractive
 Integration
 Assimilation
 Perception of the attractiveness of the acquirer
 Not at all attractive
 Separation
 Deculturation Table 14: Determining “Acculturation” Modes (1) Culture: degree of multiculturalism Multicultural Unicultural
 Related
 Integration
 Assimilation
 Diversification Strategy: Degree of operational related-ness of firms
 Unrelated
 Separation
 Deculturation
 Table 15: Determining “Acculturation” Modes (2)
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 10. Concluding Remarks on Post-Merger Integration
 “The object of a merger is to eliminate costs, achieve necessary economies of scale, or gain size
 and synergy for increased marketing clout” (Guidice, 1997). Yet an organisation involved in a
 merger or acquisition is extremely vulnerable, and recent research shows that these M&As have a
 negative impact on the financial performance of the new entity (Appelbaum, Gandell, Shapiro,
 Belisle and Hoeven, 2000). There are many possible reasons for failure, including poor strategic
 concepts, personality/leadership clashes, cultural differences, poor employee morale, and
 incompatible information systems (Adams and Neely, 2000). The most frequently cited cause is
 the failure to integrate the cultures of the two entities successfully.
 While the purpose of a merger or acquisition is profitable, sustainable growth, this potential can
 only be achieved by establishing early momentum, exploiting the opportunity to re-engineer
 processes and re-segment markets, modeling a new culture, and crafting and pursuing a longer-
 term vision (Smith and Quella, 1996). Merger synergy relies on the wide-scale integration of
 people and their organisational cultures (Cartwright and Cooper, 1995). Thus, “although the
 strategic fit of an acquisition is the basis of the potential for value creation, it is managing the
 acquisition process well that underlies actual value creation” (Haspeslagh and Jemison,
 1991:164).
 The following issues appear to be key to creating value through integration (Haspeslagh and
 Jemison, 1991):
 • Having an initial view of the integration approach that corresponds to the integration setting,
 and being able to deliver on the intended approach.
 • Balancing expectations between determinism and adaptation (flexibility): post-acquisition
 reality is always different from the original acquisition justification (being able to adjust one’s
 initial view of the integration approach to be followed, i.e. the absence of determinism).
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 • Providing enough of the right kind of institutional leadership: leaders to reformulate and
 credibly communicate the new purpose of the combined firms and its implications to all
 affected parties, to counteract the effects of uncertainty, insecurity, and value destruction.
 • Ensuring the presence, quality, and support of interface management between the two firms:
 creating value in an acquisition requires creating the atmosphere within which capability
 transfer can take place. Filter out influences that are counterproductive (“gatekeepers”).
 • Carefully pre-plan the integration approach, with due consideration for the people and culture
 issues. Constant communication to encourage buy-in, and time and effort devoted to the
 expression of anxieties and concerns.
 It is thus evident from the literature that successful post-merger integration is complex and
 perhaps one of management’s most critical tasks in implementing organisational change.
 Appelbaum (2000) suggests that it could take up to seven years before employees feel truly
 assimilated into the merged entity. During this post-merger phase it is necessary to monitor
 progress and make adjustments as necessary (Adams and Neely, 2000). For instance, Kostuch
 and Malchione (1998) recommend that merged companies review whether the post-merger
 integration has been successful by investigating certain questions. Likewise, Appelbaum (2000)
 describes a tracking programme to measure the aftermath of the merger, which should include
 employee attitude surveys, confidential interviews and focus groups. The questions posed by
 these authors are presented in Appendix 4.
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 APPENDIX 1: INTEGRATION APPROACH AND STRATEGIES FOR CREATING
 VALUE
 Integration
 Approach
 Value Creation
 Blueprint for consolidation:
 • Choose a single leader to manage the integration process
 • Choose the management team that will lead
 • Set up a transition structure, including specific task forces, in
 the key integration areas
 • Manage to an integration calendar
 • Communicate throughout the process
 Manage the combination/rationalization process
 Move to best practice
 Absorption
 Harness original complementarity
 Continued boundary protection (preserve distinct culture;
 tolerance of continuing differences)
 Nurture the acquired company (value from accelerated business
 development)
 • Instill ambition
 • Practical support
 • Stay vigilant
 Accumulate learning about new industry
 • Learn about the business
 • Learn from the business
 Preservation
 Champion resource commitments
 Start with preservation
 Reach out rather than reach in (encourage interactions)
 Swap operational responsibility for strategic control
 Symbiotic
 Gradual amalgamation
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 APPENDIX 2: COMMON PRE-, DURING- AND POST-MERGER CONCERNS Concern Pre-Merger During-Merger Post-Merger Other Actions Corporate Culture: concerns the stability, identity and traditions of the organization
 Decide on culture model • Use one or
 the other culture
 • Incorporate strongest aspects of either culture
 • Create completely new culture
 Become detached and cynical about true intentions of the merger Self-protection, resistance, maintain status quo
 Problems of adjustment: Fear and anxiety over loss of control, possible loss of jobs, loss of effective and close team members, uncertainty about new team members and supervisors to be inherited
 Involve the HR specialists
 Create clear boundaries, roles, responsibilities
 Personal crisis/panic: listlessness, apathy, preoccupation with the past, lack of commitment to new culture, active resistance to new system
 Fear of taking risks, raising sensitive issues
 “Us-versus-them” thinking: loss of cooperation, disagreements, friction
 Find common ground through clearly articulated vision, mission, values system, goal-orientated actions and small successes
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 Concern Pre-Merger During-Merger Post-Merger Other Actions Change: - Results in a sense of helplessness, loss of control over the situation, lowered self-image
 Programmes to deal with loss, grief (mourning), uncertainty, depression
 Identify what is ending and who is losing what, and bring the perceived/real losses out into the open, express concern and empathy
 Heightened resistance to the change itself: Communicate clearly and help them to visualize the change
 Provide clear direction (short- and long-term goals); Provide consistent and stable leadership;Provide appropriate training; Provide supportive working environment; Monitor progress through feedback
 Explain rationale behind change, provide information, and help employees understand why change is necessary
 Provide a sense of what to expect, preparedness of what is to come, minimize surprises; Expect an “over-reaction”
 Heightened resistance to the merger: distrust in motives, the culture, loss of respect, fear of actual loss; Employer becomes the enemy
 Get employees actively involved, heard, valued, respected
 Fear of job loss: anger, frustration, sadness, helplessness, resentment, insecurity
 Help the survivors heal: uncover repressed feelings through small discussion groups
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 Concern Pre-Merger During-Merger Post-Merger Other Actions Stress Realizations:
 • A major event has occurred over which they have no control
 • Leads to uncertainty about the future (loss of control, autonomy, power , prestige)
 • Face changes in jobs and relationship
 Reactions: • Prioritize
 own survival
 • Destructive competition
 • Express anger over loss
 Tension, distrust, defensive, over-vigilant, attempt to reduce uncertainty, deal with stress in unproductive ways (e.g. distort perceptions) “Groupthink” “Us-versu-them” mentality
 Alleviate “survivor” guilt;Merger Syndrome (increased centralization, decreased communication from management to employees) Post-merger malaise (fear of losing job, boss, co-workers; moving from security of the known to something completely different and unknown; not receiving proper recognition for work; career limitations)
 Forecast: • Demand for
 each type of employee
 • Which employees can be shifted from low to high demand assignments
 • Rates of attrition in each job category
 • Availability of replacements
 • Costs of replacements
 • Transaction costs of alternative workforce change tactics
 • Costs of keeping underutilized employees on the payroll
 Merger timetable: Forewarn employees of the merger and the implications
 Concern with how they will integrate into the new system and where they will be in the hierarchy
 • Disseminate information
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 Concern Pre-Merger During-Merger Post-Merger Other Actions Communication- Results in reduced productivity and absenteeism
 Lack of top-down communication promotes circulation of rumors due to uncertainty and speculation
 Conscientiously plan for a communications programme and implement transition and support mechanisms
 Information should be timely, comprehensive, and repeated in many media
 Distrust: must be truthful, open and forthright
 Must be perceived as credible by employees
 Loss of credibility if promises are made and not kept
 Communicate the rationale for organizational changes
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 APPENDIX 3: THE ACQUISITION INTEGRATION PROCESS (HASPESLAGH AND JEMISON, 1991)
 M&A IDEA JUSTIFICATION INTEGRATION RESULTS Interactions Problems Atmosphere Transfer of In the for Capability Strategic Integration Transfer Capabilities Process Acquiring - determinism - reciprocal - operational Improved Firm - value destruction understanding resource sharing Competitive - leadership vacuum - willingness - functional Advantage - capacity skills transfer - slack resources - general Acquired - cause-effect management Firm understanding skill transfer - combination benefits
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 APPENDIX 4: QUESTIONS IN THE MERGER TRACKING PROGRAMME Kostuch and Malchione Appelbaum et al
 Have the savings estimated during pre-
 acquisition planning been confirmed or
 exceeded? What is the timeline for realizing
 these savings?
 Is the combination achieving financial and
 operational goals?
 Has the new entity shared strategies or
 opportunities beyond those facing the
 individual companies before the merger?
 Are schedules on target, and are changes being
 implemented effectively?
 Has the new organization been fully
 implemented without the loss of talented
 people? If people have been lost, why did it
 happen?
 Do employees understand and support the need
 for change?
 Has the process been perceived as fair and
 objective?
 What is the effect on people’s well-being and
 esprit do corps?
 Is the combined company operating efficiently? Are managers at all levels taking steps to
 minimise negative reactions and build positive
 feelings?
 Have major problems with stakeholders
 (clients, suppliers, unions, government, etc.)
 been avoided?
 Are productivity or work quality being
 affected?
 Is the process on schedule?
 Do people understand their new roles and what
 is expected of them?
 Are people more highly motivated than before
 the transition?
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 NuClicks South Africa:
 Organisation Meltdown - Facilitating Post-Merger Integration
 “It’s a mess,” exclaimed Tanya Fleetwood, Discom human resource manager. “The
 Modisons managers in the stores are de-motivated and just not interested. They’ve had to
 relinquish their sense of control and influence to the Discom bureaucracy. I don’t think
 that anyone in Durban has a handle on what’s going on. No-one is in control. It needs
 someone to get the Modisons business to tow the line when it comes to systems
 discipline, one of our core values at Discom. They are undermining the system to see to
 what extent they can retain control. Before we had decided to launch the new Discom by
 absorbing Modisons into Diskom as it was then, the situation was ambiguous, we were in
 limbo. We should have taken more decisive HR actions immediately, but we were
 unwilling to take the risk while the Competitions Board assessed the acquisition. Re-
 inventing the brand and switching MD’s also took our focus away.”
 It was November 26, 2001. Almost a year had passed since Diskom had acquired
 Modisons, and three months since the mass conversion of Modisons stores into new
 Discom stores. The Discom leadership team had gathered to share their views on ‘the
 state of the nation'. Nobody would say that it had been easy so far, and the road ahead
 looked just as treacherous. “We want a 25 percent kick in sales in converted stores,” said
 Mike Harvey, ‘2IC’ to the new brand leader, Trevor Edwards. What will represent
 ‘success’ to Mike? “A profitable platform, turnover growth, and a good expense line
 relative to sales. When we have people who really want to work here, people who can
 make decisions and are truly empowered. To do this, we have to change the hearts, minds
 and souls of our people. Some tough times lie ahead.”
 Mike was very aware of the challenges that faced Discom and its team members.
 “There’s a lot of hard work ahead,” Mike continued. “We have to be very clever and very
 strategic in what we do. We also have to challenge everything that we previously
 believed to be true in order to bring about relevant and appropriate change. But our goals

Page 55
						
						

COPYRIG
 HT U
 CT
 Case Study Organisation Meltdown – Facilitating Post-Merger Integration
 2
 are clear and we have direction – both of which are assets whether in one’s personal life
 or the life or the business.”
 Trevor Edwards, new leader of the Discom brand, seemed to concur. “There’s hard work
 ahead for us all. We must be mindful that our competitors are hungry, the markets are
 tough and there’s a lot of catching up to do, but the multi-brand strength and strategy of
 NuClicks South Africa, gives added strength, infrastructure and leverage to each of our
 brands. We will be able to integrate, develop synergies and speak with one voice. So I
 believe that Discom, incorporating the previously Modisons stores, can be hopeful about
 the future. (See EXHIBIT F and EXHIBIT G.) The biggest issue revolves around people
 in how to transform from the old Diskom to the new Discom, and in clearing up issues
 between Modisons and Discom.”
 Integrating Modisons stores into the new Discom in kwaZulu-Natal
 Prior to the acquisition, Modisons’ employees looked down on the old Diskom; they
 considered them to be inferior, unprofessional, and ‘mickey mouse’. It was hardly the
 image they wanted to be associated with, and it was public knowledge that they would
 tell their friends and associates that Modisons was bought by Clicks, not Diskom.
 “Despite a high level of management control and autocratic style, Modisons managers
 felt they had freedom and authority before the acquisition,” said Fiona Southwood,
 previously organisation development manager at Diskom who has subsequently left in
 the footsteps of Trevor Vroom (Diskom’s erstwhile MD) and other senior Diskom
 executives for the same role in Clicks, citing irreconcilable differences with the
 leadership style of Trevor Edwards. “Everything we did which affected Modisons, left
 them feeling threatened because they experienced a loss of power. The Modisons
 management team has lost the power to manage their own business. They have lost their
 autonomy and their influence over the product mix.”
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 They had also lost the ability to access management immediately and get things done
 quickly. “This led to resentment as they had to do things the Discom way,” Fiona
 explained. “We at Discom didn’t help things in the way we set up the kwaZulu-Natal
 region, where nine Modisons stores were incorporated into Discom. We were concerned
 that the Discom general manager in kwaZulu-Natal would not be able to manage the
 situation, and assigned two senior Modisons managers to the task. It created the
 impression that Discom was not good enough to manage Modisons. And still worse,
 Discom people from head office in Cape Town visited the region to ‘consult’, setting up a
 ‘them-and-us’ scenario which didn’t help with integration.”
 To make matters worse, two franchise agreements were concluded by Modisons at the
 time of the merger, about which the franchisees were not informed. This created a lot of
 anger about centralised control over distribution, expenses such as telephone calls which
 they had to make to the head office in Cape Town, and concern for the value of their
 investment. “Our thinking was so different that we didn’t even think of calling them back
 to save their costs, while before the merger their support office would do so,” Fiona
 Southwood observed.
 Initial focus on growth, not synergy and integration
 Despite a difficult integration phase, when uncertainty and adjustments clouded the
 vision, the perception at head office was summarised by Trevor Edwards in this way:
 “The team has now united behind a common cause once the initial 50 stores were re-
 badged and upgraded and people have begun to physically see the vision represented by
 the new stores.” However, perceptions of the new Discom on the ground were a little less
 optimistic, and by November 2001, the new Discom, incorporating Modisons, found
 itself at a critical stage in its lifecycle.
 The challenge for Discom lay in managing the tension between the business (financial)
 imperative to prosper and successfully re-launch the brand on the one hand, with the need
 to create long-term value on the other. To create value, it needed to successfully transfer
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 strategic capabilities between the firms, which required the blending of organisational
 cultures. What had brought these two very different retail organisations, with their
 disparate management and operations styles, together? Why had they sought synergies in
 a merger wrought with upheaval and discontent? How would they successfully integrate
 their cultures and value systems? (see EXHIBIT H.)
 Diskom – Trevor Vroom
 Diskom started almost 30 years ago as a general low-class dealer catering entirely to the
 pre-1994 ‘black market’. Trevor Vroom, former Diskom MD, explained: “Originally
 Diskem, Diskom served a predominantly black market of the Apartheid era – ‘a poor
 man’s Clicks’. Acquired by Clicks partly as a defensive strategy (part of the NuClicks
 Group), Diskom was never afforded the luxury of technology or other enhancements, and
 occasionally inherited personnel from Clicks who were deemed to be incapable of
 ‘making the grade’ in the flagship retail chain. In fact, the NuClicks Group leaders paid
 scant attention to Diskom even though it was in critical need of financial and other
 support.” By 2001, there were about 400 Clicks stores and 200 Diskom stores. However,
 the Clicks brand produced 80 percent of the group’s turnover and 90 percent of the profit.
 The previous MD was highly autocratic, and was forced to resign in July 1998. Trevor
 Vroom, at that juncture Clicks’ inland operations director, took the helm and spent much
 time trying to build a more humane environment in order to enable the people to recover
 from the authoritarian management style. Focusing on lifestyle (20 percent of turnover)
 and FMCG goods (80 percent), with a leading edge in cosmetics and ethnic haircare, by
 2001 the 200 Diskom stores recorded nearly R650 million turnover.
 Despite customer research which appeared to indicate that the brand needed to re-focus
 its strategy, the brand changed little and began to deliver poor results. Yet by mid-2000,
 the mood was bouyant, and Trevor Vroom was recorded in the internal company
 magazine as saying: “The future we are moving into looks promising. The economy is
 starting to recover. Interest rate reductions, lower inflation and taxation are other allies,
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 all helping Diskom’s continued growth path. Often we do not see ourselves as ‘big
 business’. However, we need to remind ourselves that within three years we will have
 260 stores and will be generating R1 billion a year. This makes us proud to be associated
 with a company as dynamic as Diskom.”
 Modisons - Trevor Edwards
 Trevor Edwards had spent many years developing customer-focused businesses. His
 experience was considerable, having developed the kwaZulu-Natal Steers franchises as
 well as the national Debonairs franchise. In 1997 Trevor Edwards sold Debonairs Pizza
 and joined Dynamo Retail, a listed group of companies, which consisted of Modisons
 (four retail stores based in kwaZulu-Natal) and Modex (a manufacturing facility). These
 retail and manufacturing divisions were restructured, with two new management teams,
 and re-positioned into two separate business entities. The Modisons stores were re-
 imaged as ethnic hair and beauty specialist retailers with state-of-the-art IT systems.
 Modisons occupied a gap in the ‘black’ market, positioning itself between the
 traditionally ‘white’ Clicks market and the lower-dominated ‘black’ Diskom market. The
 focus on ‘health and beauty’ included a range of cosmetics, deodorants, haircare
 products, hand and body lotions and soaps. They were also involved in Lotto, MTN pay-
 as-you-go, and Kodak film outlets. The customer profile was mainly aimed at the African
 market, although most race groups were catered for. The target audience was LSMs 3-6,
 mostly customers who were ‘salary people’ and ‘female’. On the one hand, Modisons
 Cosmetics provided a ‘look good, feel good, health and beauty’ product range and an
 atmosphere that added to the customers’ sense of well-being. On the other hand, it
 provided excellent prices combined with access for working people.
 The Durban-based cosmetic retail chain was a combination of wholly-owned and
 franchised operations. The expansion of the business and the growth of the management
 team and support office were enabled through venture capital. After extensive testing of
 the market, they started a franchise model and opened Verulum in Pretoria while closing
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 the store in Nelspruit in order to focus their resources. Plans were under way to roll-out
 50 franchise shops countrywide within the next three years, rising to 100 by 2006. The
 company’s franchise drive was expected to increase turnover to R500 million within the
 next five years.
 In August 2000, the holding company Dynamo Retail was experiencing financial
 difficulties, and management took the opportunity to acquire shares in both Modisons and
 Modex. Trevor Edwards was still a minor shareholder in Modex. By 2000, 23 years of
 operation culminated in turnover of R90 million, with seven stores, four in the Durban
 CBD, one in Pretoria, Hillbrow, and Pietermaritzburg. “Through aggressive price
 discounting of quality brands, the store has become a leading retailer, finding its niche in
 the rapidly growing R8.9 billion market,” Trevor Edwards was quoted as saying at the
 time.
 Why Diskom bought Modisons
 Trevor Vroom elaborated: “Modisons had captured the attention of the NuClicks
 directors, positioned as it was somewhere between Diskom and Clicks stores. Modisons
 had identified the gap in the market not covered by Clicks and Diskom, believing that
 Diskom did not really cater for the aspirations of blacks people and that Clicks was seen
 as not satisfying their hair and beauty needs. NuClicks liked what they saw in Modisons –
 vibrant, growing, energetic, entrepreneurial, and responsive to the market. It would
 certainly give Diskom representation in the kwaZulu-Natal market.” (See EXHIBIT I.)
 Perspectives differ as to whether it was really a serious threat. Some say that the
 acquisition was justified by taking possession of managerial and entrepreneurial talent.
 Trevor Edwards’ retail experience in growing new business, and especially in
 franchising, was certainly attractive. But was there a grander intention? The Diskom
 management team appeared unable to respond and pull their organisation out of the
 nosedive of recent years. Serious questions were being asked about the leadership of the
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 business. Perhaps a complete overhaul of the leadership team was necessary to
 implement the turnaround?
 Modisons provided a unique window into the ‘mass hawker’ business in health and
 beauty products. Their interaction with the hawkers in and around Durban contributed
 significantly to their turnover. Diskom believed it could glean knowledge in this area and
 that they could extend the franchise model in the Diskom brand. Furthermore, the Modex
 manufacturing plant supplied about 20 percent of its capacity to Modisons and would be
 in a position to supply Diskom outlets if need be, with the possibility of preferential
 trading terms.
 It was decided that extensive financial, legal, operational and cultural due diligence
 would be undertaken before any deal was concluded. It has subsequently been revealed
 that this process was not entirely transparent, as Modisons was more favourably
 presented than was the reality. Nevertheless, four scenarios were proposed as strategic
 options:
 • Close down Modisons, convert to Diskom and absorb the management.
 • Keep Modisons at its current store base and absorb the management.
 • Expand Modisons to strategically viable areas, in a company-owned model.
 • Expand Modisons to strategically viable areas, through a combination of company-
 owned and franchise models.
 In December 2000, following a lengthy due diligence process, Diskom purchased
 Modisons for R20 million, and secured a three-year management contract with Trevor
 Edwards. For the next six months, Trevor Edwards worked alongside Trevor Vroom as
 joint MD. Trevor Edwards recalled: “During this time we considered what to do with
 Diskom. We had a number of options. We could close Diskom, convert it into Clicks, sell
 it, or convert it into Modisons. In the end, after extensive research, we decided to create a
 new brand – Discom. We decided to retain the blue and yellow of Modisons, with a new
 logo to reflect the new position of the brand…..young, modern, and pro-technology.”
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 Extensive internal and external market research illustrated the relative strengths and
 weaknesses of each business (EXHIBIT A).
 DISKOM MODISONS POSITIVES
 Comfortable shopping experience, down to earth, sincere and honest.
 Well-lit, openness, music and width of isles just right.
 Pamphlets easily understood, exciting specials.
 Cosmetic, hair care specialists.
 Convenient, supporting our needs, good location (near taxi rank).
 Convenient – in the city.
 Affordable price and value for money, cheap prices.
 Reasonably priced, value for money, cheap.
 Friendly staff and good service. Good attractive displays, good quality, all the right brands.
 One-stop shopping – household and cosmetic requirements.
 Helpful and friendly staff, quick service.
 NEGATIVES No parcel security, too few staff, unfriendly staff.
 Security too strong and unfriendly.
 For poor people, only unhappy shoppers. Staff have attitude, music too loud. Brand lacks strong imagery, general dealer perception.
 No specials – no customers
 Cluttered, not user-friendly. Insufficient stock of advertised goods. Unattractive product, especially homeware. Poor quality, not value for money. Untidy, product on wrong shelves. Low customer image, poor people. RESEARCH SUMMARY
 Despite a less than optimal experience, a great deal of brand recognition and positive disposition remains towards the Diskom brand. The negatives all point to tangible and ‘fixable’ shopping experience-related issues.
 RESEARCH CONCLUSIONS
 Build on equity and values of the brand. Retain the name – new spelling conveys modernity. Retain symbolism of the sun – colour changes reflect newness. The image is inspirational.
 EXHIBIT A: SUMMARY OF CONSUMER RESEARCH RESULTS
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 Fully conscious of the high risks involved, it was decided that the advantages of rapid
 conversion to the new Discom outweighed a phased approach in which the old would
 have to live side by side with the new (EXHIBIT B and EXHIBIT C).
 SALES PROFIT PROFIT %Total Picture (Diskom 2000/2001) 593 642 32 086 5.40%- loss-making stores 72 489 (2 849) Amended Picture (Discom 2001/2002) 521 152 34 935 6.70%+ t/o due to revamp + additional margin 104 230 Additional margin 20 846 TOTAL 625 383 55 781 8.92%EXHIBIT B: ESTIMATED BENEFITS OF STORE CLOSURES AND REVAMP
 Costs of Revamp Other Costs Not Quantified 73 stores (full revamp) @ R160 000 R 11.6m88 stores (limited revamp) @ R100 000 R 8.8mTOTAL R 20,4m
 Costs of Technology 161 stores – 55 scanning = 106 stores R 17.9mTOTAL CAPEX required for conversion R 38.3m
 • Launch advertising • Cost of store closures • Loyalty development • Markdowns of obsolete
 stock • Possible retrenchment cost
 EXHIBIT C: ESTIMATED CAPEX REQUIRED FOR CONVERSION
 The accelerated launch of the new Discom would require an ability to meet a very tight
 schedule, with concomitant pressures on the entire business (EXHIBIT D). Did Discom
 possess the financial and human resources to pull it off? (See EXHIBIT J for ‘two-year
 projections’ and EXHIBIT K for the vision for the new Discom brand.)
 Phased Approach Target Date
 1 Convert 9 Modisons stores Week commencing 26 August (45 days) 2 Open new stores (Richards Bay and others) 6 September 2001 (55 days) 3 Convert all (existing) pilot stores Week commencing 21 October (100 days) 4 If successful, convert all ‘future’ stores for
 Christmas campaign Week of 19 Novermber 2001
 EXHIBIT D: THE CONVERSION PROCESS (PRESENTED 19 JULY 2001)
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 Early wins help to unite people behind the vision
 The flagship Richards Bay store, the first new Discom store, was viewed by all with a
 sense of pride. This complete ‘Discom – Look Good - Feel Good’ makeover was
 launched on September 6, 2001. Local dignitaries and well-known music celebrity,
 Mandoza, attended the event. The Duputy Mayor of Richards Bay opened the store,
 congratulating Discom on the re-launch and thanking management for investing in the
 Richards Bay community. “I love the new look,” enthused one customer. “I used to feel
 uncomfortable in the old store; I would only come in if it was an emergency. It looks so
 much like Clicks now. It’s closer to me than Clicks, I will definitely shop here.”
 The first day’s trading of this re-positioned Discom store exceeded expectations. “The
 customer turnout was astonishing,” exclaimed the excited KZN general manager Manual
 Almeida, “we’ve honestly never seen so many people at a store opening in kwaZulu-
 Natal. But the trading success wasn’t just a one-day wonder! The follow-through in the
 following week was just reward for the amount of time and effort everyone had put into
 the store opening. Based on the trading history of the previous store, the new Discom
 store doubled their turnover and this is the kind of growth we were looking for.”
 Compared with an average shopping basket in the old Diskom of just R14, the Richards
 Bay store customers averaged R90 per visit in the first two weeks. Although this oft-
 quoted figure is clearly misleading, other new Discom stores have subsequently recorded
 average baskets of about R20.
 Post-acquisition integration
 Despite the elation expressed by many staff at being part of this exciting new business,
 the opening of these new stores was not without its toll on the staff and managers. Since
 the difficult task of trying to integrate people, systems and information had begun in
 earnest, coupled with the launch of the ‘new-look’ business, the people in Discom had
 faced numerous challenges. The biggest problems were experienced in integrating
 Modisons into Discom, as described below.
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 Resolving the leadership crisis:
 One of the first dilemmas confronting the new Discom (post-acquisition team) was to
 settle the leadership issue. For a while, Trevor Edwards focused on what was required to
 take the business into the future, while Trevor Vroom maintained the existing business.
 Their starkly different leadership styles were emphasised, and responsibility became
 diffused. Each seemed to take satisfaction when the other’s former business was not
 performing. Sensitivities were heightened, and any comments suggesting that there was
 ‘nothing right’ with the old Diskom, however intended, were viewed as unwarranted
 criticism. People became very supportive of Trevor Vroom. Said one employee: “The
 leadership battle was seen as Trevor Edwards’ personal attack on Trevor Vroom.”
 Trevor Edwards learned to quickly assimilate the values-based language entrenched at
 Discom, but his behaviours remained incongruent with the dialogue-orientated culture to
 which employees had become accustomed. To make matters worse, Trevor Edwards’ no-
 nonsense approach to getting the job done was winning him few friends. One manager
 confided, “everything he does is about PR and what he needs in the business. In the
 process, he makes contradictory statements. He is rude, he abuses people, and creates
 tension.” Many people cited ‘scars on my back’ from interactions with him, and some
 were approaching Trevor Vroom and complaining about ‘abuse’ by Trevor Edwards, thus
 putting pressure on this relationship. Some may have been disappointed to hear Trevor
 say: “I’m here to stay because it’s a huge challenge and a very exciting one to be part of.”
 Despite these perceptions, when asked whether Discom could have embarked on this
 turnaround without the leadership of Trevor Edwards, the response is decisive: “No, but
 we can do without him now!”
 Overhauling the management team:
 It was during this turbulent period that Trevor Vroom began to realise that he would not
 be part of the solution to the new Discom. After almost six months of uncertainty and
 dual leadership, Trevor Vroom moved across to head up the Clicks chain, closely
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 followed by other senior members of the management team. This prompted an overhaul
 of the entire Discom leadership team (except the operations members), illustrating its
 newness and freshness in its approach to business. Mike Harvey, an experienced,
 upwardly-mobile Clicks general manager was called in to ‘shadow’ Trevor Edwards, in
 an apparently far-sighted bid to ensure succession, given questions around Trevor’s long-
 term commitment to the business. He also served to guide Trevor around the company
 and help him to learn the culture. James Else, an experienced organisation development
 practitioner, replaced the previous incumbent (Fiona Southwood) who had left with
 Trevor Vroom to join Clicks. It’s whispered in the passages that, in an attempt to subdue
 Trevor the Rottweiler, Mike was the ‘leash’ and James the ‘muzzle’.
 Soon, middle management would disappear, with regional and general managers more
 directly responsible for stores. Mike Harvey clarified this strategy: “Initially we tried to
 emulate Clicks in terms of remuneration and structures, but the old Diskom had a top
 heavy structure. To make matters worse, people who would not make GM level at Clicks
 were sent to Diskom. Now we are looking at a leaner structure, with better paid, more
 responsible people. The right people, in the right place, looking at the right things.”
 Other strategic changes cloud the focus:
 Achieving the integration of Diskom and Modisons was compounded by other changes
 sweeping through the NuClicks group, including other acquisitions. Then in August
 2001, a complex ‘matrix’ structure was put in place in NuClicks South Africa, with
 centralised services and specialist functions supporting both the Discom and Clicks
 chains simultaneously, rather than each having a dedicated corporate support structure.
 The implications of this new structure were still being felt and understood. One of the
 implications was the loss of the category management function as a dedicated, brand-
 focused entity, and this raised numerous challenges for Discom. Mike Harvey lamented
 the loss: “Can we trust category managers to ensure that we have the right merchandise
 out there? Do they have enough focus on Discom, or will the allure of high profits at
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 Clicks distract them? We need to consider how we can bring them back into the
 business.” At a recent Discom strategic planning session, category management leaders
 were asked to briefly attend the meeting, at which frustration levels boiled over and the
 Discom management team demanded category management’s undivided attention in
 order to satisfy their business needs. These issues remained unresolved.
 Integrating the financial systems:
 “Financially the conversion was very much a 'try it and see' process,” confided Gavin
 Williams. “The GM is not given a specific budget to work toward. He is told to do it as
 cheaply as possible, and if that means cutting some corners then that is what happens.
 The big money only gets spent when one of the senior managers turns up and demands
 something specific. The GM’s know very little about what sort of return they will require
 to pay back the investment. They don’t even know if that ROI is going to be positive.”
 Gavin Williams had many years of retail financial experience, twelve years of which
 were spent in the Pick and Pay Group (from whence most of Modisons’ management
 team was sourced). He was recruited by Modisons to develop and implement the new
 financial systems in this fledgling chain and had now taken up the challenge of the
 strategic franchise development and roll-out in Discom. He was responsible for providing
 financial support to Discom and handled the finances of the Modison’s stores. He became
 the general manager by default when the previous Modisons GM resigned in opposition
 to the merger, although he was the first to admit that the title was more impressive than
 the job. “It was a caretaker function,” he says. “It was a purely financial and operational
 focus, winding up the creditors book and the likes.”
 “The Modisons team is feeling a sense of loss, and so they should as the systems they lost
 were far superior,” mused Gavin, with reference to the IT integration. Modisons were
 regarded to have state of the art information systems. They had a perpetual stock ledger
 that allowed them to scan in stock and do a full stock-take in three hours, processes that
 Discom didn’t even come close to matching. Reporting at Modisons was possible just
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 seven days after month-end. This was information that store managers used to manage
 the business more efficiently. Discom only managed this 30 to 35 days after month-end,
 much too late to make a significant impact on the day to day running of the stores. But
 the Modisons IT platform had to be converted to the Discom platform; there was no other
 option as the latter was geared to handle a large chain. “It made us (Modisons) feel that
 we were taking a step backwards. How were we expected to be positive about that?”
 “But it’s not just the physical systems. Modisons operated very differently,” Gavin
 continued. “The Modisons managers were very much in control of their stores’
 profitability. They had power over, and were held accountable for, their stores
 profitability. Now they push turnover and control expenses. A huge chunk of the
 responsibility and power has been taken away. They also reported against a budget.”
 It was difficult for the Modisons managers to conceptualize the concept of EVA, when it
 still eluded even the Discom management. They felt as though the new performance
 measures cheated them out of their previously attainable rewards. They also did business
 differently: both Discom and Modisons were promotion-driven businesses, but the way
 they went about in could not have been more different. Modisons regarded promotions as
 loss leaders, the bait to lure customers into their store, while Discom wanted to see a
 margin gain on their promotions. This pricing issue meant that once Modison’s instituted
 the Discom policy they priced themselves out of the KZN market. “What Discom failed
 to realize is that in KZN the ‘independent traders’ are king. Modisons was equipped to
 compete in that market. They are not anymore. It’s not surprising that we are not meeting
 projections.” Coupled with the fact that Modisons had lost around 15 percent of their
 products to the restriction of the Discom standard stock file, this spelt disaster for
 turnover.
 Gavin, in his capacity as the head of the franchise operation, complained that the Discom
 system was also not geared to handle a franchising operation. “They (franchisees) need a
 lot more information, and they need it quickly. One of the reasons Discom bought
 Modisons was for its franchise model, but with the integration going the way it is, we are

Page 68
						
						

COPYRIG
 HT U
 CT
 Case Study Organisation Meltdown – Facilitating Post-Merger Integration
 15
 losing that capability.” The IT specialists agreed with Gavin’s comments about the
 systems. “Modisons had a better system than we could give them. No one thinks about
 the integration problems beforehand. We didn’t know what the strategy was. We knew
 that we couldn’t integrate the system; we had to replace one of them. It was almost as
 though IT was managing the business plan. We couldn’t handle the reactions to the new
 systems, the resistance it met with. Someone else should have been dealing with that,”
 complained Angela Bowyers, IT team leader.
 It was evident that Discom was moving into its ‘new business’ with existing systems in
 some areas. New issues were being dealt with through old rules, and this was not
 working. The problem was that although this was identified and sorted out, it only
 happened after a problem actually crystallized the issue. Naveen, the IT manager at
 Modisons, was a classic example of the lack of planning and foresight of the Discom
 team. In charge of the entire IT function at Modisons and the sole holder of all the
 knowledge that was necessary for the integration to succeed, he wasn’t even identified as
 a key person. “He wandered around here for months not knowing if he had a job or not,”
 said IT team member Raymond. “In the end he did the entire conversion himself, but we
 could have so easily have lost him.”
 ”The integration was tough,” laments Gavin, as if in summary of the discussion. “The
 main reason is that they (Modisons) were left to integrate themselves. There were not
 enough resources dedicated to the integration, no-one on the ground to deal with the
 issues that came up. It’s sad that they (Discom) did not want to spend the money, but it
 cost them so much more in the long run.” (See EXHIBIT L - an example of a monthly
 report written by Fred Killian (Modisons regional manager) early in the merger process,
 illustrating the integration problems and the impact on the business.)
 Human Resources implications:
 “HR was involved in the process from the start, but only really in a reactive way, by
 attending to some of the HR administrative issues,” recalled Tanya Fleetwood (Discom
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 HR manager), brandishing her HR ‘to-do’ list (see EXHIBIT E]. The compatibility of the
 two cultures was given a cursory glance, but it appeared that any concerns were glossed
 over in the interest of kick-starting the new Discom.
 ACTION DATE Training of corporate staff re. EVA, systems, etc. 26/04/01 Training of franchisees re. integration of documentation via training pack. 30/04/01 Integration session (2) for corporate managers and franchisees. 02/05/01 Development of training pack for franchisees. 31/05/01 Finalisation of remuneration packages for management. 18/05/01 Registration of staff on payroll. 18/05/01 Completion of manpower plan. 30/05/01 Paul/Vishnu’s roles finalised. 02/05/01 Placement of Lance’s Road store staff. 30/05/01 Training of managers on HR procedures. 30/05/01 Finalisation and communication of staff discount policy. 01/05/01 Communication of cell phone usage 01/05/01 Integration of IR procedures. 04/05/01 EXHIBIT E: MODISONS PROJECT PEOPLE PLAN
 Tanya easily recited a few examples of the consequences of an “unthought-through”
 implementation plan, at least from an HR perspective. “Within a few months of the
 acquisition, Discom was forced to pay out over R50 000 for legal advice and settlements
 we ‘inherited’ from Modisons (e.g. dismissal procedures), and the number of IR cases
 suddenly escalated. In one instance, a store manager forced a staff member to vomit to
 prove that he had stolen milk, culminating in another IR case. And Discom had to give
 immediate salary increases and pension and medical aid benefits to Modisons’ staff,
 which I’m not sure we had planned to do. Meanwhile, Modisons’ pension fund
 underwriters went insolvent, and they held us responsible. When they worked for
 themselves, Modisons managers would do whatever they had to, to get things done. Now
 they take advantage of overtime, claiming benefits for working through their lunch hour!
 Modisons’ management was very autocratic, and now that they have to comply with our
 systems and procedures, they view HR with scepticism as it undermines their control.”
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 Merchandising and distribution concerns:
 John Hart, head of replenishment, recalled the demands made on the replenishment
 system as a result of the merger: “We were faced with two major changes. Firstly, the
 replenishment systems were incompatible and it proved very time-consuming to down-
 load all the data via Excel spreadsheets. Secondly, we had to substantially reduce the
 Modisons range of products as they had many more lines than Discom had. They were
 asked to tell us which SKUs to discontinue, but didn’t respond. Eventually the category
 managers made the call, and there was a huge backlash from the Modisons people.”
 Anthony Loose, director of logistics, expanded on the problems: “Logistics and the DCs
 were not initially involved in the process, with disastrous consequences. When Modisons
 store teams got their first order, they didn’t get what they expected. Systems problems
 meant that 50 percent of the orders didn’t come through. Of this, over 40 percent were
 data conversion problems, while 50 percent were discontinued lines which the centralised
 category management teams had cut but neglected to inform them. This created the
 perception that the DCs were the problem, so we set up a forum to sort it out and
 provided opportunities for category management to communicate face-to-face with
 Modisons franchises. Still, Modisons managers claim that they cannot run the business
 from centralised distribution if they cannot make their own decisions.”
 The efficacy of communication also proved to be a problem in the early days, and
 threatened to scupper all attempts at integration. The Modisons people, with their strong
 entrepreneurial trader-mentality, struggled to adapt to the requirements of centralised
 corporate structures. They were more familiar with ordering products today to be
 delivered tomorrow. They had become accustomed to the freedom to choose their range
 of merchandise, what to put on promotion and when, and using petty cash to order
 promotional posters or pay casual staff (suddenly this was a dismissable offence).
 “Franchise was king, and they did as they pleased,” said Mike Gates, distribution center
 executive, referring to Modisons’ managers. “They don’t understand the strategy of
 centralised distribution. They want to send back items that don’t sell, and make

Page 71
						
						

COPYRIG
 HT U
 CT
 Case Study Organisation Meltdown – Facilitating Post-Merger Integration
 18
 ‘emergency’ requests that are not really urgent.” In an attempt to improve
 communications between store management and the DC, the decision was made that all
 buying operations had to be routed via a regional buying administrator.
 More power games:
 Within store operations, another leadership struggle was being played out. In an apparent
 attempt to pacify the vocal and belligerent Modisons entrepreneurs, Modisons general
 manager, Fred Killian, initially looked after the Modisons ‘region’. Others were of the
 view that this decision was made out of concern that the existing Discom general
 manager in kwaZulu-Natal, Manual Almeida, was incapable of managing the Modisons
 contingent. “This proved disastrous,” remarked Fiona Southwood, “as it undermined the
 Discom general manager and did not contribute to the integration of the two brands. It
 also set up a ‘them versus us’ mindset, causing a clash between the Discom and
 Modisons GM’s, and simply emphasised the disparity between the brands.”
 Too little, too late:
 It took some time for Discom to realise that the integration of Modisons into the new
 Discom was not going that well. Chris Venter, Clicks’ kwaZulu-Natal regional manager,
 was eventually temporarily seconded to Discom. Chris was asked to help out from June
 to August 2001 to mentor Fred Killian in IR practices and the Discom culture, and to
 generally assist with the conversion of Modisons stores to the new Discom – to make
 sure that Modisons were not ‘just swallowed up’. “We knew that there were definite
 positives that existed in the Modisons stores, and we didn’t want these to be lost in the
 ‘re-badging’. I came in after Fabian, maybe a little too late. To be effective I should have
 been here from day one. The truth is that they had no process. The sad thing is we have
 been through an integration before, and do you know what, we didn’t learn from our
 mistakes.”
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 “The single largest problem with the integration was that there was a team down in Cape
 Town who thought that they could handle the entire process from there. That was their
 mistake.” Handling the Modisons integration from Cape Town was problematic to say
 the least. There wasn’t much consensus on why it happened this way. Some people felt
 that it was for cost reasons. To send the team that was based in Cape Town to Durban for
 the length of the process would have cost a fortune. It did cost a pretty packet anyway in
 ‘fighting fire’ expenses, and lost opportunity income. There was also the feeling that all
 of the necessary resources were in Cape Town, and that was where the team ought to be.
 Personal reasons also played its part. The Capetonians didn’t want to spend any length of
 time away from their homes and families. Some said this decision probably placed more
 stress on them and their families in the long run, due to the additional problems that this
 ‘long distance relationship’ created. “One of the major reasons,” Chris believed, “is that
 we just didn’t think that it would be that big an issue. There were just nine or so
 Modisons stores. How difficult was that?” On looking back though, Chris admitted that it
 was more of an issue than they thought it would be, and it became evident that not having
 the decision makers at ‘ground zero’ in Durban was unfortunate in its absence.
 The problem with not having the team, or at least a powerful decision maker in Durban,
 was telling on the integration. “The local team had to organise its own support,”
 explained Chris. “However, our priorities were operational issues, the rest of the stuff
 was left on the back burner. We had important processes like staff inductions taking place
 three months after the staff member had started. What the guys in Cape Town didn’t
 realise was that we had to deal with people and emotions most of the time.” Although the
 integration had a definite operational focus, what Chris had pointed out was that the real
 issues that had to be dealt with were the people issues. Whether they had the time to deal
 with these issues, or even the ability or willingness, was questionable.
 “We also didn’t have any buy-in from the Modisons managers,” complained Chris. “I
 wouldn’t like to call what they did ‘sabotage’, but it was pretty close. It was obvious that
 they didn’t want the merger to be a success.” Chris was of the opinion that the merger
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 itself was a simple process, or should have been. There were a few technical difficulties
 or anomalies, but they could have been sorted out with a bit of effort. The problem, he
 felt, was that there wasn’t much in the way of an incentive for the Modisons managers to
 sort it out. They didn’t like the idea of the merger, and would have liked to see it fail.
 Where they would have gone from there was uncertain, but Chris believed they felt that
 they could have gone back to ‘how it was before’. If the people were more willing to
 integrate, the operational problems would have been sorted out so much more easily, he
 claimed. “They made it more difficult for themselves by resisting the process,” ventured
 Chris. “The Modisons managers are very different. They want a powerful leader who
 makes all the decisions for them. They expect to fear their manager.”
 Chris believed this was why the Modisons team didn’t interact well with Manuel
 Almeida, their GM. Fred Killian seemed fearful of Manuel even though the other
 (Discom) regional managers weren’t. “It’s because he came from that environment. The
 Modisons managers look to Fred and then Manuel for all their answers. When they don’t
 get it they think that their leaders are weak. They were given a lot of special attention,
 even to the extent that the Discom management team felt left out. But that was still not
 enough. Their culture was too different, that was essentially the problem.”
 Resistance from the Modisons management team:
 Manual Almeida had been with the NuClicks Group for almost fourteen years, and the
 past five-and-a-half years with Diskom KZN as general manager. Like all GMs, he and
 his team were affected by the relentless openings of new Discom stores, and the partial or
 full ‘re-badging’ (make-over) of others. But unlike other GMs, he also bore the brunt of
 being at the heart of the conversion and integration of the Modisons stores into his region,
 and was grateful for a much overdue opportunity to process the experience with his
 regional team, with the guidance of an organisation development facilitator who flew up
 from Cape Town.
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 It was 1 November 2001. The (previously) Modisons store management team gathered
 expectantly for the start of the facilitated session to explore their experience of the
 integration. The atmosphere was tense. Immediately after the introductions, Fred Killian,
 who had been managing the region, erupted: “I have one question for you,” he directed at
 the facilitator. “What took you so long to get here? We had to integrate ourselves!”
 The absence of a ‘heavyweight’ decision maker situated locally during the integration
 was telling on the process. “We drove the integration,” said Warren, store manager of
 Westguard. “We were like mushrooms left in the dark and fed waste. Modison’s stores
 were not just lost, we were ignored. We suddenly became little fish in a big pond.” The
 managers were once kings of their own territory, but were now just numbers in a big
 corporate operation, and they felt out of their element. They went through trying times
 during the integration, and they felt that support was sorely lacking. “Although an
 organisation development manager had met with the team at the outset, the discussion
 revolved around basics like company benefits. We needed a sense of what Discom was
 about, how the business works, but we couldn’t get straight answers. We’ve now given
 up trying to get answers,” complained Warren.
 The Modison’s management team had come through tough times already. With two
 acquisitions in their recent history, they were weary of changes. Working for the
 entrepreneurial Mr. Modi of Dynamo Retail was no picnic. It was a one-man operation,
 and the culture was very autocratic. The hours were long and the expectations high. “You
 had to give your life to the business,” explained Kinesh, another store manager. “But it
 was a labour of love.” The managers appreciated the entrepreneurial, seat-of-your-pants,
 management style. There was little red tape, and decisions got made very quickly.
 Everyone was hands-on. There was no time for lengthy management meetings, for
 clumsy structures, or for complex HR issues. They felt in control, they had accountability
 and responsibility, but they also had the power. Things were different now. “I feel brain
 dead,” Kinesh continued. “We can think for ourselves, we don’t have to be spoon-fed.”
 The motivation levels of the managers were at an obvious low point. They felt
 disenfranchised. They were struggling to deal with other people doing what used to be
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 their responsibility. They have had to abdicate responsibility for high level decisions to a
 central head office, and they have had to delegate lesser tasks to their staff. They felt that
 they have lost too much.
 To make matters worse, they were still suspicious of the Discom team. Most of the
 managers were silent participants in the discussion. When pressed to describe their
 experience, one offered hesitantly, “if you say what you feel you are victimised.” With
 families to support and bills to pay, no one wanted to be seen to be rocking the boat.
 Previously, they had almost lost their jobs when they were acquired by a Black
 empowerment initiative. And then Trevor Edwards’ team had rolled in and changed the
 rules again. But even then they felt more secure than they did now. “I’m looking out for
 something else,” confided one manager. “I don’t know if I have a future here.”
 There were questions about how jobs were awarded in the integration. “There was no
 process,” announced another manager. “We were just told who was getting which job.
 And the people from Discom were given preference.” This was an underlying concern:
 that Manuel Almeida was ‘a Discom man’, and that his old Discom team was his first
 priority. These managers felt detached from him. “The regional managers from the old
 Discom can’t even compete with some of the store managers from Modisons,” insisted
 one irate manager. “But they have the positions and we don’t. It’s always us against
 them, and they often win, because they have the support of management.” Fred had
 played a role in co-managing the region for a time, but that merely compounded the
 problem. Even now he was not comfortable with his relationship with Discom
 management.
 The 'us and them' mentality was obvious when the Modisons store managers met with the
 OD facilitator independently of the Discom regional management team, and suspicions
 were running high in both groups. The conflict gave Manuel the added stress of
 mediating between them. Although the teams had the same concerns - stock, category
 management, and ambiguous leadership - they still did not see eye to eye. They were
 both suspicious and envious of each other. Each felt that the other had some advantage:
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 Modisons because Manuel was from Discom, and Discom because Trevor Edwards was
 from Modisons. Colin, who had been part of both teams, had this to say: “We bought
 Modisons to make Discom a better chain, but I think that we are going backwards. I was
 impressed by Modisons - by the way they handled their promotions, their suppliers, by
 their attitude and their stores. But we aren’t learning fast enough, and we are going to
 lose the opportunity soon.” Fred made a pertinent comment about the responsibility of
 leadership for this problem: “The reality is that Trevor Edwards had this vision, but it
 wasn’t filtered down. Only he knows where we are supposed to be going, and I wish that
 he would tell us.”
 In fact, communication was a problem constantly raised in the discussion – not just
 sharing the big picture, but at an operational level too. “Giving us the information we
 need is not about power,” clarified Fred. “We need this information to run our business.”
 Being involved in the decision-making process was important to these managers - issues
 that affected their business, issues that they were evaluated on. Whether it was KVI lines,
 promotional allocations, or store planograms, they wanted to give their input. “Cape
 Town shouldn’t try to run KZN from there on their own terms,” said one manager, a
 subtle dig at the recently centralised category management department based at head
 office in Cape Town. Communication had all but broken down completely between the
 old Modisons chain and the category management team. Each blamed the other for the
 problems with the stock lists. The result was that the Modisons stores lost some 800 lines
 that were an important part of their turnover.
 The Modisons managers expressed concern about what this constant battle was doing to
 their reputation in Cape Town. “They think that we are too aggressive, that we are
 troublemakers and complainers. They think that we think we are better than them.” Cape
 Town may not think this, but the rest of the Discom team in KZN defiantly does. “What
 makes them so special?” asked a Discom regional manger. “They are always being given
 special attention. Everyone is worried about how they feel. What about us?”
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 Manuel, as the GM of the region, was obviously concerned. “I wonder how well we
 know our staff, and what they are going through. I don’t know what we should be doing
 differently, but one thing is certain - if we don’t have their support we will go nowhere.”
 But even Manual has been marginalised to an extent. His authority was constantly
 undermined when his superior, the coastal operations director, paid the region a visit. The
 Discom leadership appeared disjointed, and the perception of there being too many chiefs
 was evident amongst the managers. The different signals they got from the different
 senior managers was both confusing and frustrating. “We get different instructions from
 each person that we see,” the managers cried out almost in unison. “We want our
 instructions from one person. We are always asked why we didn’t do something, but the
 truth is that we don’t even know if we are allowed to anymore. We are not our own
 bosses. We have to play it safe.” During this facilitated discussion, it became clear that
 the management team seemed paralysed by fear. The managers were fearful of their GM,
 and the GM was fearful of his bosses, so everyone played it safe. So integration issues
 were not being resolved, because they were not brought to the table.
 An up-date from Fred Killian
 Three weeks later, Fred gave an up-date on how things were going in the region. Initial
 discussions about the management restructuring process had just been completed with the
 team, and although the precise implications were not clear, most of them knew they
 would be affected. “My team morale is low due to the many discontinued lines in our
 business. We’ve now embarked on an exercise to show what we are doing to bring back
 these lines and customers. Three store managers resigned yesterday, saying they can’t
 take this anymore. Anesh has been absent from work for a week, without as much as a
 phone call to me as to why. Mzwandile has been sick for two weeks. Other than that,
 things are OK,” he added wryly.
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 The current situation: November 23, 2001
 The Discom leadership team considered what they had heard in their discussion so far.
 They were painfully aware of the problems with the integration. Early next year, after the
 rush of the Christmas period, they knew they would be called on by the NuClicks Group
 directors to review the business’ performance and to justify the reason for their continued
 existence. How should they present the outlook for the business? What steps should they
 propose to rectify the problems currently experienced in kwaZulu-Natal? What did they
 need to be doing differently?
 The room was silent, waiting expectantly for the words of wisdom that would reveal the path forward.
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 EXHIBIT F: NEW STORE LAYOUT, PRODUCT LINES, AND ADVERTISING (DISCOM)
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 EXHIBIT F [CONT]: NEW STORE LAYOUT, PRODUCT LINES, AND ADVERTISING (DISCOM)
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 EXHIBIT G: MEDIA ADVERTISING IN THE THREE CORE AREAS OF BUSINESS
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 EXHIBIT H: MEDIA RELEASE
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 EXHIBIT I: A MODISONS STORE PRE-ACQUISITION
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 EXHIBIT J: DISCOM TWO-YEAR PROJECTIONS
 DISCOM two year viewBudget Projected
 1999/2000 2000/2001 2001/2002 % chnge 2002/2003 % chngeSales 607,495 650,266 766,364 17.85% 856,112 11.7%
 Gross Profit 136,162 135,387 166,773 23.18% 192,221 15.3%Other income 20,071 23,013 25,774 12.00% 29,108 12.9%
 Total income 156,233 158,400 192,547 21.56% 221,329 14.9%
 ExpensesConsumables 6,079 5,724 6,435 12.43% 6,987 8.6%Discretionary 4,179 4,908 7,611 55.06% 8,765 15.2%Non-controllable 5,924 8,029 15,132 88.47% 19,871 31.3%Motor vehicles 2,755 2,991 3,094 3.45% 3,301 6.7%Rents 29,113 33,816 39,282 16.16% 42,455 8.1%Staff costs 61,311 63,271 67,636 6.90% 72,156 6.7%Security 8,352 8,393 9,170 9.26% 9,471 3.3%Utilities 7,381 8,490 8,679 2.23% 9,101 4.9%
 125,093 135,623 157,041 15.79% 172,107 9.6%Net advertising -228 -1,613 1,916 -218.78% 500 -73.9%
 Total expenses 124,865 134,010 158,957 18.62% 172,607 8.6%
 Operating income 31,368 24,390 33,591 37.72% 48,722 45.0%
 Operating Inc % 5.2% 3.8% 4.4% 5.7%
 Projection assumptions: Inflation 6% and real growth 4%No franchising25 stores close12 openmargin improvement of 0.5%re-image 100 stores
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 EXHIBIT K: BRAND POSITIONING, PERSONALITY, AND THE CUSTOMER
 BRAND POSITIONING BRAND PERSONALITY The Discom brand epitomises the vibrance of urban Africa, and is young, fun-loving, aspirational, glamorous, trendy, and funky, simultaneously exuding a professionalism that ensures trust. Discom is the pulse of the African Renaissaince, reflecting the spirit of the new generation. The brand is therefore optimistic, progressive and promises to leave you feeling and looking great! THE CUSTOMER
 The ‘emerging middle’ can be best described as: Predominantly urban, with some employment, highly optimistic, pro-education, technology & self development. They are materialistic, brand & beauty conscious, discerning, demanding of service and excellent value due to a limited income. They are proud to be African and see South Africa as the frontier of Africa.
 We will exceed the expectations of an awakening customer to international trends and lifestyles by being the natural choice for all her beauty and lifestyle requirements. We will be known to celebrate the vibrancy and spirit of urban Africa, always leading with new trends, ranges and related services. Our niche will be our dominance of the ‘broad middle’ ethnic haircare market, enhanced by a strong presence in related beauty, health and lifestyle products. Our professional services, the dynamic international shopping experience and our innovative range of quality product with an over-riding emphasis on never-ending value, will entrench Discom, as our customers’ preferred destination. Our focus will be on ensuring that our customer feels good at all times, and to retain her as a lifetime shopper by encouraging a one-to-one relationship with her, always exceeding her expectations. Discom will reflect the spirit of a new generation.
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 EXHIBIT L: EXAMPLE OF MONTHLY REPORT FROM FRED KILLIAN (MODISONS GENERAL MANAGER) ILLUSTRATING THE ONGOING IMPACT OF THE INTEGRATION OF SYSTEMS AND PROCEDURES. April 2001 Retail Management Accounts Review Turnover Group turnover was up 16.5% on April last year, and excluding Victoria Street the groups turnover growth was 41.8%. Same store growth is –12.3% and excluding Victoria Street this growth is – 1.8%. In addition to the extremely tight market at present, the integration problems that were identified during March have continued to have an even greater impact on the business during April. Profitability The profit for the month of April is R 16 777 (before interest) versus budget of R 257 918. The primary reason for the profit shortfall is due to the turnover deficit. In addition the monthly contribution from settlement discount has fallen as a result of a change in the mix of purchases ahead of the integration and purchasing from the DC. In addition the advertising expense is over by R 51 000 due to an unbudgeted extra insertion of the month end leaflet (see detail comment later). In the March report the budgets were not adjusted to reflect the conversion of the Lancers Road franchise store to a company store. The budgets have however been adjusted for this report and the prior month figures have been restated. Stockholdings Stock levels have begun to improve, but we were cautious in cutting stocks too vigorously as Cape Town had advised that we carry buffer stocks pending the cut over to drawing from the DC. Russell stock levels are the most problematic, but by May end they had fallen by R 250 000 (partially also due to the stock problems arising from the cut-over). Cashflow Cashflow to end April improved as a result of lower purchases during April, falling for payment at April end. Advertising and Marketing The April leaflet drew from lines that were advertised by Diskom, as well as some lines supplemented from the Modisons range. This leaflet was widely distributed with an additional 40000 inserted into the Ilanga newspaper over the April month end. It is difficult to quantify the impact this extra distribution had on the business, but without doing it turnovers would in all likelihood have been worse. Once Modisons has the benefit of TV advertising under the new brand, such extra distributions should have a far greater impact when used in support of TV adverts Customer Numbers Customer numbers during April have fallen in line with the turnovers to 235 199. This is however an increase of 35% on April last year, but is a decrease of 13,6% on March 2001. The basket value has however increased slightly from R16.24 per customer to R 16.67 per customer, which indicates that the customer mix is remaining fairly consistent, and if anything the more price sensitive shopper is going
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 elsewhere. Nevertheless it is imperative that the price perception is regained in the customers eyes, and that the extra customers that are attracted back to the store do not only come in for the specials, as this will again impact negatively on the average basket value. Integration Management and staff have now all received training by Diskom operational staff in preparation for the change over scheduled for 7 May. The Modisons price file is also scheduled for conversion on the weekend of 5/6 May Franchises Franchise store trading, has in line with the company store trading been very difficult. Franchisees are at present particularly vulnerable to the difficult market as they have not been trading for very long, and consequently have not built up much in the way of reserves to see them through. In addition they are now confronted with the difficulties of integration together with the loss of turnover that is occurring due to this process. The company needs to be extremely sensitive to their needs during this period of transition. Staff Numbers and Productivity Staff numbers have remained constant during the period under review, but overtime and casual hours are being carefully monitored to try and fall in line with the weaker turnovers. Conclusion Difficult trading conditions, coupled with the problems arising from integration are placing pressure upon the business to perform up to expectations. It is imperative that the issues of price perception and improved ranging (to support the margin) are rapidly addressed so as not to lose too many customers, as keeping a customer is a lot easier than attracting a lost customer back again.
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 Instructors Guide
 1. Case summary
 The case deals with the integration of Modisons, a Durban and surrounds based retail
 chain of 9 stores into the national Diskom chain. The issues highlighted in the case
 demonstrate the pivotal role that people and culture play in post-merger integration
 problems.
 The key players in the case include:
 Trevor Edwards – the previous MD of Modisons, new MD of Discom
 Trevor Vroom – the outgoing MD of Diskom
 Tania Fleetwood – the human resource manager of Discom
 Mike Harvey – Trevor Edwards second in charge
 Gavin Williams – the financial support of the Discom chain (previous Modisons)
 Manuel Almeida – general manager of the integrated KZN region
 Chris Venter – a Click’s manager seconded to Discom to help with the integration
 Fred Killian – regional manager of the Modisons component of Discom in KZN
 The Modisons management team
 Representatives from IT, Logistics, replenishment, and HR
 The timeline of the case is the year that followed the acquisition of Modisons by Discom.
 Some background is provided on both Modisons and Discom to set the scene for the
 merger, as well as to suggest a rationale for the merger. These included, amongst others:
 The poor results posted by both chains in years running up to the merger,
 resulting in a need to refocus the businesses
 The threat, perceived by Discom, of not covering an essential LSM band and
 geographical area that Modisons covered
 The strategic need for a capability transfer for both companies
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 When the decision was made to acquire Modisons, Discom chose to absorb Modisons
 into its business by integration rather than assimilation in order to retain the competitive
 advantage that Modisons possessed. The integration, however, was problematic for
 several reasons, including:
 A leadership crisis and management overhaul
 Ineffective and inappropriate communication
 The absence of a change management process
 Logistical and operational integration problems
 The presence of political power games
 A focus on financial objectives to the exclusion of people issues
 The simultaneous conversion of ‘old concept’ Diskom stores
 The centralization of business processes beginning with category management
 The perceived loss of power by Modisons managers, and their backlash
 Insufficient and inappropriate resources dedicated to the integration
 Insufficient planning and foresight to deal with issues that came up
 The case tells of the experiences of the key players in dealing with these issues. The
 experiences range from Trevor Edwards, who explains what the perceived benefits of the
 merger were to be, to the Modisons management team who explain why this was
 unachievable, as well as a host of other players who comment on the reasons for the
 disparity in these views.
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 2. Statement of learning objectives
 Listed below are the learning objectives of the case and the theory it is based on. The
 points are grouped into areas of focus:
 o General Focus
 To understand the impact that mergers and acquisitions have on both
 people and organizations
 The formulation of a practical framework to guide management through
 the integration process
 o Stages in the integration process
 To conceptualize the challenges of managing mergers and acquisitions in
 all three stages of their life cycles (pre, during and post-merger)
 The stages that typically occur in a merger or acquisition and the key
 characteristics of each stage.
 o Types of Integration processes
 The type of integrations possible and how the culture of the integrating
 organizations affect the choice of type
 Methods of selecting appropriate integration approaches and how it relates
 to the purpose of the merger.
 o Planning and Strategy
 The ability to recognize the strategic reasoning for a merger or acquisition
 and how this fits into the overall strategy of the organization
 Assessment of the strategic fit of merging organizations
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 o Implementation Issues
 To identify good integration practices by identifying the consequences of
 undesirable practices.
 Problems encountered in the integration process
 o Culture
 A justification for focusing on people and culture issues.
 The pitfalls of focusing on financial objectives
 The issues surrounding culture clashes of merged organizations.
 The effect of culture on organizational performance.
 The measures and characteristics of organizational culture.
 The functions and types of organizational cultures.
 How culture ‘fits’ affect integration
 The approaches to changing cultures, and their consequences
 The consequences of employee reactions to culture changes during
 integration
 How culture issues affect productivity.
 o Leadership
 The role of leadership during post-merger integration
 o Communication
 The importance of good communication practices for merger success.
 o Evaluation
 The key issues in value creation through integration.
 Methods of assessing value creation in the post merger stage
 The importance of capability transfer for successful integration.
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 3. Suggested discussion and assignment questions
 The table below sets out the discussion questions, numbered below, in a matrix that
 matches the area of focus that the learning points above are grouped in, to the phase of
 the merger. The bold numbers are the assignment questions.
 ISSUES
 MERGER PHASE
 PLANNING / PRE-MERGER
 IMPLEMENTATION / INTERGRATION
 EVALUATION / POST-MERGER
 o Overall Focus
 14, 21, 28
 6, 14, 21, 27, 28
 3, 14, 20, 26, 27
 o Stages in the
 integration process
 1, 22 22 22
 o Types of Integration
 processes
 12, 17, 18, 19 12, 13, 17, 18, 19, 21 12, 17, 18, 19
 o Planning and Strategy
 1, 2, 4, 8, 9, 15, 22 4, 8, 9, 15, 20, 22 4, 9, 20
 o Implementation Issues
 5, 15, 22 4, 5, 6, 7, 15, 16, 22, 23 15, 16,
 o Culture
 9, 10, 13 4, 9, 10, 13, 21,23 9, 10, 11, 13
 o Leadership
 9, 21, 25 7, 9, 10, 21, 23, 25 9, 25
 o Evaluation
 8 6, 8, 16, 20, 23 2, 3, 4, 5, 16, 20
 o Communication
 9, 10, 21, 24 7, 9, 10, 21, 23, 24 9, 10, 24
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 Discussion Questions
 1) An important part of a merger is the pre-acquisition decision making process. Do
 you think that Discom paid sufficient attention to this process? What are the
 issues that Discom would have had to investigate during this process to ensure
 that the acquisition described in the case supported the overall corporate renewal
 strategy? (40min)
 2) What were the suggested reasons for the merger? You answer should include the
 perspectives of both Discom and Modisons. Do you think that the anticipated
 value creation was achieved? Explain. (50min)
 3) Haspeslagh and Jemison (1991) point out that learning from an acquisition should
 be both acquisition specific and broader organizational learning. What lessons do
 you think Discom has learnt from the acquisition? (30min)
 4) Kostuch and Malchione (1998) identify ‘strategic fit’ as being vital for a
 successful merger. How good do you think the strategic fit between Discom and
 Modisons was? (20min)
 5) There are several reasons put forward for the failure of a merger or acquisition.
 List those that you think are of particular relevance to the case. (30min)
 6) Mergers and acquisitions often cause conflict between the parties involved. This
 conflict is not always a negative consequence. Explain. (Hint: A discussion of
 how synergy is achieved is necessary). (15min)
 7) ‘Merger Syndrome’ is a much touted barrier to successful integration. Issues such
 as ‘imagining the worst’, ‘crisis management’, and ‘we versus they’ attitudes are
 symptoms. What evidence of ‘Merger Syndrome’ is there in the case? (30min)
 8) What are the traditional areas of focus in a merger? Explain why this is now
 regarded as insufficient. (Hint: A successful merger relies on exploiting the core
 competencies common to the organizations (Ghobodian etal, 1999). These reside
 in the organization’s intellectual and system’s capabilities and not merely in its
 physical assets (Quinn, 1996).) (40min)
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 9) What does current theory regard as strategic requirements for a successful merger
 or acquisition? To what extent are these requirements evident in the case? (50min)
 10) There are four types of organizational cultures, (power, role, task/achievement
 and person/support). These cultures are important considerations in most mergers.
 How would you classify the organizational cultures of Discom and Modisons?
 Why? (20min)
 11) The closeness of these organizational cultures on a continuum, from power to
 support, often determines how successful a merger will be. With this insight,
 predict how successful you think this merger will be. (20min)
 12) Mergers are often likened to a marriage. It could be an ‘open marriage’, a
 ‘traditional marriage’, or a ‘modern, collaborative marriage’. What type of
 ‘marriage do you think that Discom and Modisons envisioned having? What type
 do you think that they have? Explain. (30min)
 13) Meshing of cultures is important for the sustainability of a merger. Bate (1990)
 suggests four broad approaches to changing a culture, an aggressive approach, a
 conciliatory one, a corrosive approach and an indoctrinative one. Which approach
 or combination of approaches do you think that Discom used? Which do you
 think would have been most appropriate? (20min)
 14) One of the primary consequences of a difficult merger is a fall in productivity.
 What do you think the drop in productivity of the Modisons managers could be
 attributed to? (30min)
 15) Haspeslagh and Jemison (1991) provide three integration issues that firm’s face,
 one of which is determinism. To what extent do you think that Discom held on to
 its initial merger justification to the detriment of the overall process? (20min)
 16) An important process that needs to happen for a merger to be successful is
 capability transfer. Briefly outline the factors necessary to achieve effective
 capability transfer. Do you think that these factors were present in the case?
 (40min)
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 17) The above table describes the types of acquisition integration approaches
 proposed by Haspeslagh and Jemison. Where would you place Modisons on the
 above table? Explain why. With this in mind, do you think that Discom took the
 appropriate approach to the integration? (30min)
 18) What are some of the other factors that Discom would have to consider in
 deciding on an integration approach? (20min)
 19) The tables below suggest four modes of acculturation. Where on both tables
 would you place Discom and Modisons? What evidence is there in the case that
 the appropriate acculturation method was used? (40min)
 How much do members of the acquired
 firm value preservation of their culture?
 Very much Not at all
 Very attractive
 Integration
 Assimilation
 Perception of the
 attractiveness of
 the acquirer
 Not at all attractive
 Separation
 Deculturation
 Culture: degree of multiculturalism
 Multicultural Unicultural
 Related
 Integration
 Assimilation
 Diversification
 Strategy: Degree of
 operational related-
 ness of firms
 Unrelated
 Separation
 Deculturation
 Need for Strategic Interdependence
 Low High
 High
 Preservation
 Symbiosis
 Need for
 Organizational
 Autonomy Low [Holding] Absorption

Page 97
						
						

COPYRIG
 HT U
 CT
 Instructors Guide Organisational Meltdown – Facilitating Post-Merger Integration
 9
 20) Mike Harvey has a particular view of what is evidence of a successful merger. Do
 you agree with that view? What other evidence would you look for? (40min)
 21) What contributed to the ‘sense of loss’ that the Modisons managers felt. How
 could this have been avoided? (50min)
 22) Do you agree with the timeline for the merger? What are the relative advantages
 and disadvantages of a short timeline? (20min)
 23) There is much talk in the case of physical integration problems. To what extent do
 you think that this was as a result of broader people and culture issues? Explain.
 (40min)
 24) To what extent do you think that ‘poor communication’ hindered the merger
 process?
 25) Leadership is a key issue in any integration. Do you think that the Discom
 leadership structure and style was appropriate? What are the leadership issues in
 the case? (40min)
 Suggested assignment questions
 26) You are a consultant approached by Trevor Edwards to evaluate whether the
 initial merger objectives have been met. Develop a framework that you will use to
 evaluate the new Discom organization. Ensure that your key indicators include
 both physical and organizational and human resource issues.
 27) You have been recruited to replace the outgoing general manager of the KwaZulu
 Natal region. What are the issues you face now that the merger is drawing to a
 close? Outline a plan to ‘revitalise’ your region, paying particular attention to
 human resource issues, as well as the timing of your initiatives.
 28) You were an advisor to senior management at Diskom prior to the merger. What
 factors would you have suggested that they consider before acquiring Modisons.
 Explain to them why those factors are important for the merger to be successful.
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 29) You are the new organizational development head at Discom. What are your
 concerns in this post merger stage? What would you have done differently had
 you been appointed on the day the merger took place?
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