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This thesis examines the key capabilities for ¢agyout acquisition programs. The objective of ¢iedy is first to
determine, which are the key capabilities for dffety managing acquisition programs and secondiyjeterming
how the program-level capabilities can be develdpetter in the Case Company. In the study, actjoisprograms
are characterized by multiple acquisitions cardgatin a certain business and under a limited tiaraé.

Acquisition capabilities have so far been studiedinty from the perspective of individual acquisitto However, this
study shifts the focus onto acquisition programeleeapabilities and the continuous development o%AM
capabilities in order to manage a broader streaacqtiisitions. This study addresses the questidrownfto develop
the acquisition capabilities to a level that enal®éfective execution of the acquisition prograrike study first
focuses on determining the key capabilities fordffective execution of an acquisition program, &meh on how to
develop these capabilities in order to manage aitgpn programs in a more effective manner in threghrun. As &
starting point for the study, M&A capabilities weliest divided into four levels: (1) capabilities tnanage individua

acquisitions, (2) capabilities to develop the célgas of managing individual acquisitions, (3)pailities to manage

acquisition programs and (4) capabilities to depelbe potential of managing acquisition programke Btudy
focuses on the program-level capabilities (levelan8 4). The third capability level was examineddwaluating
whether it is in general possible to define keyatalities for managing acquisition programs, whiagse key
capabilities could be and whether there are commiweracteristics for successful serial acquirerse Tourth
capability level was explored through learning-rethquestions such as how a successful acquirdd tarn from its
own activities and what kind of mechanisms it sdastablish in order to develop its M&A capabilitie

The Case Company, which had traditionally pursueda@uisition-supported growth strategy, was segtarshift its
focus from individual acquisitions more onto ac@ios programs by deepening its understanding an khy
capabilities required to carry out acquisition peogs in a successful manner. The study began witbad literature
review, upon which an acquisition program capapti#mplate was created. This literature-based cltyate mplate
provided a starting point for the case study, whicimed the empirical part of the study. The catsslys was
conducted by examining two acquisition programg the Case Company had carried out. The first adtipn

program included four acquisitions that had beeavipusly carried out over a three-year period f2001 to 2003
The second acquisition program, which was starie2DD4 and will most likely be continued in theuid, has so fa
included five acquisitions.

A process description was developed and appliet@naging acquisition programs in order to deternainevhich
point each capability played a central role: thguigition program preparation phase, acquisitiovgpm execution
phase and post acquisition program phase. The stadg provided further insights into the essengiedjuisition
program capabilities and the final acquisition pesg capabilities template. The final template wasedbped as &
result of the literature review, empirical findinffsm the case study and several in-depth discossioth the Casg
Company’'s M&A team. The final template and the maotendations for the Case Company are presentea

acquisition program process description where tly kcquisition program capabilities are linked twe

corresponding process step. This template is tppéed to a new business to which the Case Compasyseeking
to expand while this thesis was in progress.
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Tama diplomity6 tutkii sitd, mitka ovat yritysostdyjelmien toteuttamisessa vaadittavat avainkyvyklegy Tyon ta-
voitteena on ensin maéarittda yritysosto-ohjelmaiameainkyvykkyydet ja antaa sen pohjalta suosituksikittavalle
kohdeyritykselle siitd, miten sen tulisi niitd ke omalta osaltaan. Yritysosto-ohjelmat maaiitelutkimusta
varten yhdella liiketoiminta-alueella tietyn aikgna puitteissa suoritettavien yritysostojen avulla.

Yritysostokyvykkyyksid on toistaiseksi tutkittu @mé& yksittéisten yritysostojen néakdkulmasta. Ta&otimus Kkui-
tenkin pyrkii siirtdmaéan painopistetta yritysostioje@dmatasolle ja yritysosto-ohjelmakyvykkyyksierkjavaan kehit-
tamiseen. Tutkimuksen paaasiallinen tutkimuskysymysMiten kehittad yritysostokyvykkyyksia tasolieka mah-
dollistaa yritysosto-ohjelmien tehokkaan toteuttseni?”. Tutkimuksen lahtokohdaksi yritysostokyvykégy jaotel-
tiin neljalle eri tasolle: kyvykkyys (1) toteuttaésittaisia ostoja, (2) kehittdd yksittaisten ostojoteutuskykya, (3
toteuttaa yritysosto-ohjelmia ja (4) kehittdéd ysibgto-ohjelmien toteutuskykya. Tutkimus keskittggdille 3 ja 4.
Kolmatta kyvykkyystasoa tutkittiin selvittémallanko ylipdansa mahdollista méaarittaéd avainkyvykkygkshjelmien
hallintaan, mitk&d ndma olisivat ja onko taitavistajaostajista I0ydettavissa yhteisia piirteitaljiNg kyvykkyystasog
tutkittiin analysoimalla jatkuvaan oppimiseen jahk&imiseen liittyvia kysymyksid kuten miten sagtaja oppii
parhaiten omista kokemuksistaan ja minkélaiset mgkait sopisivat yritysostokyvykkyyksien jatkuvaan
kehittdmiseen.

Tutkittava kohdeyritys, joka on perinteisesti kaswiasekd orgaanisesti ettd aktiivisten yritysostdf@utta, halu
siirtdd painopistettd yksittéisista ostoista yiigt®-ohjelmatasolle pyrkimalla syventdmaan omaa §mystdén olen
naisistaavainkyvykkyyksista ohjelmien tehokkaaksi toteutiseksi. Tutkimus alkoi laajalla kirjallisuuskatsaeial
jonka perusteella laadittin ensimmainen, tutkinerksempiirisen osan pohjana toiminut yritysostgelmamall
Tapaustutkimus toteutettiin tutkimalla kahta kohilgksen toteuttamaa yritysostdijelmaa. Ensimmainen ohjel
koostui neljasta yritysostosta ja oli toteutettunk@n vuoden aikajaksolla vuosina 2002003. Toinen ohjelma, jo
aloitettiin vuonna 2004 ja jota mitd todenndkoisimrjatkeaan vield tulevaisuudessa, koostuu toistaisekdiest
yritysostosta.

Yksittaisten yritysostojen kanssa analogista prsikasausta sovellettiin myos yritysostdjelmien hallintaan, jotta
mahdollista analysoida, missa vaiheessa prosessigitysosto-ohjelmakyvykkyyksia on tarkeda hallityritysostq
ohjelman suunnitteluvaiheessa, ohjelman toteutbsesisa vai ohjelman toteutuksen paattymisvaihe@agaustutk]
mus mahdollisti yritysosto-ohjelmien avainkyvykkywjlt ja lopullista kyvykkyysmallia koskevan nakokamsyven
tamisen. Lopullinen malli kehitettiin kirjallisuuatsauksen, empiiristen 16yddsten seké useiden koitylesen M&A
ryhman kanssa kaytyjen keskustelujen pohjalta. ligessa kyvykkyysmallissa ja suosituksissa ohj¢asal
avainkyvykkyydet sijoitetaan kaytannon sovellukgemusteella muokattuun prosessikuvaukseen yritgsagelmie
toteuttamisesta. Kohdeyritys soveltaa lopullistdlimauden kiinnostavan liiketoiminta-alueen tuthksmssa.
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1 Introduction

1.1 Background

Performing mergers and acquisitions (M&A) has betrdied extensively from many
perspectives. Some studies have focused on adguipitocesses, some have compared
the process view with the traditional view and sohsve focused on acquisition
capabilities. The challenges in acquiring have wadéd researchers to study all the
interdependent sub-activities of acquisition precedhe traditionally accepted
consensus has been that instead of increasing quirexs value and improving
performance, mergers and acquisitions tend to aestalue (e.g. Porter, 1980).
However, this view has been challenged by the tee=earch (e.g. Bruner, 2001) and
studies performed by consulting companies such las Boston Consulting Group
(BCG) and McKinsey et co. (2006 — 2008).

Rather little attention has been paid to acquisistrategies and acquisition histories.
Schipper and Thompson (1983) found that a significaercentage of the single
transactions analyzed in M&A research occurred iwitlacquisition programs

implemented by individual companies. A recent stadgn implies that the majority of
acquisitions are a part of an acquisition stream by individual companies (Rosen,
2005). Thus, the view that individual acquisitioage often a part of a company’'s
broader sequence of acquisitions has graduallyestdo shift the perspective from a
close-up on one transaction to the implementatibmro entire acquisition strategy

consisting of multiple transactions.

Existing research suggests that mergers and atgunssishould primarily be seen as a
tool among other potential investment modes instafad strategy to grow as such.
Allocating too much managerial resources on actjoisiprocesses diverts attention
from the core business and may even decrease mearfice in the long-run. These
studies reckon that markets are more likely to redweompanies focusing on their
strategic goals and selecting acquisitions thatptement their distinctive capabilities
(Palter and Srinivasan, 2006; Cools et al., 20Ba@htcompanies whose primary reason
for acquiring is to expand their business. On ttheohand, there are recent studies that

find acquisition-driven growth strategies creatsugperior shareholder returns (Cools et



al., 2004). Successful serial acquirers represehiceative research field and are
drawing increased attention from distinguished aed®ers. So far, serial acquisitions
have been mainly addressed as a stream of indivédg@isitions. One of the main foci
in this field has been on measuring how prior agitjon experience affects the serial
acquirer’s performance (e.g. Lubatkin, 1983; Kuset®85; Haleblian and Finkelstein,
1999; Zollo and Singh, 2000; Albizzatti and Sia@042). Later on, focus has been drawn
on the utilization of this acquisition experienaedamore specifically, learning from

prior acquisitions (e.g. Hayward, 2002).

1.2 Research Problem

The main research problem of the thesis is:

"How to develop acquisition capabilities to a levdlich enables effective execution of

acquisition programs?"

The main research question first focuses on detemgithe key capabilities for the
execution of an acquisition program and, secondiyraw to develop these capabilities

in order to manage acquisition programs in a miec#ve manner in the long-run.

The main research problem is further divided ihfollowing sub-questions:

* What are the key capabilities for managing acqoisifpprograms? Are there
common characteristics for successful serial aegair and what are these
common characteristics?

* What is the optimal process description for manggaequisition programs?
Which acquisition program capabilities are needed at which stage of the
process? What is the optimal manner for an org#oizato allocate the

capabilities and responsibilities in acquisitions?

* What drives the M&A capability development for aceessful serial acquirer?
How can a serial acquirer learn from its own ex@eres? How can a serial

acquirer benchmark other successful serial acqfirer



1.3 Objectives

There are three primary objectives in the studypmeesented in Figure 1. The first
objective is to determine the key acquisition pawgrcapabilities for successfully
planning and executing an acquisition program dt agethe key capabilities needed to
integrate an acquired business into the acquirxisting organization. The second
objective of the study is to come up with concgi@elines for planning and executing
an acquisition program and linking the key M&A chipiies to the corresponding

stages of the process. The third objective is tabéish methods through which an
acquirer can develop its M&A capabilities and beeamore successful in the long-run.
The study aims to discover whether and how a cosgan benefit from intentional

and continuous learning when performing acquisgti@s a part of an acquisition
program and whether the Case Company currentlizegilits existing knowledge and
M&A experience. Moreover, the study examines what& of acquisition program-

level resources should be appointed and at whadest

The study aims to fill in the academic gap in titerdture surrounding the higher levels
of acquisition capabilities and to deepen the ustdeding of dynamic capabilities by
analyzing literature on the micro-foundations gba&hility development (e.g. Laamanen
and Wallin, 2009). The practical relevance of thedg is in examining a certain

company’s (referred to as the Case Company) onggagguisition programs and to
define a standardized acquisition program capghl#iimplate the company can use in
planning and implementing its upcoming acquisifioagrams. The template is to serve

as a basis for further developing the Case Compaagquisition capabilities.



Research Problem:
How to develop acquisition capabilities to a level
which enables effective execution of acquisitionograms?

Research Question 1:

What are the key capabilities for
managing acquisition programs?

Are there common characteristics for
successful serial acquirers — and what are
these common characteristics?

Objective 1:

to determine the key acquisition program
capabilities that a serial acquirer needs in
order to successfully plan, execute and
integrate acquisition programs

v

Research Question 2:

What is the optimal process description for Objective 2:

managing acquisition programs? to come up with concrete guidelines for
Which acquisition program capabilities are _| planning, executing and integrating an
needed at which stage of the process? Wha | acquisition program and linking the key

is the optimal manner for an organization to program capabilities to the corresponding
allocate the capabilities and responsibilities stages of the process

in acquisitions?

Research Question 3: Objective 3:

What drives the M&A capability developmen to establish methods through which

for a successful serial acquirer? How can it »| acquirers can develop their M&A

learn to benchmark other successful serial capabilities in the long-run and become
acquirers? more successful in carrying out acquisitions

Figure 1: Objectives of the study

1.4 Scope of the Study

The focus of the study is on serial acquirers aoduisition programs. Individual
acquisitions are examined only briefly and serveaaseference for examining the
research question. In further detail, the studyl@es the M&A capabilities with the
special focus on analyzing the key capabilitiegrgdflementing acquisition programs. A
four-level framework for acquisition capabilities presented as a basic template for
structuring the analysis. This framework is preednand further discussed in the
literature review. The study focuses on analyzimg third and the fourth level of the
capability framework: the capabilities to manageguasition programs and the
capabilities to develop these aforementioned céipabi In order to study the fourth,
yet rather unexplored level of acquisition capébdi, the third level first needs to be
analyzed. The study approaches the fourth capakehtel by examining the cognitive

micro-foundations of dynamic capabilities.



1.5 Methodology

The methodology of the study consists of a theometand empirical part. The
theoretical part is composed of the literature @eviwhich covers two broad topics as
presented earlier: the capability to manage adiuisprograms and the capability to
develop the capabilities of managing acquisitiomgpams. The cognitive micro-
foundations of dynamic capabilities will also beamined in the latter part of the

literature review. The second part of the literatrgview builds up on the first part.

The empirical part of the study consists of a ctigmi action analytic approach: the
approach is diagnostic and mainly based on theryHaalding case study (Eisenhardt,
1989). Existing data and analyses on the compamdévidual acquisitions are

examined partly simultaneously while conducting literature review. Moreover, the
interviews and in-depth discussions are carriedroptart concurrently to analyzing the

empirical findings.

1.6 Definitions

Acquisition Capabilities Acquisition capabilities are a set of specific adentifiable

processes, tools and resources that can be reflectihe knowledge, skills, systems
and structures of an acquirer. Acquisition captaédi can refer to the capability of
performing individual acquisitions or the capayiliof performing a series of
acquisitions. Traditional research has focused mooréndividual acquisitions but this
study aims to zero in on the acquisition prograwelle Acquisition capabilities are

examined from the perspective of dynamic capabdliti

Acquisition Capability FrameworkThe Acquisition Capability Framework used in this
study consist of four hierarchical levels: the dalig (1) to manage individual
acquisitions, (2) to develop the capability of mging individual acquisitions, (3) to
manage acquisition programs and (4) to develog#pability of managing acquisition
programs. This framework will be presented in iterdture review and then elaborated

further in the theoretical framework of the study.

Acquisition Programs. In the study, acquisition programs are charactdrlzy multiple

acquisitions carried out within a certain businessdustry sector and under a limited



timeframe. Acquisition programs can be very comg@as company-specific by nature.
Yet, some generalizations can be made in orderddreas the basic definitions.
Acquisition programs are usually entities consgstiof a stream of individual
acquisitions, which are managed in a coherent andistent manner. In this case study,
there are two main determinants for an acquisipimgram: the targets operate mostly

in the same business and the acquisitions areedastit within a specific time period.

Dynamic Capabilities There are several somewhat differing definitiafisdynamic

capabilities. Teece and Pisano (1997) defined trmmunique and idiosyncratic
processes emerging from path-dependent historigs raquiring in-depth learning
mechanisms. Zollo and Winter (2002) define dynacapabilities as a learned and
stable pattern of collective activity through whithe organization systematically
generates and modifies its operating routines irsypu of improved effectiveness.
Teece (2007) separates dynamic capabilities frasthcalled zero-level capabilities in
how they relate to change: whereas ordinary cagiabilenable a company to run its
normal business operations, dynamic capabilitieere modify or create ordinary
capabilities. Dynamic capabilities are a preredgifor rapidly adapting to a changing
customer base and new technological opportuniiégsenhardt and Martin (2000)
define dynamic capabilities as specific proceskas tary with the underlying market
dynamics but have significant commonalities acrbems. Laamanen and Wallin
(2009) state that dynamic capabilities reflectahganization’s ability to reach new and

innovative forms of competitive advantage.

1.7 Structure of the Study

The structure of the study is presented in FigurA22a theory-building research, the
aim is to sharpen the constructs as the reseaagcpicontinues further and finally, to
iterate towards a theory that closely fits with thata. This includes refining the
definition of the construct and building evidenedich measures the construct in each
of the cases (Eisenhardt, 1989). The literatureeveconsists of two broader parts, both
related to acquisition capabilities: the capaleiditto manage acquisition programs and
the capabilities to develop the capabilities of aging acquisition programs. The main
contributors for the first part of the literatureview are Kusewitt (1985), Hayward
(2002), Fowler and Schmidt (1989), Fuller et a0(22), Rovit and Lemire (2003), Voss

(2007), and Laamanen and Keil (2008). The seconddopart of the literature review



discusses the capability to develop the capalslitie managing acquisition programs
and explores the cognitive micro-foundations of atality development. The main
sources for this part are the working papers andiet by Gavetti et al. (2005, 2007),
Laamanen and Wallin (2009) and Bingham (2008).

Two different templates were developed as a resfuthe study. The first template,
Acquisition Program Capabilities Template 1, wasetebased on the synthesis of the
literature review and it was reflected on while mxaing the two acquisition program
cases, Program 1 and Program 2. After analyzingPtlogram cases and having had
several in-depth discussions with the Case Compamy&A team, a process
description for managing acquisition programs anfinal capabilities template, the
Acquisition Program Capabilities Template 2 was aleped and applied to a new
business the Case Company was seeking to expaiitiitotemplate was presented as
final recommendations for the Case Company andliitalso be applied to planning,

executing and integrating acquisition programs émaérge in the future.

4th level
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Figure 2: Structure of the study

2 Literature Review

2.1 Mergers and Acquisitions from a General Point of Vew

Companies are expanding through mergers and atignssito such an extent that the

combined deal value in 2006 was almost 3.8 trililmtiars (Thomson Financial, 2007).



During the period of January 1980 to January 20@0et were over 400 000 completed
mergers or acquisitions worldwide with a total \&alf 9 trillion dollars (SDC, 2000).
Yet there has been a somewhat general understatidingdividual acquisitions more
likely decrease than increase the acquirer's pexdioce. In the merger mania of the
1980’s as much as almost one third of all mergerd acquisitions ended up in
divestiture and fifty percent proved to be gengralhsuccessful when measured in
financial terms (Napier, 1989; Bradley and Sundar2®05). In a review of all
industries, the indication was that even up to sgveercent of all acquisitions fail to
meet the forecasted expectations and never live thpe pre-merger performance levels
(Rodgers, 1988). On average the shareholders addfeiring firms earn at maximum
zero abnormal returns at the time of the acquisgi@announcement, although there is a
high variance in the returns (Fuller et al., 200Rjeller et al., 2004). Several studies
have also shown that acquisitions that are largelative terms tend to yield inadequate
returns for the acquirers (Porter, 1987; AgrawaffeJand Mandelkar 1992; Loughran
and Vijh, 1997) and that in general, smaller acysir outperform their larger

counterparts.

Not all studies have indicated a negative post-adgqn outcome: Bruner (2001) states
that from sixty to seventy percent of all acquisis result in a performance that actually
does compensate investors for their opportunityscéte argues that most of the studies
implicating a negative post-acquisition performadoenot take these opportunity costs
sufficiently into account. The value destructiomuanent is based on the impact the
deals have on the value of the acquirer's shaiéslees not measure the effect on the
target’s investors. Cools et al. (2007) state th#te effects of the acquisition on the
target's investors are measured and combined wiéh acquirer’s post-acquisition
performance, the total outcome of mergers and atouis turns out to be positive.
Different methods of measuring post-acquisitionfgrenance may lead to different
outcomes. Moreover, the acquirer’s performance llysddfers in the short-run versus
when examined in the long-run. Zollo and Meier @00nade a comprehensive
comparison of different M&A performance measuresd aiound no significant
connection between the short-term measures suclth@smost commonly used
Cumulative Abnormal Returns (CAR) and any otherriogt Their findings indicate
that short-term window event studies do not acgugdluge acquisition performance but

they rather depict the overall market sentimenhoi certain types of acquisitions



should perform. They state that the financial mirldo not appear to have sufficient
information to systematically predict the outconfean acquisition based on the data

available at the time of the acquisition announagme

2.1.1 Reasons to Acquire

If acquisitions in general affect the acquirer'sfpemance negatively then why do
companies perform acquisitions? Several studies f@aused on examining these main

incentives and found somewhat contradictory results

Many M&A practitioners and consulting firms beliewbat the relative size and
acquisition frequency can affect the success durfaiof an acquisition program. For
example McKinsey & Co. (Frick and Torres, 2002}esta a recent study that although
the average merger or acquisition destroys valug¢hi® acquirer, deals carried out by
companies that undertake them often and in a gicateanner actually do create value.
A study by the Boston Consulting Group (Cools et 2004) similarly concludes that
highly acquisitive companies outperform those mglonly a few or no acquisitions at
all. Bradley and Sundaram (2005) found that actjois are actually the result of good
performance, not the cause. They also found tleteeta difference in announcement
effects of public and non-public targets especialhen stock was used as the method
of payment: public targets resulted more likely negative announcement effects
whereas the effect for non-public targets was §ipmtly positive. Concluding,
Bradley and Sundaram (2005) found significant mpaesitmarket reactions to
acquisitions involving cash and acquisitions of 4poiblic targets, regardless of the

medium of exchange.

Porter (1980) presented three prerequisites fdopamg acquisitions successfully: a
low floor price in order to avoid overpayments theduce the total profits generated by
the acquisition, imperfect markets for generatieg growth opportunities and a unique
opportunity for the buyer to operate the acquireditess. Hitt et al. (2003) found
various reasons to motivate acquisitions: increasirarket power, overcoming entry
barriers, decreasing cost of new product developmecreasing the speed to market,
lowering the risk compared to developing new prdsluincreasing diversification,

avoiding excessive competition and learning andelibging new capabilities. Further

research has shown that some acquirers habituatlysaccessfully acquire to gain



market power (Barton and Sherman, 1984; Baker amdrighan, 1985; Anand and
Singh, 1997), some to divest assets and re-depknurces (Capron, 1999) and some to
strengthen technical knowledge (Ahuja and Kati@G)D).

Albizzatti and Sias (2004) point out four major mations for performing acquisitions:
acquiring new skills or products, expanding geoliegdly, consolidating a mature
industry or transforming or creating an entirelywni@dustry. Acquiring new skills or
products is rational if the company is looking &ospecific competency or skill or if the
company wishes to deepen its R&D capabilities &e tap a product that would fill a
gap in its own product portfolio. Geographical expian motivates acquisitions if the
company aims to extend its business model intoregfons in order to increase market
share. If the company wishes to consolidate a reanhdustry, the best strategy would
be to merge with another company relatively simitasize and scope by integrating
operations on a relative co-equal basis (Hitt et 2003). A company wishing to
transform or create an entirely new industry is fik®ly to acquire a target from a

different industry segment.

Chatterjee (1986) introduces a resource-based gyrgproach where he identifies the
resources as cost of capital-, cost of productamd price-related. The first category
mentioned results in financial efficiencies, them® in operational benefits and price-
related in collusive synergies. One of the findingshe study is that horizontal mergers
result in the highest gains. However, in a latedgt Chatterjee (2007) states that the
unprecedented complexity of synergistic mergers aamhuisitions, acquirers’

overconfidence on its prior experience and a topodpnistic attitude often lead to

overestimating achievable synergies. Yet synerggaies one of the most common

justifications managers use when explaining thessditpn to shareholders.

Although synergistic mergers may create competitigeantage, they may also lead to
integration problems. Chatterjee (2007) refers éwesal researches showing that the
highest probability to succeed is for the acquiriiigns to rely on a repeatable
acquisition process. Occasional ad hoc -acquireasching for synergy or a unique
opportunity have to contend with all the impedinsetd acquisition success and are
therefore less likely to succeed. Chatterjee (20id)s cost synergies being easier to

achieve than revenue synergies, which is often aslated by consultants and other
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practitioners. Even experienced acquirers shoylageh synergistic mergers carefully

without relying too much on their prior successorec

2.1.2 Literature Findings on Acquisition Value

Acquisitions tend to decrease the acquirer's peréoce at least in the short run. A
common reason for poor post-acquisition performasdhe inadequate evaluation of
potential targets. Without a professional due ditige process, there is a high risk of the
acquirer overestimating the potential acquisiti@ing and underestimating the risks.
Many acquisitions fail because the acquirer is abte to achieve the predicted
synergies from the acquisition (Hitt et al., 2008%. one reason for acquisition failure,
Hitt et al. (2003) mention managers being too fedusn acquisitions. Due to the
limitations on a company’s management capacity & 1959), a highly active
acquirer inevitably diverts attention from the glaiperations to acquiring. If all the
valuable time is spent on searching for potenéiedets, on carrying out comprehensive
due diligence processes or on preparing for thetregn phase, very little time is left
to concentrate on the core business. In this daseppportunity costs may turn out

higher than expected.

A main focus of M&A studies has traditionally beéme strategic fit between the
acquirer and the target. There are somewhat cactiragl findings on whether a high
acquirer-to-target relatedness produces betterdtsethan a lower relatedness does.
Chatterjee (1986) states that horizontal mergexd te collusive synergies and thereby
create the highest value. Also other studies omlsacquisitions (e.g. Singh and
Montgomery, 1987; Barkema and Nadolska, 2008) inthgt a higher acquirer-to-
target relatedness increases the probability otaessful post-acquisition performance.
On the contrary, Seth (1990) found that relatedusitipns do not appear to create
more value than unrelated acquisitions. Insteallievis created by both unrelated and
related acquisitions. Fowler and Schmidt (1989keded the research field from the
business relatedness to cover additional strategiquisition factors such as
organizational age, acquisition experience ang#reentage of target’s stock acquired.
They found that on average the post-acquisitiofiopgance improved significantly if
the organizations had previous M&A experiencehéyt acquired a high percentage of
the target and if the acquirer was an older compBngaging in a competitive bidding

was seen to decrease acquirer’s performance. Marak (1990) found that three types
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of acquisitions have systematically negative angeorent returns to bidding firms:
acquisitions where the acquirer diversifies, adtjoiss where the acquirer buys a
rapidly growing target and acquisitions where thquirer's managers have performed

poorly before the acquisition.

2.1.3 Strategic Acquirers — A General Outline

Strategic acquirers can be defined as companiasragyother firms as a part of their
business strategy and companies that carry ouisatons in order to accelerate growth
in a certain business, market segment or stratggioaportant location. The literature
mentions Cisco Systems, GE Capital and Microsofexamples of successful serial
acquirers with clear and developed acquisitiontetfi@s. These strategic acquirers are
in constant search for potential targets to filbgan their product and technology
capabilities (Chatterjee and Bourgeois, 2002). t&gia acquirers can be further
categorised into frequent and less frequent acguae well as into acquirers pursuing a
steady acquisition rhythm and acquirers acquirimgao more of an ad hoc basis
(measured e.g. as the adjusted standard deviatitireiacquisition rate). On average,
companies performing a high number of smaller aitjons are able to take better
advantage of learning-by-doing as opposed to corapangaging in only a few larger
acquisitions. However, the emphasis of a particatajuisition strategy on performance
is challenged by Bradley and Sundaram (2005) whindahat in fact, post-acquisition
performance does not follow particular acquisitstrategies but is rather determined by
the nature of the target and the medium of exchangekets were found to react
positively to cash-financed acquisitions of pulticgets and negatively to acquisitions

of public targets that were financed with stock.

The acquisitions of strategic buyers have also loeempared to those of private equity
(PE) firms. The traditional assumption has been the PE firms have conquered an
increasingly large share of the M&A market merely using their huge reserves of
capital. However, fresh research proves otherwiggate equity firms manage to win
deals against strategic acquirers by paying loweiltiples and lower acquisition
premiums than strategic buyers (Cools et al., 20@8veral explanations for this
finding have been presented. First of all, PE fitered not to bid for targets in strongly
consolidated industries where high multiples arel jpait instead rather concentrate on

targets many strategic acquirer consider too smallunreachable due to legal
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regulation. Cools et al. (2007) further argue taagets usually prefer to be acquired by
a PE firm to being acquired by a strategic acquiverich lowers the price of the

acquisition for a PE firm.

2.1.4 Acquisition Strategies: Frequency and Acquisition Tpe

Hopkins (1987b) has divided acquisition strategis consistent and inconsistent ones.
He further subdivided the consistent acquisitiomategyies into marketing and
technology related and to the less focused stegegi/oss (2007) presents an
acquisition strategy framework based on the twdofacrepeatedly stated to affect
M&A capability evolution the most: acquisition fregncy and acquisition type.
Existing research has not been able to form a cmuseon whether the relationship
between acquisition frequency and M&A capabilityolenion is actually positive or

negative. However, some conclusions can still lbevdr

Rovit et al. (2003, 2004) suggest that the besitesgy is to perform acquisitions
constantly throughout all economic cycles: compami@st successful at creating long-
term shareholder value are frequent and steadyiracgjiand are able to maintain a
constant program of transactions throughout econdiasts and boom times. These
conclusions are supported by their findings in Wwhithe frequent acquirers

outperformed all other companies and the shareholdéue created was directly

correlated with the number of acquisitions. Theyehdistinguished five acquisition

strategies based on acquisition frequency andttaige, which are visualized in Figure
3:

* Mountain climbing stands for first acquiring smedkgets frequently and then
moving on to larger ones

» Stringing pearls stands for acquiring small tardestguently

» Betting small stands for acquiring small targetsragular intervals

* Rolling the dice stands for performing only a fewgaisitions but acquiring only
large targets

» Refraining means making no acquisitions at all

The companies enjoying the highest returns werérntfmntain climbers” followed by

the “pearl stringers”. In other words, the comparperforming the highest number of
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acquisitions outperformed their less active coyads. The most successful acquirers
focused on small targets that were even less tftaari percent of their own size. These
mountain climbers and pearl stringers performedatrsix times better than their peers
that aimed for bigger targets at a lower frequeigking only a few large acquisitions,

“rolling the dice” proved to be the riskiest stigye

Pearl stringers

Small betters Dice rollers

Acquisition frequency

/
Target size

Figure 3: Acquisition strategies matrix (Rovit et & 2004 ; Voss, 2007)

I

Voss (2007) presents acquisition type as the atimeension of acquisition strategies in
addition to acquisition frequency. Acquisition typgeasures the number of different
kind of acquisitions within an acquisition strate@ye business similarity of the targets
and the congruency of their strategic objectiveththie acquirer’s objectives have an
impact on M&A capability evolution. This businesmgarity can refer to the acquirer-

to-target relatedness and to target-to-targetaetedss.

2.2 From Individual to Serial Acquisitions

Multiple acquisitions have been studied to a lesséent than individual acquisitions.
Voss (2007) has divided the present literature autiple acquisitions into four

different theories: (1) the financial perspectitedry, (2) the agency theory, (3) the
strategic management research and (4) the orgamahtearning theory. A summary

of these theories has been presented in Figure 4.

14



Studies focusing on the financial economic perspeatf multiple acquisitions form
one category. This perspective suggests that peafoce is controlled more by capital
markets than by actual firm behaviour. The finahdtzeory states that multiple
acquisitions should be performed only when an uloéga value- or synergy-adding
element can be realized. Studies focusing on thenéial perspective have not been
able to provide entirely coherent results on sa@uirers. They have found that in
general, serial acquirers are slightly more sudakdban single acquirers and that

acquisitions carried out earlier are more valudragithan later ones.

Studies building on agency theory are fewer in newsbTheir core assumption is that
imperfections in the market do exist. Moreover, #gency theory emphasizes the
differing managerial motives and different intesest the management team compared
to the company owners. Agents may act selfishlg imay that is not in the principal’s
best interests. In the case of serial acquisitiahss theory implies that serial
acquisitions may be triggered by the agents’ pexsimterests (e.g. Hopkins, 1987b) or
by managerial hubris (Roll, 1986). Managerial hsbrefers to managers over-
generalizing prior acquisition success to new wdifferent cases. Managers wish to
grow their “empire” and improve their own statusigosition by expanding business
through acquisitions. Their “grow or go” attitudeeams that acquisitions are considered
to prevent the acquirer from becoming a takeowvegetaitself. Additionally, acquirer's
shareholders often consider acquisitions positigiice acquisitions are viewed as a
signal of the acquirer having ambitions about exyanits business and gaining more
market power. The agency theory based studies toavel, similarly to the financial
studies that the earlier acquisitions outperforml#iter ones and that in general, serial

acquisitions rarely increase the acquirer’s value.

The third category is the strategic managementarebewhich examines the reasoning
behind successful acquisition strategies. This goate acknowledges market and
company imperfections correspondingly with the agetheory. Strategic management
research presents the concept of bounded ratipratitording to which managers
pursue satisfactory firm performance in spite of @levays making the right decisions.
This category finds related acquisitions more sssitgé than unrelated ones (e.g.
Kusewitt, 1985; Chatterjee, 1986; Singh and Montggm1987; Barney, 1988). The

strategic management research has not yet reacloemhsensus on how acquisition
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strategies in general should be implemented and #afe to say that this category

covers perhaps the widest range of results on pheiicquirers.

The fourth category stems from the organizatioearding theory, which assumes
acquisition experience to enhance performance (kirhal983). The results of how
prior experience affects acquisition performancgehan general been contradicting.
Yet, most of the researchers agree on prior expegias such not automatically having
a positive impact on acquirer performance. The @uts have to be thoroughly

analyzed in order to make good use of these expm®e in the forthcoming

aCQUISItIOI’]S.
Strategic managemen Organizational learning
Financial economics| Agency theory |research theory
Process
perspective None None To some extent To some extent
Acquisition Acquirer-target relatedness, |Acquirer-target relatedness,
strategy acquisition rate, target size, |acquisition rate, target size,
characteristics No importance No importance |strategic rationale acquisition experience
Measures based on capi
Measures based on Measures based on capital |markets, accounting,
Performance capital-markets and |Measures based opmarkets, accounting, marketifpigarketing and events;
measures accounting capital-markets l?nd events; subjective ratinggsubjective ratings

Figure 4: Comparing multiple acquisition research sreams. Voss (2007)

The capabilities to perform multiple acquisitionsdaacquisition programs have been
studied to a much lesser degree. Schipper and T$mm)p1983) pointed out the
difficulties in identifying market perception of amdividual acquisition when the
acquisition is carried out as part of an annouralisition program. Kusewitt (1985)
studied the effects of different factors on long¥te performance measured by
accounting return on assets and market return acdlséd on serial acquirers. More
specifically, he studied the effect of the folloginfactors on post-transaction
performance by examining almost 140 active acgsiirdrat had accomplished
approximately 3500 acquisitions during the periamhf 1967 to 1976. The first factor
in the parentheses stands for the nature of thedmand the second factor reveals
whether the factor proved to be statistically digant.

» relative size of target to acquirer was measurethagercentage ratio of the
target’s assets divided by the acquirer's assetsea¢nd of the year prior to the

acquisition (-, statistically significant)

16



acquisition rate was measured in two ways: as therage number of
acquisitions per year and as the average numbesaqpfisitions per year divided
by the acquirer's assets in the final year of thedy period (-, statistically
significant)

industry commonality was measured as the percentdgéarget's assets
common to the acquirer’s existing assets (+,gtadlly significant)

acquisition timing relative to market cycle was swad based on the Standard
and Poor 500 trend line which was regressed fromthhyp averages of the
index during the study period (-, statisticallyrsfgcant)

type of consideration offered was measured as ¢heeptage of assets acquired
for cash (-, statistically significant)

target profitability prior to acquisition was measd by dividing the target's
after-tax net income by its total assets in ther yw#or to the acquisition (+,
statistically significant)

price paid was measured by dividing the targeterafix net income in the year
prior to the acquisition by the price paid for thk&rget (statistically not

significant)

Kusewitt (1985) came up with the following guid@sfor achieving success through

an acquisition program based on his findings:

1) The acquisition rate should be sufficiently highdevelop and maintain expertise

2)
3)

but not that high it would detract attention from paoper assimilation and
integration of the acquisition. Kusewitt suggestgreferred rate at maximum one
per year and at minimum one per four to five yehasger acquirers can acquire at
a higher speed than smaller companies.

Acquisitions should be performed when the marketecis low

Stock should be preferred as the method of payrsentpared to cash as the
analysis indicates a significant and negative iatahip between the percentages of
acquisitions accomplished by cash. Cash acquisitase believed to be associated
with poorer performance owing to the risk to ligtydand a balanced capital
structure. Additionally, different tax treatments acquisitions financed by stock

and cash may have affected the findings.
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4) The targets should have a higher profitability gnowth potential than companies
on average have. Unfriendly takeovers should a¢savmided, since they often lead
to management attrition. In order to promote earlg effective integration between
the companies, compatibility of the managemenestghould be ensured.

5) In order to achieve synergies, acquisitions shpuoéderably be performed in related
businesses.

6) Acquisitions that are remarkably large or excesgigenall in relative terms should
be avoided. A significant negative relationship i@snd between the relative size
and performance. It appears that acquiring reltilgege firms increases the risk to
performance whereas acquiring very small firms o dther hand may constitute
more trouble than they are actually worth. Kusei®85) suggests the target's
assets to be on average less than five percetiechdquirer’'s assets at the end of
the year prior to the acquisition.

7) Value is gained through synergies. Overpaymentladding competitions should

be avoided since they decrease the profitabilitthefacquisition.

Conn et al. (2004) have examined whether acquisitity multiple acquirers have more
favourable impacts on performance than individuausitions. They examined 1476
UK public firms that have made more than 4000 asitjons during 1984 — 1998. They
found that the short- and long-term performance naidltiple acquirers decline
significantly with each subsequent acquisition.tkRemmore, they found that this decline
only takes place if the first acquisition is suafak For the acquirers whose first bid is
unsuccessful, the result is contrary: they expegean improvement in performance,
signalling that they learn from their mistakes. Hwer, the companies whose first
acquisition has been unsuccessful do not catch ip weir more successful
counterparts when overall performance is measiedpite the performance declining
if the first acquisition has been successful, thesenpanies do not experience
significantly poor acquisitions at the end of tleguaisition program. In general terms,
they outperform their first time unsuccessful rsvdConn et. al, 2004). Fuller et al.
(2002) found that the cumulative abnormal retu@ARs) are significantly lower for
the fifth and higher order bids than for the fose and reasoned that after making many
acquisitions rapidly, the bidders become lessiefiiicin negotiating with the targets and
end up creating less synergy. They also found rdiffees in how the gains and

synergies are divided between takeovers involvinglip and private targets and
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subsidiaries: the CARs were significantly negatiwdy for public targets whereas they
were significantly positive for private targets asubsidiaries. Yet, as mentioned earlier,
the validity of CARs in measuring acquisition pen@nce has been recently

guestioned (Zollo and Meier, 2008), which bringgmeambivalence in these findings.

Zollo and Leshchinskii (1999) studied the post-asitjon performance of 47 US bank
holding companies executing 579 mergers and adquisiduring 1964 — 1996 to find
out how much acquirers learn from their experientéee many of their peers, they
found that prior experience as such does not imgmnst-acquisition performance but
the degree to which acquirers articulate and cotfiir experience in concrete tools
does. Moreover, a high level of integration affebis acquirer’s long-term performance
in a positive way whereas replacing the targegsr@anagement affects negatively. The
acquirers’ integration decisions and learning cdpi@is have a significant role in

explaining performance variations.

2.3 Acquisition Capability Framework

Somewhat different categorisations of acquisitiapabilities exist in prior research.
Voss (2007) has divided M&A management capabilitigs three levels: managing
individual transactions, managing an acquisitioratejy and managing acquisition
portfolios. This study utilizes a somewhat sim#aquisition capability framework but
further divides the capabilities into four hieraioai levels considered practical for this
thesis as shown in Figure 5. In this frameworkrriewy effects move the acquirer from
one level to the next one. The first significardarieng should take place between the
first and the second level when companies haveopedd several individual
acquisitions and developed capabilities to imprthar post-transaction performance.
The other point for visible learning occurs betwebkea third and the fourth level. A
company that has learned to manage acquisitionrgmog) should be able to further
develop these capabilities. Thereby, developingattguisition program capabilities is

the fourth and final acquisition capability levelthis framework.

Each level of the framework will be briefly presedtin the following section and the

third and fourth capability levels will be furthelaborated on in later parts of the study.
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The 4th level
The capability to develop the capability
of managing acquisition programs
Acquisition Program
Capabilities Learning

The 3rd level
The capability to manage acquisition programs

The 2nd level
The capability to develop the capability
of managing individual acquisitions

Individual Acquisition
Capabilities

Learning

The 1st level
The capability to manage individual acquisitions

Figure 5: Acquisition capability framework

The First Level — Capability to Manage Individualdguisitions

Prior research has rather widely focused on cafiabil related to individual
acquisitions. Haspeslagh and Jemison (1991) havedsthat a special focus should be
on the pre-acquisition decision-making and the paosjuisition integration processes,
since all value creation takes place only afterabquisition. They also point out four
common challenges that should be addressed eariieirpre-acquisition phase: to
ensure that acquisitions support the company’sabveorporate renewal strategy, to
develop a pre-acquisition decision-making prochas allows the company to consider
the suitable targets, to manage the integrationgages in order to create value and to
foster acquisition specific and broader organizatidearning. Measuring acquisition
performance is somewhat ambiguous and representsnagoing challenge. Some
common performance measures include announcememhsge analysts’ ratings (e.g.
Hayward, 2002), accounting returns on assets antemneeturn (e.g. Kusewitt, 1985).
Announcement returns implicate how the market sedaotnews of the acquisition,
analysts’ ratings estimate the acquirer’s long-t@erformance and accounting returns
measure the after-tax earnings against the endbged value of total assets. Zollo and
Meier (2008) question the feasibility of short-teM&A performance measures since
they do not correlate with any other acquisitionf@@nance constructs or overall
acquisition performance indicators. They state éimgtmodel of transaction or company

performance excluding process-level performand&édy to be underspecified. They
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recommend using multiple M&A performance measunmesoider to gain a more
objective view of the actual performance level. Aisgions that are motivated for
different reasons may also differ in their timingdanode of impact on the company’s
performance (Ahuja and Katila, 2001) and thereftite,optimal method to measure the
acquisition’s impact on performance varies accaydinthe objective. Managers prone
to overemphasize the meaning of success may fomgerabenefit from stringent
performance measures that highlight especially shertcomings of acquisitions
(Hayward, 2002).

Among the main contributions to M&A capability reseh are the findings of Capron
and Anand (2007) who have studied acquisition cdipab by exploring how firms use
acquisitions to acquire new resources. They refdahis concept as acquisition-based
dynamic capabilities, which include the followingée elements: acquisition selection
capability, acquisition identification capability né& acquisition reconfiguration
capability. The researchers define acquisitionctiele capability as the capability to
select acquisitions above other methods. The coynglaould always be able to reflect
on options such as alliances, greenfield investsmyex@mmercial agreements or simply
hiring new employees. Other growth modes shoul@nedyzed since acquisitions are
often difficult, costly and likely to produce legalue than expected. Capron and Anand
(2007) define acquisition identification capabildg the company’s ability to detect and
negotiate with appropriate targets. Acquisitionnitfecation capability requires the
company to carry out an effective due diligenceabfpotential targets in order to
determine the target value and to negotiate apatepterms with target's owner. The
company should additionally acknowledge when tddriaw from the negotiations. As
the final M&A capability related to the post-acqtien phase, Capron and Anand
(2007) present the acquisition reconfiguration bég. The acquirer should be able to
reshape the target’s resources and combine themitsitown asset base in order to
create entirely new resources. Reconfiguration lodipa requires the acquirer to
selectively divest unneeded resources from theetasnd dispense with its own
resources that have become obsolete.

The Second Level - Capability to Develop the Fitsivel
The second level represents the capability to dgvehe capabilities of managing

individual acquisitions. This M&A capability leves linked to the fourth capability
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level of developing program-level M&A capabilitieBhe main difference between the
two levels is the fact that although the secone@llesapability demands structured
processes and learning mechanisms, it is still ¢essplex to manage than the fourth-
level capability. This second-level capability reqs the ability to develop the
capabilities of carrying out individual acquisitjnwhereas the fourth level first
requires the ability to carry out acquisition praages and develop these program-level

capabilities.

A successful acquirer with the capability to depeM&A processes for individual

acquisitions should find the optimal balance betwegploiting existing opportunities
and exploring new ones. Targeting companies whicly operate in highly similar

business fields accelerates specialized learninghah particular field but prevents
learning from other businesses. Haleblian and Fsté@ (2002) found that the second
acquisitions underperform the first ones when targee from different industries.
Conn et al. (2004) found respectively that the sdacquisitions underperform the first
successful ones in any case. Therefore, the cagatul improve the capabilities of
managing individual acquisitions is highly unlikely produce results within a very

short time frame but instead, requires a longee tiondevelop.

Hayward (2002), who studied serial acquisitionspneaup with relevant findings on
M&A capability development that can be exploitederamining this second M&A
capability level. He found companies performingyoméry dissimilar acquisitions to
lack the specialist knowledge of how to select emelgrate any type of an acquisition.
This significantly heterogeneous experience threateto complicate learning and
increase bureaucratic costs. Yet, Hayward (2002p dound that too similar
acquisitions do not motivate further exploratiort bamper the company from attaining
new capabilities. Too similar acquisitions forelsthe acquirer from co-evolving with
the markets and inflict on the acquirer fallingoirst competency trap. He states that the
best option is to acquire moderately similar tasgeihce it enables the acquirer to
balance the demands of exploiting existing resaunshile exploring new growth

opportunities.

The Third Level - Capability to Manage AcquisitiodArograms
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The third level moves the focus from individual aisifions to an acquisition program.
Since the definition of an acquisition program @& entirely unambiguous based on
existing research, it has been specifically defifardthis case study as a strategically
managed entity consisting of a stream of acquisstihat operate in the same business
and are acquired under a set time frame. The d#gati manage an acquisition
program requires a well-managed process, whichsstay planning the program,
continues with implementing the plan and ends witkegrating the stream of

acquisitions into the acquirer’s existing orgarimafte.g. Albizzatti and Sias, 2004).

The acquirer should ensure that the program doesuno out to be too complex. The
acquirer should not for example simultaneously mct® too many business segments
or new geographic areas nor should it acquire targetoo short intervals. Acquisition
program management presumes that the acquirerlestaldigest and integrate new
companies at a relatively rapid speed. The acqshieuld have a standardized process
for managing single acquisitions and for managinguésition programs. When
planning its first acquisition program, the acquiskould accumulate, interpret and
analyze all relevant knowledge gained through iildial acquisitions. At this stage, the
company may also benefit from benchmarking expeddrserial acquirers with a good
track record in carrying out acquisition prograrAs. the company accumulates more
relevant experience of acquisition program managentlee role of its own experience

becomes more dominant (Zollo and Winter, 2002).

So far perhaps one of the most essential reseaachesrial acquisitions has been the
work of Hayward (2002). His findings about diffetetypes of M&A experience
contributing differently to M&A capability developemt are especially relevant when
moving the focus from individual acquisitions taqatsition programs. Chatterjee et al.
(2002) and Albizzatti and Sias (2004) likewise cifmite to the third M&A capability
level by presenting common themes for successfgiiaition program management.

Their findings will be further discussed in a lapart of the study.

The Fourth Level - Capability to Develop Third Lelve
The capability to develop the capabilities of manggacquisition programs can be
described as the fourth M&A capability level. A sassful serial acquirer should learn

how to manage several acquisitions and acquisiimgrams simultaneously. The
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acquirer should be able to prioritize between déffe opportunities and determine the
optimal scope of the acquisition program. The aegushould interpret and adapt the
knowledge gained from previous acquisition programsorder to improve its
capabilities to manage the upcoming ones. Haywastlidy (2002) is of considerable
relevance also on this fourth M&A capability levetie capability to develop M&A
capabilities provides that the acquirer is ablaiscriminate between knowledge and

experience that is applicable and that is not apple in each acquisition program.

The fourth M&A capability level has not yet beentensively studied. The research
related to dynamic capabilities provides the magtiBcant contribution. Research on
dynamic capabilities states that the outcome ofiiadgpn processes is affected by how
well the acquirer can develop a capability specificmanaging acquisition process
(Zollo and Singh, 2004). Dynamic capabilities ahe tkey essence of developing

program-level capabilities and they will be furtlaeidressed in later parts of the study.

2.3.1 Examples of Successful Serial Acquirers

Replicating the “best practices” of other succdssferial acquirers does not
automatically lead to dynamic capabilities even wibeing well understood by the
imitator (Winter, 2003). Firstly, it is difficultat access other serial acquirers’ data sheets
as an outsider in order to understand the M&A psees. Secondly, most acquisition
strategies cannot be imitated as such due to tfferafit premises for different
companies. Thirdly, literature provides a rathegateve picture of an imitation-based
acquisition strategy: Carow et al. (2004) arguet thialy strategic pioneers having
superior information about the markets are ableapture significant advantages by
conducting acquisitions in related industries. €aland Srinivasan (2006) have
underlined that mergers and acquisitions are orilyohand should not be seen purely
as a growth strategy. In attempt to identify comndeterminants for successful serial

acquirers, a few case examples may yet be wortimiexag.

Cisco Systemis a commonly used example of a successful gledxdl acquirer and its
acquisition success has been analyzed in variaugsest In 1999, Cisco performed 18
acquisitions and further increased the number gquiag@ions in 2000. Kaplan (2001)
rationalises that Cisco is able to focus on thragidbfactors resulting in a successful

merger: there are clear strategic reasons for ea@gyisition, it maintains the customer
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focus after every acquisition and it has clear cijes for each acquisition. Cisco
performs a ‘cultural due diligence” before perfongithe transaction and it avoids
buying companies with a very different culture diwethe increased difficulties in
retaining the key talent. Moreover, Cisco allowe thewly acquired companies to

maintain their unique characteristics also afterttansaction.

Growth at the forefront of technology drives mudhQisco’'s M&A activity. It buys
companies for their technology and R&D talent ahdnt assimilates them into its
culture. Cisco acquires especially small and intigedirms instead of developing each
new technology from the very beginning. This engalflésco to have a fresh set of new
products and the latest technological know-howfterats customers. Cisco attempts to
retain most of the target employees including topnagement and provides strong
financial incentives and a vision of the mergedtgnhat includes an important role for
the acquired company's employees. The targetsuaeessful companies with special
skills, special expertise or a market niche Ciscavilling to take over (Stahl, 2006).
Cisco aims to keep the integration process as simattefficient as possible as it fears
that a too extensive integration process will agsthe value of the acquisition. Each
unit is expected to maintain the customer focuerafte acquisition as it is considered

the most important issue to manage in the postisitign process.

Kaplan (2001) underlines, however, that the actiaisimodel used by Cisco does not
necessarily apply for all companies. Especially tbhese integration may prove
detrimental for companies that do not specificaligh to expand to a new business
segment or that target profitable and efficientlanaged companies. The suitable
integration process highly depends on the origiinakers for the acquisition. Moreover,
the strong fit between Cisco’s acquisition strategy its overall business strategy has

made it very difficult for other active acquiressrhimic it (Brueller, 2008).

GE Capital Serviceswhich was formed as a result of dozens of actijpms, is one of
the world’s largest financial service providerswias founded as a subsidiary of the
General Electric Company to offer consumers credjpurchase GE appliances. Since
then, the company has grown to a massive congldenevah almost thirty separate
businesses ranging all the way from private-lalyetli¢-card services to commercial

real-estate financing and railcar leasing. Ovef dathe businesses have been gained
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through acquisitions. GE Capital carried out ovee twundred acquisitions during the
period 1993-1998 and enjoyed a thirty percent eseein its workforce, a rapid
globalization of its business and was able to deitslnet income. GE Capital aimed to
make acquisition integration its core capabilityl @ncompetitive advantage that would
enable it to continue its growth. All of GE Capisablmost thirty businesses were
constantly searching for new potential targets imdcquisition range ended up being
very diverse. GE Capital has managed to routirntizecquisition process to the point
where it can effectively integrate most of its asgions within one hundred days.

Ashkenas et al. (1998) suggest that there are pauticular lessons that should be
learned from GE Capital’'s successful acquisitiorfgrenance, which are all related to
acquisition integration. It is essential to bedie ficquisition integration process before
the deal is signed. The importance of thoroughBnping the integration has been
underlined by several other studies as well anttdtto be among the most common
pitfalls for acquirers. The second lesson prop@sédl-time individual to manage the
integration, which would make the process more cafteand efficient. The third lesson
is about implementing all necessary restructuriagssoon as possible instead of
postponing them to final possible moment. As tHeurth lesson, Ashkenas et al.
(1998) emphasize that in addition to integratingibess operations, corporate cultures

should be integrated as well.

2.4 Capability to Manage Acquisition Programs

Only little prior research exists on program levehpabilities although serial
acquisitions or acquisition programs are not a ppenomenon (Kusewitt, 1985; Fuller
et al., 2002). Building capabilities for acquisitigprocess management is the top
management’s task and vital for achieving a suabdén competitive advantage
(Haspeslagh and Jemison, 1991). Haspeslagh andsalenmave found four key
prerequisites for successful acquiring: acquisgticshould be consistent with the
acquirer’s business strategy, the decision-maknoggss should be well planned from
the financial, strategic and organizational poihview, the acquirer should be capable
of integrating the target into its existing orgaatian and most importantly, the acquirer
should be able to learn from experience. Salo (R@@GIresses the dilemma between
single and serial acquirers: despite the traditieoasensus of individual acquisitions

mostly destroying value (Porter, 1980), multipleqaicers seem to be able to
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outperform their less acquiring counterparts (8dley and Sundaram, 2005). Salo
categorizes multiple acquirers into those that restrategic acquisition program and
into ad hoc acquirers simply focusing on promisimgjvidual deals. Salo (2006) finds
that when measured in stock market performancategfic acquirers are likely to
outperform ad hoc —acquirers. According to Salo Mé&#perience and learning reduces
the risks of acquiring if the acquirer is able tailth its acquisition capabilities in a

focused manner.

There are some findings on the acquisitions ofgtevfirms or subsidiaries producing
better outcomes than the acquisitions of publigats. Fuller et al. (2002) have studied
the pattern of acquisition announcement returnssi@reholders by examining
companies that have made at least five successisiMathin three years between 1990
and 2000. Despite the difficulties in interpretinige true impact of acquisition
announcements, they found that the bidder’'s shaters gained when acquiring a
private company or a subsidiary and lost when tiggiiaing a public firm. The gain or
loss was greater when the target was larger and e bidder used stock as the
method of payment. Fuller et al. (2002) reasoned tiine bidders were able to reach a
better price level when acquiring non-public conipanthan when targeting the

publicly listed firms.

Laamanen and Keil (2008) examined approximatel\05&ghjuisitions performed in the
United States during the ten years between 1990 2&@d). They studied whether
different acquisition frequency patterns affect wcer’s performance and whether
company level influences moderate the relationbkeiveen the frequency patterns and
performance. They present the capability to maraggiisition programs as the third
layer of acquisition capabilities and state thaiase@cquirers develop these capabilities
by identifying the optimal number and type of tdsgand the suitable timing for
acquisitions. Laamanen and Keil (2008) found thatgh acquisition frequency and a
high variability have a negative impact on acquér@erformance. However, the size of
the acquirer, the scope of the acquisition progaseh acquisition experience weakened

these negative effects.
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2.5 Developing the Capability of Managing Acquisition Pograms

The capability to develop the capability of manggatquisition programs remains yet
an unexplored area which researchers have onlyntlgcbecome interested in. An
indicator of this mounting interest is examining M&capabilities more from the
dynamic capabilities perspective (Anand and Vassd®7/2008). Another signal of
the rising interest in M&A capability developmerst the stronger research focus on
managerial cognition and cognitive micro-foundasionf capability development
(Gavetti et al, 2005; Laamanen and Wallin, 200%ese new focus areas will be next

further discussed.

2.5.1 Introduction to Dynamic Capabilities

Although there is no universally applicable dedaip of dynamic capabilities, some

simplifications can be made. Dynamic capabilitias be defined as patterned activities
to modify, deepen or create ordinary so called -tevel capabilities. Dynamic

capabilities are unique and idiosyncratic processe®rging from path-dependent
histories and requiring in-depth learning mechasigireece et al., 1997). They are the
company’s ability to integrate, build and reconfigunternal and external competences
in order to adapt to constantly changing environisieneece et al. (1997) state that a
sustainable advantage cannot be achieved merehating exclusive access to deep
know-how but it also requires dynamic capabilitibsat are difficult to replicate.

Eisenhardt and Martin (2000) define dynamic cajpizdsl as the company’s processes
of using resources to match and create market ehargy regard dynamic capabilities
as the organizational and strategic routines, wicigimpanies use for achieving new
resource configurations through emerging and emglwarkets. Eisenhardt and Martin
(2000) who studied market dynamics, also found thatlerately dynamic markets

where change occurs frequently but along predietatvid linear paths, have stable
industry structures and clear market boundaries.players are mostly well-known and
effective dynamic capabilities rely on existing kredge. In highly dynamic markets

change on the other hand occurs on a non-lineas bad in a less predictable manner.
The industry structure is not clear and the play@es more ambiguous. In highly

dynamic markets existing knowledge can even be nefial in case managers over-

generalize from past situations (Eisenhardt andtinla2000). Laamanen and Wallin
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(2009) state that dynamic capabilities reflectdhganization’s ability to reach new and

innovative forms of competitive advantage.

Dynamic capabilities are closely related to the Weolge-based perspective of
acquisition management, which views that the outearh acquisition processes is
affected by the degree to which the acquirer degebo capability specific to managing
acquisition process (Zollo and Singh, 2004). Thisowledge-based capability
development may emerge through explicit manualsngoand information systems as
well as in the intangible form of human capacitheTideal outcome is that the
intangible form of prior know-how could be transtt also to the tangible form. The
unavoidable downside to very explicit codificatiohknowledge is that it reduces the
firm’s ability to protect its expertise and knowviadrom replication and imitation. Too
strict codification furthermore creates barrierchange and thereby hampers learning.

However, the advantages significantly offset tresensides (Zollo and Singh, 2004).

Zollo and Winter (2002) link dynamic capabilitiesithv organizational learning by
describing them as a learned and stable pattecoliafctive activity through which the
organization generates and modifies its own rostinBynamic capabilities are
structured and persistent and they can be exeeublifiy an organization aiming to
improve its processes or by the ability to plan affdctively execute post-acquisition
integration processes. Zollo and Winter (2002) uiaie that dynamic capabilities are a
result of a learning experience, which also comigtithe company’s systematic methods
for modifying operating routines. Teece (2007) dgragates dynamic capabilities into
the capacity to sense and shape opportunities hrehts, the capacity to seize
opportunities and the capacity to maintain competiess by enhancing, combining,
protecting and reconfiguring the intangible andgiale assets. Dynamic capabilities
can be harnessed to create, extend and upgradeniy@any’s unique asset base. They
are a prerequisite for rapidly adapting to a chamgcustomer base and new
technological opportunities. Teece (2007) indicahes the extent to which a company
is able to develop and employ superior and noraiph dynamic capabilities
determines what kind of intangible assets it magspes and how much economic profit
it may earn. He argues that increasing the asse¢ Viast requires a full understanding

of the company’s own asset base. The company sleultble to identify the possible

29



knowledge or resource gaps and fill them either doylding new assets or by

performing acquisitions.

2.5.2 The Cognitive Micro-Foundations of Dynamic Capabilties

Capability development has so far been studied eriguously from the managerial
cognition point of view. Cognition is a forward-kiag form of intelligence based on
the beliefs of how actions are connected with thecames (Gavetti and Levinthal,
2000; Laamanen and Wallin, 2009). Cognition imphesv a company is able to deal
with complexity and locate the most potential vahaklers. Laamanen and Wallin
(2009) found that the firm’s choices of which caiigbto invest in were strongly

influenced by the profiles of the board memberseyTiound the cognitive micro-

foundations of capability dynamics to be differamt three levels: on the level of
individual operational capabilities, in the evotutiof a company’s capability portfolio

and in the transformation of a company’s consiteltabf co-specialized capabilities.

Individual operational capabilities are repeatablgion patterns used in creating,
producing and offering products to a certain markgnition plays an instrumental
role in developing these capabilities. When the gany gains more experience, these
mental models may transform into articulated ruidéshumb or into written manuals.
Developing individual capabilities on the operatibrievel requires sensitivity to
feedback and adjustments for emphasizing learniige firm needs to engage in
capability development even when not knowing exyatw to develop the capability

in question.

At the capability portfolio level, managerial cotion corresponds to management’'s
understanding of how and when to shift the empHaestiween different capability areas.
Managers focus on developing the capabilities ttlegm essential, which does not
directly imply that they are focusing on the actialy capabilities. Laamanen and
Wallin (2009) found specifically that companies hdifficulties in managing the

development effort so that the focus was kept emtlost critical capabilities also in the
long-run. The capability constellation was defir®dthe “eco-system specific set of
capabilities needed for an innovation to proceddie constellation level of cognition

requires analogical reasoning and correspondstmtmagement’s ability to envision a

business model change that requires many capabitii be altered at the same time. A
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company capable of analogical reasoning is abkdtiress novel situations and apply
learned lessons to new settings. The managers'rierpe and analogical reasoning
play an important role on this highest level of mgerial cognition (Laamanen and
Wallin, 2009).

Gavetti et al. (2005) who have likewise studied agmrial cognition found that the
breadth and depth of managerial experience is blduanly if the manager has a good
system for categorizing the environments it operateand for interpreting the lessons it
has learned. This finding concurs with the researchow prior acquisition experience
affects the performance of the following acquisioonly a correct analogy, a valid
interpretation of the experience gained and antplbd differentiate between dissimilar
transactions emphasizes positive performance. Gaeg¢tal. (2005) found that
performance is not sensitive to the depth of mamalgexperience, which is determined
by the time spent in a particular industry andaapability to distinguish good positions
from poor ones. In other words, a manager who la@rsed a deep understanding of a
particular industry should be transferred to a mamsuccessful unit in order for the
company to better take advantage of his know-howother interesting finding by
Gavetti et al. (2005) is that unlike it could bgpested, an orthodox use of analogy does
not appear to provide any advantage over its h@terase. Their interpretation is that a
company should rather emphasize its search efifwstead of trying to constrain them

in a very traditional and predetermined manner.

2.5.3 The Heuristics of Developing Acquisition Processes

The so called fourth level of the acquisition cafigbframework has been studied by
e.g. Bingham et al. (2007) who studied internafigation as an example of an
organizational process. Organizational processesh sas making acquisitions,
internationalization and establishing alliances @&®sential in building business
strategies, developing M&A capabilities and espcian developing dynamic

capabilities. Bingham et al. (2007) address thestioe of how organizational processes
become high-performing by focusing on two streamfs relevant research:

organizational learning from particular type of ekpnce and organizational cognition.
In this part of the literature review, the focusas the latter stream including the

heuristics of selecting, prioritizing, pacing anaeuting specific opportunities.
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Heuristics are simple rules for capturing oppotiesi within a given process. For
entrepreneurial companies operating in dynamic starksimple heuristics means
articulated learning and informal rules-of-thumiattlare shared by the organization.
Heuristics capture discrete opportunities and tendecome more sophisticated as the
firm’s experience accumulates. Heuristics are meapecific opportunities that depend
on the targeted countries and industries, the aitoui targets, customers or the
characteristics of the product development proesBengham et al. (2007) make a
division into lower and higher order heuristics.eTlower order heuristics focus on
capturing single opportunities whereas the higheleio heuristics link these single
opportunities together. Selection and proceduralibcs are examples of lower order
heuristics: selection heuristics are simply rules dhoosing e.g. the type of countries
and markets to enter and the target customers at@recedural heuristics are rules for
capturing emerging opportunities and managing tleegsses. Procedural heuristics
lead to a better performance through structuretbmcimproved sense-making and
enhanced problem-solving. Higher order heuristitshe other hand are related to time
and priorities, and require a greater cognitivenssifcation in order to come into effect.
Temporal heuristics, which are related to sequemtk pace, improve performance by
synchronizing different working groups, by enablimgnagers to maintain momentum
and by ensuring that companies operating in dynamaikkets are able to capture all the
potentially fleeing opportunities. Priority heurcst rank the opportunities hierarchically

and enable the company to focus on the most atteagpportunities.

Bingham et al. (2007) found that both lower anchiigorder heuristics have a positive
impact on performance. Especially higher order istios are closely related to higher
process performance and therefore, they recommbat dompanies deliberately
develop heuristics. They also found that compawigls several temporal and priority
heuristics such as “taking one continent at a tioré"'synchronising entry pace with the
country’s retail lifecycle” enjoyed remarkable sess in their country entry whereas in
the most unsuccessful entries, higher order hésgistiere almost entirely absent.
According to Bingham et al. the companies shoulibdeately develop heuristics since
a higher amount of heuristics contributes posiyitel performance. The “opportunity-
capture” heuristics are central to structuring téfees especially in dynamic markets
and among entrepreneurial firms. Heuristics leag@ tbompany to extensive

improvisational behaviour that is needed to adjlustunique aspects of each emerging

32



opportunity — and not to engage in unfit opportiesit In other words, Bingham et al.
(2007) came to the same conclusion as Hayward §280@ the numerous researchers
studying the impacts of prior acquisition experign performance: mere experience is
not enough. Capabilities rely extensively on orgational processes and cognition,
meaning that a cognitively sophisticated encods@ iprerequisite for high long-term
performance. Heuristics are at the core of sucakssigh-performing organizational

processes and are thus central to capability dpredat.

2.6 Synthesis of the Literature Review

Companies carry out acquisitions for a variety edisons: they may seek to increase
their market power, overcome high entry barriensrease speed to market, decrease
the costs and risks of new product developmentnorease diversification. The
company may also seek to acquire its most sevenpetitors as a pre-emptive move in
order to reshape the competitive landscape. Yetdhging point behind all mergers
and acquisitions appears to be accelerating gromtérgers and acquisitions have
undoubtedly become one of the most important mésnshich companies implement

their growth strategies and seek to expand business

2.6.1 The Acquisition Program Capabilities Template 1

Existing literature provides some implications o&M capabilities that are relevant in
acquisition program management and in developing tapability to manage
acquisition programs. These capabilities will beHer summarized here and assembled
into an acquisition program capabilities templdtieis template has been developed on
the basis of literature findings and it will proeida starting point for the case study
where these literature findings will be reflectad ©he acquisition program capabilities

template is visualized in Figure 6.
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Figure 6: Acquisition Program Capabilities Templatel
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Capability to Develop and Implement an Industry-Aditable M&A Strategy

The acquirer should be able to develop and impléraenM&A strategy where the
underlying industry characteristics are taken iatmount. A continuously pursued
acquisition strategy is associated with superiguasition performance due to learning
effects (Laamanen et al., 2002). Research staagsvith the right strategy and the right
kind of post-transaction integration, acquisitimas actually create value (e.g. Belcher
and Nail, 2000). Morck and Yeung (1992) who studieder 300 cross-border
acquisitions by US firms found that certain bustnetrategies work better in M&A
activities than other strategies. They found tha acquirer's R&D intensity and
advertising intensity were associated with posithanges in the acquirer’s valuation.
Hopkins (1987b) who divided acquisitions into camgerate, technology-related and
marketing-related strategies found that especidl®y marketing-related strategy was
associated with a distinctly superior position.fblend that the companies pursuing this
strategy were in fact operating in more profitaipldustries than other companies and
were also enjoying higher market shares in thedasinies. Hopkins (1987b) on the
other hand also found that the consistency of m'siracquisition strategy was not
associated with a better performance but instdeategies that exhibited "strategic fit"

showed superior profitability.

Research has found the suitable acquisition sietepmewhat to depend on the stage
of the industry’s lifecycle. Anand and Singh (1997gve studied the relationship
between acquisition strategies and performanceesiirdng industries by comparing
diversification- and consolidation-oriented acaiingi strategies. They found that
declining industries where the number of attractiggets is limited set additional
challenges for acquirers, since they needed to qakek action in order to capture the
most lucrative targets before their competitorsnbiustries that are either experiencing
growth or have reached a mature stage, there argallp more potential targets
available. One of the golden rules of a succedd®h strategy is to focus on growth
markets instead of only single targets. The compsinguld analyze the industry
landscape in order to find the greatest sustainadiential for long-term value creation
(Cools et al., 2007).

Research strongly agrees on the importance of & plasined M&A strategy and a

professional M&A function. The transparent and psesional M&A methodology
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should steer acquisition processes and developlagesdor target screening (Hitt et al.,
1998). Routinizing target selection, evaluation amikgration reduces the cognitive
effort and time spent on individual acquisitionse(®bn and Winter, 1982; Levitt and

March, 1988) and is therefore an important eleroéan acquisition strategy.

Capability to Acquire Steadily and throughout alld®nomic Cycles

The impact of acquisition pace and rhythm is sthpogderlined in the M&A literature.
Acquisition rate is traditionally determined as tAeerage number of acquisitions a
company undertakes during a certain time periodjufsition rhythm refers to the
variability of the acquisition rate and is measuasdhe standard deviation of the annual
number of acquisitions across the same time pefRmlit and Lemire (2003) who
studied over 7000 acquisitions carried out by ntbhesn 700 US companies in order to
find the “best M&A strategy”, discovered that thesb acquirers buy systematically

through all economic cycles.

Kusewitt (1985) suggests that acquisition rate khbe at maximum one per year and
at minimum, one in every four or five years. Hedicés that large acquirers are able to
carry out acquisitions at a higher speed than smatbmpanies. Laamanen and Kelil
(2008) endorsed these findings to some extentair tiecent study and found a high
acquisition rate and a high acquisition rate valitgbto be negatively related to

performance. Similarly to Kusewitt, they found tliaese negative effects were less
severe for larger and experienced acquirers wibhoader acquisition program scope.
Hovila (2003) studied 5515 acquisitions performedween 1990 and 1999 by 613
public, US based companies within seven technoiotgnsive industries. He states that
the rhythm of acquisitions is a significant deteramt of acquirer survival: the more

regularly the company acquires, the more successfille acquisition program. Thus,
an irregular acquisition rhythm is strongly relatea lower acquirer performance.

Similarly to Kusewitt (1985) and Laamanen and K2008), Hovila (2003) found that

as the size of the acquirer increases, the negaélationships between pace and

performance as well as rhythm and performance weake

Acquiring at a very fast speed in general doesappiear to generate superior returns.
Hayward (2002) found that on average, companiesfiifrom acquisition intervals of

six to twelve months but in case of the prior asiifioin being larger, the optimal
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interval was longer. This can be explained by thealker acquisitions having less
demanding integration requirements. Rather, theticglship between the time elapsed
between two acquisitions and acquisition perforreahas found to be inversely U-
shaped (Hayward, 2002). More specifically, Haywfmand that the point of inflection
was approximately 220 days before the announcenfettite acquisition. As the time

period grew further, acquisition performance stattedecline slowly.

Researchers have also studied the effects of atigmipace, rhythm and program scope
on internationalization. Barkema and Vermeulen @0fdund that a high speed in
establishing new subsidiaries and in expanding difi@rent geographic areas or new
businesses lower the acquirer's potential benefigrthermore, they found that
irregularly paced acquiring deteriorates perforneanécquisitions should not be
temporally too close or too distant to the priorecend they should be carried out
steadily during both, economic bust and boom tirfldayward, 2002; Rovit and

Lemire, 2003). Rovit and Lemire (2003) found tha tonstant buyers, which bought
consistently through economic cycles, were by fig most successful acquirer group,
followed by the recession buyers who increasedr tlagquisition intensity in

recessionary times. These recessionary buyers erotter hand outperformed the

companies that focused on acquiring especiallyndugrowth periods.

Multiple acquirers seem to outperform purely ocsaal acquirers or companies
refraining from acquisitions — although a high asgion rate on average is said to have
a negative impact on performance. These findings loa explained by the serial
acquirers accumulating experience over time andugiidy growing their acquisition

capacity. Developing acquisition routines and cdpes over time may also enable
active acquirers to digest several acquisitionsukameously, thereby leveraging the
negative impacts of a high acquisition rate andatdlity. The capability to acquire

steadily and throughout all economic cycles woulgear to be significant for a serial

acquirer aiming for long-term success.

Capability to Optimize the Acquisition Program Scaap Capability to Optimize
Acquirer-to-Target and Target-to-Target Relatedness
The degree of business relatedness directly detesrthe acquisition program scope.

Therefore, the capability to optimize the acquisitprogram scope requires optimizing
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acquirer-to-target and target-to-target relatedn¥sss (2007) determined acquisition
type as the other significant factor contributigy M&A capability development in
addition to acquisition frequency. Pehrsson (20f@@Js that company managers see
acquirer-to-target relatedness mainly from fivefedgnt aspects: product technology,
general management skills, end customers, braraynitn and the types of supply
channels. Target-to-target relatedness is seea tetermined by the industry the target
operates in, its relative market share, organimatistructure and its relative size against

the acquirer.

Prior research about the relatedness and unrekgedsf acquisitions as a part of an
acquisition program is rather limited. Barkema a@meulen (2002) have found that
there are certain constraints for every companigaw much expansion they are able to
digest. Additionally, accelerated growth in oneibass restricts the growth potential

from other dimensions (Galunic and Eisenhardt, 1986majority of the studies have

found that a higher acquirer-to-target relatedreads to a better performance than if
the acquirer and target operate on very differesiriesses (e.g. Kusewitt, 1985; Singh
and Montgomery, 1987; Anand and Singh, 1997). Bassinrelatedness is likely to

reduce the potential performance-hindering effactd ease the integration. Singh and
Montgomery (1987) found that also the acquired $irachieve greater gains in related

acquisitions.

A high target-to-target similarity eases the ins&tigm and results in a positive effect on
performance. Hovila (2003) found that a high acguio-target and a high target-to-
target relatedness weaken the negative relationseipveen acquisition rhythm and
performance but that the impact is significant onlyen the acquirer is small and the
performance-measure is market-based. Laamanene&h(PRO8) found, contrary to the
majority of prior research and even contrary tartbe/n hypotheses, that expanding the
acquisition program scope actually has a positieceon the serial acquirer’'s long-

term performance.

In the light of the majority of M&A research, thetomal acquisition program scope can
be determined as rather narrow. An acquirer shtarget companies preferably from
the same or at least a similar industry where @rages itself and focus on firms that are

relatively similar to its prior acquisitions. It ahld also take the industry-specific
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features into account when planning the acquisitmogram. In conclusion, a
moderately narrow acquisition program scope wittmaderately high acquirer-to-
acquirer relatedness and a moderately high taogetrget relatedness would appear to

produce the best outcome for a serial acquirer.

Capability to Acquire Optimally—sized, StrategioallOrganizationally and Culturally
Fit Targets

The optimal size of a target is a subjective, fgpecific measure. It mainly depends on
the characteristics of the acquirer and the objestiof the acquisition program.
Hayward (2002) divided acquisitions into four categs, which were presented in a
preceding part of the thesis. This categorisaticas wnade according to what the
acquirer aims to achieve through the transactiem$er new markets, strengthen its
market position, elaborate on its market positioneatend its operations to new
markets. The scale of acquisitions should be inritjet proportion to the acquirer’s
business activity. Larger companies should avomuaing too small companies since
they only take up resources without providing suéint shareholder value (Fuller et al.,
2002). Smaller acquirers on the other hand showditlaacquiring too large companies,
since they tend to result in wealth losses forttrget’'s shareholders. The larger the
target, the more it has negotiation power andtghidi extract value from the transaction

and the more complex is the integration.

In addition to the numerous factors M&A researcls fieund to have an impact on
acquisition performance, the strategic, organiraioand cultural variables affect
acquisition success as well. These variables tegettetermine the combination
potential of the bidder and the target (Jemison &itkin, 1986; Seth, 1990; Larsson
and Finkelstein, 1999; Kaplan, 2001). Kaplan (20@tyues that recognising the
optimal fit between strategic intent and integnatinethodology leads to success. The
strategic fit of a potential acquisition determinthe potential value of the acquisition
whereas the cultural and the organizational fieetffthe realization of this value
(Jemison and Sitkin, 1986; Kaplan, 2001). Stratéigiadicates the degree to which the
target complements the company’s overall strat®gganizational fit measures how the
companies’ governance and specific characteristach. Cultural fit implies how the

acquirer’s and the target’s business cultures ewith each other.
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Larsson and Finkelstein (1999) studied more thanm@&®gers and acquisitions and
found that strategic fit contributed positively ®ynergistic benefits. Successful
implementation of an acquisition program requiree tompany to know when to
discard acquisition opportunities falling outside tscope of its strategy and when to
embrace them as a new potential thrust. The tangeige acquisition program should
have identifiably common determinants. The acqlsr@nd targets’ managers should be
capable of collaborating and working together e hew strategic tasks. The capability
to acquire optimally-sized targets that are alsoatsgically, culturally and
organizationally fit requires the acquirer to emgiha the target screening phase
supported by a well planned M&A strategy.

Capability to Learn and Unlearn From Experience

Organizational learning has been examined wideldférg, 1981; Shrivastava, 1983;
Fiol and Lyles, 1985; Levitt and March, 1988; HukhE991). It would appear natural to
assume that prior experience and learning are Iglostated to each other. However,
research has shown that not all prior experienseltein learning effects (e.g. Kusewitt
1985; Haleblian and Finkelstein, 1999; Zollo anddbi, 2000; Hayward, 2002;

Albizzatti and Sias, 2004). Therefore, the relathip of experience and organizational

learning require a more in-depth analysis.

The causalities between decision-making and acgsigerformance remain rather
unclear despite ambitious attempts to analyze tds-@cquisition performance (Zollo
and Winter., 2002). Acquisition experience has itiawcklly been divided into

homogeneous and heterogeneous experience: acquiigidy similar targets or

acquiring highly dissimilar targets. Earlier stuglgid not find significant differences in
how similar or dissimilar experience affected tlwguarer's performance but contested
that all types of acquisition experience has pesitnpacts (Lubatkin, 1983). However,
later studies started to question these findings @ncluded that the nature of prior
experience in fact does matter — as does the wiayettperience is interpreted and
implemented (Haleblian and Finkelstein, 1999; Baréie and Schijven, 2008).

Especially heterogeneous acquisition experience gnaged to be some kind of a

paradox and studies have produced contradictingdtsesf its effects on performance.
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Hayward (2002) who studied industries such as fomeducts, food processing,

telecommunications and regional banking, found gdade many of his peers that

acquisition experience is not sufficient for gemie superior performance. His study

shows that performance is positively related toeeigmce on three preconditions:

firstly, prior transactions are not too similar dissimilar compared to the prevailing

acquisition. Secondly, prior acquisitions shouldvénegenerated only small losses.
Thirdly, the time period between two acquisitiom®sld neither be too long nor too

short. Heterogeneous experience allows the compamxamine a wider selection of

acquisition processes and thus provides a larggyesto search for the causal patterns
to develop M&A capabilities but too dissimilar exsmces may turn out overwhelming

for companies operating in an environment of “baahdationality” (e.g. Barkema and

Shijven, 2008).

Haleblian and Finkelstein (1999), who also studtesl heterogeneity and homogeneity
of acquisitions, presented a framework for gengradi and discriminating between
different types of acquisition experience (see &ab). They found the effect of
acquisition experience on performance to be U-difiaiiee best performers were either
the inexperienced ones who did not over-generdlieé targets or those with a vast
experience and the ability to discriminate betwaequisitions. Acquirers performing
acquisitions similar to prior ones tend to outparfaheir counterparts that only perform
very dissimilar acquisitions. Haleblian and Finkeis (1999) concluded that companies
especially fail to learn from failures they do metognise. Moreover, poor management

and inadequate acquiring expertise affect learnegatively.

Table 1: Generalizing & discriminating experience Haleblian and Finkelstein, 1999)

Antecedent Condition
Similar Experience Dissimilar Experience

g Organization: Appropriate Inappropriate
E Response: Generalization Generalization
B Discrimination: (Positive) (Negative)
uc_-% Organization: Inappropriate Appropriate
'é Response: Discrimination Discrimination
g Discrimination: (Neutral) (Neutral)
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Being unable to discriminate between different kird acquisition experience can be
referred to as overgeneralization, which is a commitfall in serial acquisitions (e.g.
Haspeslagh and Jemison, 1999; Albizzatti and 2@84). Whereas overemphasizing
experience may lead to an unfavourable outcomis, @iso possible to falter for the
opposite reasons: being unable to identify, capturesuse the existing know-how is
another pitfall for serial acquirers (Albizzattich®ias, 2004). Some studies argue that
in reality, no homogeneous acquisitions exist. €hesudies underline that all
acquisitions are different and therefore, very tedikind of acquisition experience is
applicable (Ahuja and Katila, 2001).

In conclusion, existing research has found thatnwhequisition experience is applied
correctly, it can have a positive contribution &rformance. Experience accumulation
is a necessary but insufficient condition for swsstelly developing acquisition

capabilities. Having acquisition experience fromasaiety of settings can be problematic
for companies in early stages of M&A capability Iding. In contrast, experience from
similar actions enables even inexperienced compatoelearn and improve their
performance. Deliberate organizational learningmeems are the crucial element for

long-term success and M&A capability development.

Organizational learning on a closer level can haddd into three strategic contexts
(Barkema and Schijven, 2008): research on negakperience transfer, explaining that
not all experience is positive, research on dediteerdearning, stating that not all
experience accumulation results in learning ane@areh on imitation and vicarious
learning, justifying that companies not only ledram own experience but also by

utilizing external sources.

The capability to transfer knowledge in an acqigsitprocess is essential in order to
learn from experience. Simply transferring acgigsitroutines from one industry to

another is similar to trying to apply old lessoasew settings where they do not work
(Barkema & Schijven, 2008). Transferring experien@eross various industries or
entry modes, such as acquisitions and joint veatoam even lower performance. Zollo
and Leshchinskii (2001) even state that corporamguigitions tend to fall into the

category where prior experience not only does et knhance the performance of the

on-going acquisition but due to the very likely higpeterogeneity and high causal
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ambiguity, may actually undermine the performarieing able to apply the right kind

of experience and know-how in the right situatiamsl being able to discard unusable
knowledge is also referred to as “unlearning” (Hedb 1981; Nystrom and Starbuck,
1984; Klein, 1989). Benefitting from previous expeces depends on whether the
company is able to differentiate between relevapplicable knowledge and unusable

knowledge. Therefore, it is essential to both leard to unlearn from prior experience.

Unlearning and learning require explicit learningahanisms (Zollo and Winter, 2002).
Learning needs to be deliberate and it requirestimepany to create expertise instead
of only refining already familiar routines (Binghaand Eisenhardt, 2007). “Semi-
automatic” experience accumulation does not enh#saming, quite on the contrary
(Barkema and Schijven, 2008). Zollo and Leshchingki©99) have found that
developing acquisition-specific tools such as mé&nw@and decision-support systems
have a positive effect on performance although pusitive effect diminishes in the
long-run. Documenting the due diligence —checlsligystem conversion manuals,
branch staffing and product mapping software anghdruresource manuals therefore

tends to result in a better performance.

In spite of there being quite an extensive amodrgtadies related to organizational
learning, literature on learning from the perspectf M&A -capabilities is still rather
scarce. Voss (2007) who studied M&A capability @eohent states that creating a new
M&A capability requires so called double-loop leiagy which has also been described
as generative learning (Senge, 1990) and strategiming (Mason, 1993). Whereas
single-loop learning takes place through detectind correcting errors and by adding
activities to the company’s specific competenci#s)ble-loop learning is more active:
it occurs when the company is able to question amatlify its existing norms,
procedures and objectives. Double-loop learningsatm find ways to change the
organization when necessary. Improving existing abdjies depends on the
profoundness of replication and retention. Thent&e of the M&A capabilities comes

from routinizing the gained knowledge. (Voss, 2007)

Companies may learn from each other based on ttielagical theory of imitation
(DiMaggio and Powell, 1983) or the psychologicakdly of vicarious learning

(Bandura, 1977). Many companies intentionally ainbearn from others already when
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planning their business strategies (Barkema & 8ehij2008). Some research suggests
that an inexperienced acquirer is likely to leawrenfrom others before it is able to gain
remarkable experience itself. At later stages thiétyato learn from others somewhat
levels down due to imprinting and organizationadrtia. This applies for acquisitions
and strategic settings as well. Especially in timegncertainty or change, the tendency
to imitate a successful company’s acquisition stgtis particularly high (Karim and
Mitchell, 2000). Imitation can be categorised irftequency-based, trait-based and
outcome-based and the so called second-order iomtathe second-order imitation
refers to companies mimicking the imitative behaviof their competitors and peers
(Barkema and Schijven, 2008). In horizontal acdoiss, companies especially tend to
imitate the acquisition behaviour of firms to whit¢hey are tied through board
interlocks. These companies also rely on theirliot& partners in valuing the potential
targets (Haunschield, 1997).

The psychological theory of vicarious learning iegented as another example of
deliberately imitating others. Vicarious learning also referred to as exploratory
learning — can be explained as exploring altereatnethods to perform tasks without
incurring any of the costs or risks associated veithually experimenting on these
alternatives (March, 1991). Vicarious learning oimpetitors' successful actions and
strategies is often seen as a method to overcoeneahds of experience (Levinthal and
March, 1993). Studies on vicarious learning theeefthallenge the general findings of
learning from experience: where highly heterogesemperience has been found even
to attenuate learning, vicarious learning has shomiy to have positive impacts on the

acquirer’s performance (Barkema and Schijven, 2008)

When examining and interpreting the capabilitieslearn from others, there is one
essential point to reflect on: in spite of sevestaldies implying that companies imitate
their competitors in order to improve their ownfpemance, this research still provides
very little for developing M&A capabilities. Thestudies do not actually measure how
imitation affects the post-acquisition performanmet focus on examining whether
imitation in general occurs or not. Moreover, irtirig the actions of others does not
automatically signify deliberate learning as ibfsen based on assumptions about other
companies having competencies that are lacking fama’'s own resource base
(Barkema and Schijven, 2008).
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Capability to Select Markets with High Profit Poté&al while Understanding Own
Capabilities to Succeed in these Markets

A skilful serial acquirer should recognise the nedsk with high profit potential.
Successful serial acquirers focus on growth marketsead of only single targets
(Anand and Singh, 1997). The company needs to jpebda of addressing markets with
true growth opportunities and value creation padé@ind it must be able to analyze the
industry landscape in order to find the greatestasoable potential for long-term value
creation (Cools et al., 2007). There is no usaligeting markets where the costs exceed
the long-term profits. Before entering a markebtigh an acquisition program, the
level of returns available in that particular markéould be evaluated. Even more
importantly, the acquirer should also estimate Wwaett has the realistic capabilities to
compete for these returns (Hayward, 2002). The iemqshould understand the
requirements of the targeted business, its ownlghiges and the long-term prospects

in this business in order to succeed.

Capability to Manage Acquisition Program Integratiothroughout the Process
Successful acquisition program integration requaretear allocation of responsibilities
among and within the acquiring and acquired org#itn. Moreover, another
determinant of successful integration is the ingeatent of the acquirer and target’s
employees in the process. Cohen and Levinthal (1fa#Gxample suggest that all the
employees participating in the mergers and acguisit should have sufficiently
knowledge of M&A specialization. Acquisition integion is often also referred to as
“post-acquisition” integration. However, several maaecent studies underline that
integration should not be seen as a discrete piakseg place only after the deal is
signed. Ashkenas et al. (1998), Hitt et al. (19@8) Zollo et al. (2004) underline that
integration should begin already when negotiatimg deal. The first discussions with
the target's management should begin before thesaion takes place. Discussions
about e.g. basic management styles may reveal sigehificant differences in the
acquirer and target's organizational cultures tbe¢n acquisitions with favourable
financials may be discarded (Ashkenas et al, 1988)these cases it is naturally
impossible to analyze in retrospect whether thailiadtpn would have been successful
or not and whether proper integration could havenbgossible despite these
differences. Nevertheless, thorough pre-acquisitid@gration discussions are essential

for the acquirer and target to have a mutual utaedsng of acquisition process.
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A successful acquisition provides that both parsiegre a common vision and strategy
on the assimilation and integration process. Evstrategically fit acquisition may fail

if the integration is not handled properly. The gauf the integration affects the
performance although the findings of the optimatesp vary. O’Reilly and Pfeffer
(2000) purport that faster integration leads to edtds outcome than a postponed
integration. Cools et al. (2007) likewise state thelaying integration planning until the
deal is closed is the most common value-destrd¢eplan (2001) on the contrary does
not support fast integration without qualificatidte emphasizes that the driver behind
the acquisition strongly influences the optimaleygs integration: if the acquirer’'s main
intention is to cut the target's costs, assimilatis essential but preserving the old
culture or management is not, since the targetts mhnagement and organization
structure may be reasons for the high costs. Thexefestructuring the organization
can be a prerequisite for achieving any cost syesrg<aplan (2001) proposes a
different integration approach for acquisitions weéheéhe main motivation is either
expanding the product or service line, expandingrmss, expanding to a new customer
segment or entering an entirely new market. Heaeskhe best solution in these cases

to be a moderate level of integration.

The capability to manage integration requires det@ng and communicating
employees’ and managers’ responsibilities and roédsre the transaction and after the
transaction. Especially the roles of the integrat@nd line managers should be
explicitly determined and the acquiring organizatghould have a due diligence team
to carry out at least the financial, commercialgale and technical due diligence
processes. Ashkenas et al. (1998) yet refer teiblelematic role of this due diligence
team: it usually gains the deepest insight of #rgdt but is often disbanded right after
the transaction. This hampers the integration m®ead results in valuable knowledge
being lost. The functional and business leader@BfCapital for example focused on
integration only in their own units in the earliacquisitions and there was no one
responsible for the corporate-level integration.e Teritical role of an integration
manager was recognised only after having perforaeeplisitions with and without an
integration manager: the acquisitions guided byngggration manager turned out more
successful than the transactions performed withauhtegration manager. Ashkenas et
al. (1998) concluded that integration managers Ishpteferably be picked from the

corresponding due diligence teams, have strongpetsonal skills and be sensitive to
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cultural differences. Integration managers showlivdr a disciplined integration plan

with clearly set milestones.

Zollo and Leshchinskii (1999) have found that a hieig degree of knowledge
codification leads to a better performance. Infdrarashould be distributed to the parts
of the organization that have not been closely lwvea in acquisition process. The
entire organization of the acquiring and acquiresnpany should be involved in
integration process to the extent that ensuresibtévation to work for common goals.
The acquired company’'s existing management teamulghoot be substituted or
removed without a careful assessment since ik&dylito destroy shareholder value and

increase the complexity of integration process|@ahd Leshchinskii, 1999).

As important as it is to begin the integration ghagell in advance of the actual
transaction, it is also important to conclude titegration at the end of the process. The
line managers play an important role in concludimggration in a professional manner:
the integration phase should be finalised by theegmation managers handing

operational responsibility to the line organization

Figure 7 visualizes the progress of the study atfter literature synthesis and the
introduction of Acquisition Program Capabilitiesriglate 1.
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Figure 7: Progress of the Study
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3 Methodology

3.1 Research Setting for the Case Study
The theory-building case study approach presentgd Elsenhardt (1989) was

considered the most suitable for the purpose ahdeaf the study. This method was
chosen due to several reasons: firstly, there wdack of qualitative research on
acquisition program capabilities when starting trkvon the thesis. Since one purpose
of the research was to develop new theoretical quitipns of M&A capability
development and the theory-building case study atktprovides a possibility to
generate novel and empirically valid theory, thistihodology was regarded justifiable.
Secondly, M&A capabilities require intensive figlssearch, which plays a major role in
the theory-building case research. Thirdly, as cstselies are applied to examine
complex and unexplained phenomena in a holisticnragrthe method serves well the
purpose of the study which was to enhance the piryainderstanding of the research
problem. The theory-building research requiresaatirand thorough literature review
to ensure stronger internal validity, wider genieeddility and a higher conceptual level
for the study (Eisenhardt, 1989). Therefore, a msbunt of studies were examined
during the process. The case selection in thisystuals deliberately conducted by
purposive sampling. The research problem was askeldesy studying two acquisition
programs. Ontologically the study took a realistise-based approach. One completed
acquisition program and one still on-going acqigsitprogram were analyzed and a
template for new potential acquisition programs waseloped on the combined basis

of the literature and case study findings.

3.1.1 Sample

The Case Company’s two acquisition programs, wimcthis study will be referred to
as Program 1 and Program 2, were examined andzachlyrior to developing the
template for implementing forthcoming acquisitiomograms. A majority of the
acquisitions in these programs were carried outohg business division but the
programs focused on two different businesses. Bette implemented within a three to

four years’ time scale and consisted of four te facquisitions each.
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3.1.2 Data Collection

Like in the typical theory-building studies, thetaasources of the study include
multiple data collection methods such as interviesizservations and archival sources.
The research began with examining the case matdriehch individual acquisition in
Program 1 and 2. The existing case material wagdas approximately twenty
interviews of people who had been involved in asifjon processes. The material had

been gathered in the beginning of year 2008 (Uotila

In this study, the focus was on the program lewelividual acquisitions were examined
more as a part of the two acquisition programs #meeparate acquisitions. In addition
to the case material, other relevant archives efcdmpany such as annual reports and
financial statements were examined. The very fiest of the interviews was performed
when still analyzing the archives and other exgstmaterial. When interviewing the
relevant people about the acquisition program ¢akesjuestions were drafted to serve
two main purposes: to thoroughly understand thasaeemaking process behind the
acquisition programs in order to analyze the resgonthe outcomes and to identify the
key capabilities behind the successful managenfeatquisition programs. The head of
the M&A team who also acted as the instructor for thesis, was present in three of
these preliminary interviews to explain the backa of the project and to make

further specifications for questions if needed.

A total of 15 new interviews with 10 intervieweesene made for the study, each lasting
on average from one hour to 2.5 hours. Interviewsewopen-ended theme interviews,
which made the interviews more flexible by allowidgcussion also on new topics
having emerged during the interviews. The focushefinterviews was on gaining an

understanding of the implementation of the acquoisiprograms focusing especially on
the resources used throughout the process. Thetimgjavas first to understand what
the people involved in the acquisition programssidered as the key capabilities for
making the acquisitions successful. Each intervigas partly analyzed right after

taking place, which also eased the planning of egdasnt interviews. A part of these

interviews were performed face to face and a pag warried out as phone interviews

due to the respondent’s distant location. Additignathe archives of circa 20
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interviews performed in 2008 (Uotila) were usedhia analysis as additional empirical

case material.

The thesis was written in the Case Company’s heatlEps in the same open-plan
office where the M&A team works. Therefore, thentemmembers could be consulted
whenever necessary and the information flow was/@dhroughout the process of
writing the thesis. The limitation of only two adstion program cases was to some
degree countered by the acquisition programs cogerather many individual
acquisitions. The experiences of the individualuasitjions were also discussed in the
interviews. Hence, the findings presented in thesith mostly draw from the
experiences of people who had been involved in abquisitions from the very

beginning of the acquisition programs.

3.1.3 Validity and Reliability

As findings based on qualitative research are ésihesensitive to criticism of being
influenced by the researcher’'s own subjective prtations, it is crucial to ensure the
validity of the study by a correct set of operatibmeasures. Firstly, multiple sources
of evidence were used in the case studies. Pexptedifferent hierarchical levels such
as the top management, divisional management argihdas management were
interviewed in order to minimize the potential badshe study. A priori specification of
constructs was used to help to shape the initsibdeof the research on theory-building
(Eisenhardt, 1989). This a priori specificationcohstructs also permits the researcher
to measure constructs more accurately. As the fraorie for the case studies was
conducted on basis of the existing literature, #spect of the case study differs from
the grounded theory (e.g. Glaser and Strauss, 19@Yrh mainly rejects all initial

frameworks and proposes very little guidance framexisting research.

Additionally, it is important to recognize that ia case study research, early
identification of the research question or condfus not necessarily possible but
instead it is a more tentative process. The orilyirtieveloped constructs as well as the
research questions may shift focus during the rebegarocess. In order to ensure the
internal validity of the data, the underlying thetical reasons for the relationships must
first be identified. Shaping the hypotheses in eotl-building case study includes

measuring constructs and verifying or contestinigti@nships. The most important
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feature of the theory-building research is thas ibeing built as close as possible to the
ideal of no theory under construction or no hyps#éseto be tested. Although this ideal
is never truly achieved, a key feature of a thdmryeing case study still is the

possibility to make adjustments during the datdectibn process. The process enables
unique patterns of each case to emerge before dtterps are generalized across
multiple cases. Compact case descriptions and idégertables have been drafted in

order to justify the strong causal relationshipwestn the research question and the
conclusions. The case descriptions have also besenssed in feedback sessions with

the interviewees after having analyzed the intevsie

4 The Research Context

4.1 The Case Company Profile

The Case Company is a publicly listed industriahpany operating globally in several
lines of business. These businesses involve emgmgeand selling new products and
after-sales services. The Case Company sells thdupis of the acquired companies
through its own global branch network to new andtig customers, referred to as
cross-selling. The company consists of four diffiéfeusiness divisions which are here
referred to as Business Division A, B, C and D. Tase Company has pursued an
acquisition-supported growth strategy for sevemdrg, which has led to significant
annual growth rates. The company has focused edlyecn higher value creation and
expanding to new business segments. The organwgtiyrof the acquired units from
2002 to 2007 after their completion has been mban ttwenty percent per annum
whereas the overall growth for the Case Companijudiey acquisitions has been less
than ten percent per annum. At the same time theisitions represent eleven percent

of current total sales. The acquisitions have floeeeaffected the overall growth.

The Case Company has a clear focus on speciftegicagoals. The Case Company can
be defined as a serial acquirer with ambitious gnotargets, which it believes cannot
be met merely through organic growth and the carranquisition intensity.
Furthermore, the Case Company can be describedkifd and experienced acquirer
when it comes to individual acquisitions. A majpriof the Case Company’s
acquisitions have been relatively small but yegythave contributed to growth. The

Case Company seeks to be involved in the totadyidle process. On a practical level,
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this can either be achieved by an earlier entrptpoi the value chain or by extending

the product and service lifecycles. As its supperstrengths, the company points out
its relative size that creates significantly negiidin and standing power as well as the
ability to leverage its extensive geographic preseand good market position. As value
drivers, the Case Company identifies factors swchawving the capacity and resources
to grow in existing product and service categoard markets, gaining know-how and
necessary capabilities to expand to a new busiardsexpanding the offering with

closely related products and services.

Due to the economic situation deteriorating sigaifitly while writing the thesis, the
deal flow was drastically dropped at the turn af ffear. The Case Company aims to
move its focus from individual acquisitions to aisiion programs in the future after

the financial turmoil has quieted down.

4.2 The In-House M&A Team

M&A tasks have been assigned in a focused manntireilCase Company. There is a
professional, in-house M&A team that supports thesitess divisions in their
acquisitions. The M&A team works directly under t@aief Financial Officer and is
responsible for the strategic development of thepamny through M&A and alliances.
It has an important role in developing the acquisitstrategy and managing the post-
acquisition phase. The head of the M&A team, MrisHa regular visitor of all the
divisions’ management teams. The in-house M&A tezan be described as the key
function of acquisitions, since it is responsilile éxecuting the transactions. The M&A
team leads the negotiations, it carries out theliaitgpn transaction phase and it has a
role in planning and supervising the post-transactintegration phase.We bring
capabilities to assess the potential synergies,t-poguisition integration and the
finances in a realistic mann&rMr. H describes the M&A team'’s role. The M&A tea
entails professionalism into acquisition proces3éss professional approach is assured
by business divisions not discussing with potengiafuisition targets without the

presence of an M&A team member.

When starting to work on the thesis, the M&A teamngisted of Mr. H and three of his
subordinates, Mr. A, Mr. B and Mr. C. Mr. H was mgited into the Case Company in

2001 after having pursued a long career in a taging consulting company. At that
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time, there was yet no particular M&A team and haeswnainly solely responsible for
the M&A operations. In 2005, Mr. X was transferitedthe team. In 2006 Mr. H hired
Mr. A as his second subordinate and shortly afteste/dne hired two other people, Mr.
B and Ms. A. Ms A served as a general financialyamtdor the team but only stayed
with the company for one year. In autumn 2008, i@ tttam member Mr. C was hired

to replace a person who had rotated internallyntuiteer position,

Mr. H is involved in planning the corporate levebaisition strategy and usually takes
part in the larger acquisition projects. Mr. A, whas been in the M&A team for the
longest time after Mr. H, has so far gained expeeefrom acquisitions performed in all
business divisions. He has also had the main regdpbty for post-transaction
integration. In the end of year 2008 a decision wasle to gradually shift more
integration responsibility to business divisionoowéver, since no acquisitions have
been performed in 2009, the impacts of this degisite still invisible. Mr. B mainly
accounts for Division B and the newly hired Mr.<Xhe contact person for Division A.
All the team members come from different backgraunevo had experience of the
banking industry one had been working in the cdimsylbusiness and a third one had
worked in different business control positions e ICase Company before joining the
M&A function. At the time of starting the thesisiet team was looking to hire two new
junior people into the team to replace Ms. A. Thiege people were hired by the end of
year 2008 to provide analytical support for theeotttam members. The M&A team is

visualised in Figure 8.
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Figure 8: The M&A team of the Case Company.
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4.3The M&A Process

The M&A process of the Case Company is depictedrigure 9. The team has
developed the M&A process guidelines in cooperatuith the corresponding business
division. These documented guidelines are to Hevi@d in every acquisition. Division
B is the most active acquirer. The Company Boar#lahagement is involved in the
more infrequent large strategic acquisitions. Iai€don B, the M&A process guidelines
had been in place for several years. All the otfigisions had been acquiring less
actively but the activity had gradually been insiag especially in Division A where
the official guidelines for M&A processes were sethe end of 2008. These guidelines
mainly followed those of Division B. Divisions C @ not acquire actively due to the
lack of suitable targets and Division D has pref@ioint ventures over acquisitions and
therefore has no own divisional M&A process guides. The M&A process
description presented here is mostly based onufdelines of Business Division B. It
is justifiable since it is the most active acquiaed these process guidelines have set an
example for the other divisions. Moreover, the @mamuisition program cases studied

for the thesis both fall mostly under Division B.

. Transaction Post-transaction
Preparation Phase
Phase Phase
- Business drives - Business participates - Business drives
- M&A Team supports - M&A Team drives - M&A Team supports
- Defining acquisition strategy - Establishing interest - Executing communication plan
- Identifying and assessing - Exchanging information & analysing - Launching post-acg. action plan
players - Indicative bidding and pricing - Implementing restructurings
- Defining acquisition - Conducting due diligence - Implementing Case Company policies

screening criteria

- Developing short-lst - Negotiating agreements

- Developing target profiles - Preparing post-acquisition plan

- Closing transaction

Figure 9: The M&A process description.

4.4 Acquisition Preparation Phase

A majority of the practical acquisition preparatias done in a project specific
acquisition team which consists of all the relevaabple who can contribute to the
business case. The preparation phase starts byodwel of Management developing
the business strategy and the divisions setting tiven M&A strategies. The M&A

54



strategy is regarded to have gradually increaseckfficiency of target screening. Mr

H., the head of the M&A team, is involved alsolie acquisition strategy planning.

Identifying Targets and Adding Targets to Prospegst

The next step in the preparation phase is to ifjeptitential targets. Identifying targets
in different business divisions requires somewliagtrde searching criteria. In Division
B, it is especially important to consider who thestomer is. Its business is also
somewhat less dependent on market cycles and moaély nature than the business
of Division A. Markets in Division B business arestly dominated by smaller players
and profitability varies a lot across companieseréhare larger and more established
companies operating in Division A’s core businasBere integration of products and
systems is increasingly important. The product sewhnological fit is an important

screening criterion especially in Division A.

The leads come from various sources. In most calseg,come through the regional
sales directors, the country management teamseaditfisional managers by screening
the market and collecting information. Leads caoamerge from local sales people,
people from other business divisions, M&A team mermsbor for example external
bankers or consultants whose business involvesclsegr for potential targets.
Alternatively, since the Case Company is a wellna@ctive acquirer, potential targets
occasionally contact the Case Company themselvdsirdarm that they are selling
their business. According to Mr. H., the businesdstbns and the M&A team then
discuss the potential leads and elaborate on ti@gibility: “We exchange e-mails for
example about whether it is an interesting targenot. The target is discussed and
reviewed on each step of the approval pro¢dds. A from the M&A team described
the traditional process in the following wa¥the process usually starts by a sales
manager reporting an interesting target to Mr. Eéam which then prepares a “one- or
three-pager” that is then delivered to the divis®rapproval team. The business
decides itself what it will focus on and what natit. E is the head of the business
development function of Division B, which closelgaperates with the M&A team in
examining new potential targets. All levels of thrganization are encouraged actively
to search for new potential targets especially bhg torporate and divisional

management:We get a lot of inputs from the local level since ave deliberately
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stated that we want to be active acquirers and Watvant to build a global netwatk

Mr. F, the head of Division B, states.

Reviewing Targets by Approval Team

There is a smaller Approval Team in the Businesssioin B for evaluating the target.
The business owner, who has the overall respoitgitbdr the acquisition, must be
willing to go on with the acquisition in order fdre process to continue. The Approval
Team either decides to send the lead forward, stgder further information or rejects
the proposal. According to the company’s own respagpproximately fifteen percent of
the preliminary profiles result in acquisitions. ¢ase of many approved acquisitions,

the approval team prioritizes them before pushiregléads further.

4.5 Acquisition Transaction Phase

The targets that pass the screening criteria @ne shortlisted for further examination.
The shortlisted targets become potential acquisiteses and serve as the starting point
for the transaction phase. The M&A team is resgmador carrying out the transaction
phase. The basic steps for acquisition processeslarays the same but in case of
smaller acquisitions the process can be somewghteli. The market analysis for
smaller companies may for example be less thoranghe due diligence process may
be more compact than for larger acquisitions. Thédaines for the acquisition
transaction phase are rather detailed: the maimragoints and the expected end
products are provided for each step between thatifaation of the shortlisted target

and the closing of the deal.

Establishing Interest, Exchanging Information and #alyzing Targets

The acquisition transaction phase starts by assigresponsibilities and establishing
the core acquisition team. Usually three peoplenarainated in the beginning of each
acquisition case: a sponsor from the businessidivimanagement team to ensure the
division commitment, an M&A team member to head tt@saction and a business
owner who has the business responsibility for ttguasition. In the beginning of the
transaction phase, the target is contacted ancuitiah interest is established, a non-
disclosure agreement is signed and preliminaryrimédion about the target’s business
is exchanged. This phase of establishing interedtexchanging information usually

only takes a few days of active actions but thetimgiperiods may turn out to be long.
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According to the Case Company’'s M&A guidelines ahe interviews, the most
important issues to analyze are the strategic rid &e financial and operational
attractiveness. The high profitability of the targeas also mentioned as an important
selection criterion by most of the intervieweesvad as growth opportunities and value

creation potential.

The M&A team prepares valuation models for eachusiiipn, which includes the
assumptions behind the valuation, the growth exiects and projected synergies. A
description of acquisition rationales should be eddzd in the business case
description. According to the interviewees, theihess case description should provide
answers at least to the following questionatiy would we acquire that company and
not another one from the same industry? What iddhget’s strategic fit? What added
value does the acquisition bring in terms of praduservices or locations? Can we
provide our customers something new with the adgpn® Why do we think we could
outperform the current owner of the target in irasing the sales and profitsThe
acquisition case is then presented to the divisiananagement team, which either

decides to go on with it or reject it.

Indicative Bidding, Pricing and Initiating the Proess

In the indicative bidding and pricing stage, theguasition team agrees on the

negotiation tactics and finalizes the valuation eymergy estimates of the target.
Additionally, it agrees on the so called ‘last pti@and ‘must haves’ that will not be

compromised on during the negotiations. The ralethé case-specific acquisition team
are also assigned at this stage and the bid listterritten, approved and sent to the
target with an offer price and essential pre-cood# The terms and conditions agreed
on this stage are still only indicative. The comeractions begin after the indicative bid
has been agreed with the seller. A timeline isf@etonducting the due diligence and
for carrying out the entire process in generaltiAs point a Letter of Intent is usually

prepared and a request to receive certain legandial, technical, commercial and

environmental information regarding the targeteistdo the seller.

Conducting Due Diligence, Negotiating Agreementsca@losing the Deal
After having contemplated on the business caseatlyeisition team performs a very

thorough legal, financial, technical, commerciatl @nvironmental due diligence with
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the assistance of external advisers. The commendu& diligence also includes
interviewing the key managers of the targét/e’ perform the so called management
assessment as a part of the commercial due diliyemzaning that we interview all the
key managers from the target companies. We hastatbthis at a very early point in
order to have time to interview all the key playemsd find out whether their
management team could fit our organization ...Iltasassary to interview all the target
managers in order for us to know how cooperativé amotivated they are and whether

it would be feasible to keep them in our organaati Mr. A describes.

The due diligence phase is seen as the most edsantiuous and time-consuming part
of the M&A transaction phase and the intervieweescdbed it as detailed and
profound.“The due diligence is fully satisfying in my opinidlhe only issue is whether
the business plan is always sufficiently detailédf, B stated.Mr. A shared this view:

“1 would say that we know quite a lot about the canypwhen we are about to sign the
sale and purchase agreement. We always analyzeotn@anies very thoroughly from
the business side and from the financial siddr’ F even reckons that at the time of the
transaction, the Case Company knows more abouatbet than the target knows about
itself. Since the business processes have beeyzadahoroughly in the due diligence
—phase, the acquisition procesartly falters because something critical has eschp
notice. After the due diligence reports have been pregarthe final acquisition
proposal is sent to the management and the Bodddre€tors for approval. They may
guide the acquisition team with a set price rang&r@on-negotiable pre-conditions. The
negotiation stage was viewed important also in seoh building closer cooperation
between the Case Company's local management teamtten target. The final

agreement and documentation is signed after gdtimgforementioned approvals.

4.6 Post-Transaction Phase

The company has a detailed concept for the intiegrgthase. It starts by executing the
communication plan after which the post-acquisitastion plan is launched. In the
action plan, there are milestones such as the thiidy days during which the most
critical issues are to be addressed. Integrationldrstart during the first hundred days.
The Case Company divides integration into legal akrational integration,

integration of the support functions and the Enisep Resource Planning (ERP)
systems and into integration of working methodsjctvhstands for introducing the
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target into the globally unified “Case-Company-wayworking”. Mr. A, who has been
involved in all the integration processes in th& kears, states that to the credit of the
new integration concept introduced in the end adry2006 no acquisition case has
failed since. Before the integration concept, there were detail@dns about
acquisitions. However, the plans were not alwayslémented, since there was no one
responsible for the post-acquisition integrationtbe implementation.He regards that
the Case Company has been able to develop its M&palailities with this clearly

structured integration concept.

From the beginning of year 2009 when still writtihg thesis, the main responsibility of
the operational integration was transferred from M&A team to the business
divisions. This rearrangement was set in placeesithe business divisions have the
overall responsibility for the acquisitions andréfey also resources and the incentives

to successfully manage the post-transaction integra

4.7 From M&A Processes to Acquisition Program Capabilites

Chatterjee et al. (2002) who studied successfudlsacquirers such as Cisco Systems
found three common themes to all successful admngprograms: first, all successful
programs rely on a well-established process toaektihe value from the acquisitions.
Secondly, successful serial acquirers comply wite parameters set down by the
acquisition program. Thirdly, skilful serial acqelis do it repeatedly and formalize the
process as the acquirer learns more from each &mmplying with the specific
parameters set down by the acquisition program mdke acquisitions a part of the
acquisition program instead of being only ad hoandactions. Chatterjee et al. (2002)
argue that deviating from the clearly set guidamaasforms the particular acquisition
into an ad hoc exercise. They present Cisco Sysésnascase in point: Cisco does not
believe in merging two equals and therefore, pseferacquire early stage small private
firms. However, at one point it failed to complytlwiits own acquisition profile by
acquiring a large and well-known public company.isTended up deteriorating its
information advantage and turned out to be an wessful move. Chatterjee et al.
(2002) also underline the importance of activelyeated acquisition processes in order
to gain experience curve advantages. They alse®dhgu most successful acquirers rely
on replicable internal processes in order to idgracquisition opportunities at a fast

speed.
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The business strategy of the Case Company’s andivtsions provided a rough
framework for both acquisition programs. The M&Aasegy facilitated planning and
managing Program 1 whereas the lack of a simileategy resulted in Program 2
acquisitions appearing less strategic. The Casep@oyn has established selection
criteria for single targets and has replicable M@#cesses for individual acquisitions.
However, it has so far implemented only a few asitjon programs and is still on its

way to establishing more structured and replicabbgram level processes.

Table 2: Prerequisites for successful acquisitionrpgrams (Chatterjee et al., 2002).

Three common themes to all successful acquisition p
(Chatterjee et al, 2002)

rograms

A well-established
process to extract value
from acquisitions?

Adherence to parameters
set down by the program?

Active deal flow, formalizing the
process?

Case Company:
Single acquisitions

Yes, very detailed M&A

process guidelines Yes, frequent acquisitions

Yes, some: acquisitions to

Case Company:
Acquisition programs

Yes, some program-level
guidance

operate within particular
business field & acquisitions
to serve vision of becoming
full-service provider

Yes, some program
implementation but more
ctiveness on level of single
acquisitions

Program -level example (Cisco)

Cisco integrates all
acquired firms very quickly

Cisco does not believe in
merging equal businesses,
acquires early stage small
private firms

Cisco continuously tracks
emerging technologies and
acquisition-minded cultures

Albizzatti and Sias (2004) have studied sixty Foetu500 companies that have
implemented acquisition programs. As Chatterjeale{2002), they have found three
common factors for successful serial acquirerscessful serial acquirers have created
an acquisition profile that generally defines thenber and type of deals they wish to
pursue. An acquisition profile stands for strategiech as rolling up competitors, filling
a portfolio gap by acquiring particular productgalent or by expanding geographically
through acquisitions. Secondly, successful sertgjuaers have built organizational
capabilities and tools to support their acquisitaord integration engines: they are not
merely leveraging a minor team but the entire ogdion to help assimilate newly
acquired businesses. A well-developed acquisitiod @tegration engine requires
everyone in the organization to understand howeate value from a new business. As
an example, they mention a health care company n@inall functional professionals
to spend almost a third of their time on acquisitaztivities related to their jobs. This
company also has well-defined metrics to measundoqmeance, which provides
employees the necessary incentives for M&A relaaetvities. The final common
feature for successful acquisition programs is eguisition and integration blueprint

that lays out a disciplined process for the upcgndeals. Ablizzatti and Sias (2004)
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underline that integration planning should takecelalready before closing the deal,
there should be a portfolio of past deals to heljingé the next ones and most of all, no

time should be wasted between the transactionrdgadration stage.

The Case Company has a clear acquisition profilacquires frequently and it often
seeks to acquire new in-house skills, acceleratnbas growth and strengthen its
presence in strategic locations. However, it dagsguite use its acquisition profile to
drive the organizational structure in the way Afaitti and Sias (2004) recommend.
Their findings would imply that the Case Compangften carrying out skill-related
acquisitions — would have a decentralized orgaimzato nurture the entrepreneurial
spirit of its often small and privately owned taigeThe Case Company’s policy has,
however, been to integrate the small and ofterepreneur-driven acquisitions into its
organization quickly — there has not been a majocu$ on preserving the
entrepreneurial culture. Yet the Case Company se¢erhave learned something from
its past failures as the different organizatiortalcgures are being taken increasingly
into account. The Case Company has well-tailoregiiation and integration blueprints
for individual acquisitions, which also apply ongacsition programs. Significant
development has taken place in a few years in flizing and structuring the M&A

processes but there is still some room for improxem

Concluding, the Case Company has highly developeategses for individual
acquisitions in terms of both frameworks. It nekietess lacks some of the features
regarded as essential for a serial acquirer imphimge a successful acquisition
program. These deficiencies mostly arise from #uk lof program-level resources and

the lack of a formalised acquisition program preces
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Table 3: Prerequisites for successful acquisitionrpgrams (Albizzatti and Sias, 2004).

Three common themes to all successful acquisition p rograms
(Albizatti and Sias, 2004)

An acquisition profile defining Organizational capabilities & tools

A o Al isiti d int ti
the number and type of deals supporting acquisition and N acquisition and Integration

. . X X : blueprint
acquirers wish to pursue integration engine
Yes, some: a dedicated M&A team
involved in each acquisition and
Case Company: integration, involvement of Case Yes, clear M&A and integration
Single acquisitions (Not applicable) Company's local level varies directions

Yes, some: clear M&A and
integration directions developed
Yes, acquire targets frequently |Yes, some: M&A team involved in |for single acquisitions, perhaps
Case Company: and mostly aim to acquire new |single acquisitions but only few partly applicable on program-
Acquisition programs skills and enter a new business |dedicated program-level resources |level as well

Entire organisation involved in

Filling competence gaps by assimilating the newly acquired
acquiring skills, extending target, using acquisition profile to Lays out disciplined process for
Explanation for theme business geographically etc. drive organisational structure upcoming deals

4.8 M&A Capability — Current Level

The current level of the Case Company’s M&A capsbils evaluated against the
Acquisition Capabilities Template 1 while drawingnse implications from the
framework of Voss (2007) who studied the evolutrgnaycle of capability

development. Voss presented the capability evalutigcle to consist of generative
variation, internal selection and replicating amdaming knowledge, which will be

further discussed in the following section.

Capability to Develop and Implement an Industryusthble M&A Strategythe Case

Company’s business divisions develop their own M&tfategies independently, since
the divisions operate in different industries araveéh different business focuses. The
nature of their business impacts the feasibilityptosue an M&A supported growth
strategy: Division C operates in a business wheg&\Mre not a common growth mode
and the few acquisitions tend to be large-scaler@dwDivisions A and B operate in a
business where also smaller acquisitions are com®ioge the business divisions have
the in-depth knowledge of the type of an M&A stmptehat best suits their business, it
would most likely not add value to establish a coape level M&A strategy. Therefore,
the capability to develop and implement an M&A &gy lies within each business
division which are supported by the corporate M&#ndtion and appears advanced

especially in the actively acquiring divisions.
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M&A research underlines the importance of a pratesd M&A function and M&A
coordination mechanisms, which Voss (2007) addiess® a part of generative
variation. Coordination mechanisms include M&A stures, M&A processes and
M&A systems. M&A structures refer to assigning &gk an optimal manner, meaning
that the right people are nominated for the rigisks. The Case Company’s M&A team
and detailed M&A processes for individual acquisis serve as the M&A structure.
M&A processes refer to allocating resources byritisting knowledge and resources
between business units, departments and employbeese should be an authorization
process where the procedures and timelines afersetquesting permission to start the
negotiations, enter a bidding process and askHherfinal approval of the Board of
Management. The Case Company has well-defined lguedefor M&A processes.
M&A systems stand for synchronizing activities inway that enables capturing
synergies between activities and resources. The mgentives motivate managers to
offer their know-how to be used in forthcoming asgions. Haspeslagh and Jemison
(1991) suggest this to be done by linking acqusitoutcomes to personal rewards.
Additionally, implementation of efficient performe@m evaluation systems enhances
learning and establishes a clear cause-effect Tile Case Company does not have
specific M&A incentive systems or company-wide M&performance evaluation
systems but they are embedded within the compadg-vperformance evaluation

systems.

Voss (2007) defined generative variation as thellef drawing external knowledge
into the company as well as recombining capatslit@enerative variation is the first
stage of the M&A capability evolution cycle and dasmviewed as a prerequisite for the
capability to develop and implement an M&A strateByawing on external knowledge
means that the company intentionally acquires kadgé from an external source and
then assimilates it within the organization. Ext&drrsources can be consulting
companies, investment bankers or other successiuhl sacquirers. This external
knowledge can only benefit the company when itra;mdformed into actions. When
hiring Mr. H five years ago, the Case Company clteosexternal candidate from a top-
ranking consulting company. Moreover, almost thérerM&A team has been hired
from outside the company: from investment banksisatiing companies and private

equity houses. The Case Company occasionally usesulting companies and
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investment bankers as additional information sa@e well as examines other serial

acquirers.
In conclusion, the capability to develop and impdertnan industry-adjustable M&A
strategy lies within the Case Company’s businesssidns. The capability can be

evaluated as relatively high particularly for thatiaely acquiring divisions.

Capability to Acquire Steadily and throughout allcdiomic Cycles:The Case

Company has on average performed six acquisitioyesaa while maintaining a steady
acquisition rate. As an active strategic acquir@ims to maintain this high acquisition
frequency and steady rate during economic upswiagd slowdowns. Although

acquisitions were temporarily put on hold at thentof the year as the economic
situation significantly deteriorated, the Case Camphas yet continued to examine the
business segments it had regarded as attractive @here is no unanimous view on
what the exact acquisition rate should be but tlaeeeconsistent findings on a steady
rate being better than a highly varying rate aneqdent acquirers in general
outperforming the infrequent ones. These findings at least partly be explained by
frequent and steady acquirers having more oppdigsnio learn and steadily improve
their M&A capabilities than ad hoc acquirers engagin acquisitions on a more ex
tempore basis. The Case Company mainly appearsderstand the significance of

steady acquiring.

Capability to Optimize the Acquisition Program SeppCapability to Optimize

Acquirer-to-Target and Target-to-Target Relatednel$sis difficult to measure the

exact business relatedness of the Case Companysaachuisitions, since most of the
acquired companies are private entrepreneurshigs dte not listed in any public
industrial classification systems. The Case Comijsamusiness divisions mostly
acquire firms from their own business or a closeljated one thereby ensuring high
business relatedness. The acquisition programswiiabe further examined in the
empirical part of the study, both covered a certairsiness and therefore mostly
consisted of highly interrelated targets. The asitjon program scope appeared to be
relatively narrow for both programs, which is recoended by the majority of the
M&A research.
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Capability to acquire Optimally-sized, StrategigallOrganizationally and Culturally

Fit Targets: As a large company, the Case Company should aagdiring too small
firms, which research suggests would only take apources without providing
sufficiently added value. Most of the Case Compamgquisitions have been relatively
small but they have yet had a positive impact sigiibwth. The Case Company’'s M&A
strategy has been to expand to new businesses tiriag companies from
strategically important locations. The strategtcofi the targets is regarded among the
most important selection criteria. However, it take longer time period to evaluate
whether the targets actually fit the acquirer'sitglgy or not. The individual acquisitions
of the two acquisition programs complemented theeGaompany’s strategy to expand
to these two new businesses by acquiring new skiits know-how. Especially some
acquired entrepreneurships experienced problernesnms of organizational and cultural
fitness due to their more hierarchical organizatiohhese entrepreneurships tended to
have a somewhat more small-business-minded bustnéisse than the Case Company,

which caused some difficulties in the integratitags.

Voss (2007) presented internal selection mechaniamsa part of her capability
evolution cycle. In the Template 1, these mechasibest fit under the capability to
acquire suitable targets in spite of internal f@ecmechanisms by Voss’'s (2007)
definition having a slightly wider applicabilitynfernal selection mechanisms can be
measured by the power mandate, the level of pemuasd coalition building. Power
mandate indicates the authorization to perform saipns. M&A is an accepted and
encouraged strategy from the divisional managenerdl and from the Board of
Management to drive growth in the Case Company t@ndevelop the business.
Proposals and plans involving M&A are common andstbns are asked to actively
develop their M&A pipelines. In the Case Compaihgre is an official authorization by
the Board of Management level to involve the M&Anein all acquisitions. Persuasion
signals how strongly the importance of M&A is adlpiainderlined on the different
organizational levels. In the Case Company, toprdM&A persuasion is very strong:
the Division B management encourages the regialaksnanagers to actively search
for new acquisition targets and also to encouragé bwn subordinates in this search.
In other divisions the encouragement for targetesging is somewhat less active, since
the divisions acquire to a smaller extent. Coalitlouilding stands for the depth of

unsolicited cooperation between the business sidetee M&A function. The level of
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coalition building is emphasized in the Case Comparaddition to the strong mandate
from the Board of Management for the business osvt@rinvolve the M&A team in
each acquisition. The empirical findings suggeat the business divisions feel they get

the necessary support from the M&A team to pushuin their acquisition ideas.

Capability to Learn and Unlearn from Experienddie Case Company has a routinized

target selection, evaluation and integration preegswhich it has developed over the
years. Voss (2007) underlined the importance oftim@med activities as a part of
knowledge retention, which she divided into rowation through repeated enactment
and codification and routinization through presegvM&A expertise. Routinization is
enhanced by similar acquisition types, a high aitjan frequency and an escalated
emphasis towards the end of the preparation pl@wseification is achieved through
individuals, documentation, databases and diffesgstems. However, the companies
are acquired from different business segments heckfore the targets may be rather
heterogeneous even under one business division. ddggee of M&A process
routinization grows towards the end of the acquisitpreparation phase, which is
typical also for strategic acquirers and the prsifaglism of the M&A team is high.
The documentation regarding M&A processes is dedadnd the M&A team uses
several databases to search for relevant informaticcompanies’ financials, business
news, deal statistics, trading data, competitorly@ea and market data. The Case
Company has an internal M&A database where it syatieally stores all the
documentation about previous, on-going and terrathacquisitions. This database is
accessible to all the M&A team members and managfetise corresponding business

divisions.

Voss studied learning from the viewpoint of replica, which she described as the first
building block for organizational learning. She faureplication to occur through two
different perspectives: by evaluating success nsotlalough adaptive variation and
from the managerial perspective through processitiehs and group discussions.
Replication of success models signals how well cbmpany is able to repeat the
actions and patterns that have proven successhis. mostly depends on the Case
Company’s M&A team, which is in charge of updatamgd developing M&A processes
and structures. The Case Company acknowledgesntpertance of developing its

acquisition processes and in 2008, it carried twet second major post-acquisition
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evaluation of all acquisitions performed in thé'2&ntury, the earlier one having taken
place in year 2005. The reasons for acquisitiorcesg and failure were thoroughly
analyzed and conclusions were communicated to treedBof Management. Learning
from prior acquisitions has resulted in improvedesasynergies and integration
management. Replication via adaptive variation datis the importance of
understanding different acquisition challenges.niiost cases, previous acquisition
processes cannot be applied to new situations els but require flexibility. An
example of replication through adaptive variatisnthat the M&A team has used a
more flexible approach when acquiring smaller, gmteneurial companies compared to
acquiring larger corporations. The Case Companyefbee in part takes the targets’
specific characteristics into account although eisfly due diligence was still
occasionally viewed as too rigid by the M&A team mieers. Replication through
process definitions refers to providing M&A procesisinitions in order to ensure the
thoroughness of all M&A projects. M&A process ddiion is highly developed in the
actively acquiring divisions, Division A and B atitk less actively acquiring divisions
use these same process definitions when needetic®iem through group discussions
stands for sharing relevant information with thegle involved in M&A processes in
order to enable the full usage of valuable lessbhse. M&A team is involved in all the
acquisitions and occasionally have feedback disosnssand therefore, they are able to
share the relevant information with one another @l this knowledge in forthcoming
acquisitions. These learning mechanisms will béhurdiscussed in a later part of the

study.

Capability to Select Markets with High Profit Poteh while Understanding Own

Capabilities to Succeed in These Markéibe literature underlines the importance of

targeting growth markets instead of only singleaative companies. The market
growth potential has been among the paramountrieritghen the Case Company has
sought to expand to a new business. Moreover, wikpanding to a new and unfamiliar
business, the divisions first seek to acquire ticatimass of the necessary key skills in
order to achieve credibility and to be able to cetepn the business, thereby following

the recommendations of M&A research.

Capability to Manage Acquisition Program Integratidghroughout the ProcesShe

Case Company has a global integration concept tades in all the integrations.
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Integration planning starts during the negotiatstage and the due diligence phase
when the key managers of the target are intervieamehlits facilities and machinery are

checked. Integration management of single acoomsittherefore occurs throughout the
process. There is less empirical evidence on hoW ttwve company has managed to

integrate acquisition programs and this will beHar discussed in the empirical part of
the study.

5 The Acquisition Program Cases — A General Outline

Size of the Individual Acquisitions and the Acquigin Programs

The relative size of the targets is measured hygusvo methods: the target’s net sales
divided by the acquirer's net sales and the trarmwac/alue divided by the equity
market capitalization of the acquirer at the entheffiscal year prior to the acquisition
announcement. The market value of the acquireeisyed as the sum of the market
value of equity, long-term debt, debt in curreabllities, and the liquidating value of
preferred stock (Shareholder’s equity and lialeiitin the Annual Reports). According
to Moeller et al. (2005), in order to be defined @s economically significant
acquisition, the transaction value should be aitlé&o of the acquirer’'s market value.
Although all the acquisitions in Program 1 and B $hort of this indicator, they yet
contribute to the company’s overall growth and padiflity. Moreover, since the
research subject is acquisition programs, it iserfeasible to calculate the combined
net sales and transaction value of each program tti@rely to focus on individual
targets (see Table 4).

Table 4: Relative sizes of the programs.
Relative size of program*

target net sales/ | transaction value /
acquirer's net market value of
sales acquirer
Program 1 1,33% 0,88%
Program 2 4,40% 3,68%

The two acquisition programs used as case exanfplegram 1 and 2, were among the
few streams of acquisitions the Case Company’'s gemant level regarded as
acquisition programs. All the four acquisitionsRnogram 1 had been carried out by
Business Division B whereas four out of the fivejasitions in Program 2 were also
performed by Division B and one by Division A. Pragh 1 was implemented on a

three-year timescale from 2001 to 2003 and Prodrdmas been implemented on a five-
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year timeline from 2004 to 2008 and has so fawidet! five acquisitions. Program 2 is
still active and will most likely be continued ihe future. It was necessary to devise
acquisition programs as a process descriptionderdo be able to analyze management
of the programs. This process description was lanktilogously to the one used for

individual acquisitions. The process descriptioprissented in Figure 10.

Acquisition Program Acquisition Program Post- Acquisition
Preparation Phase Execution Phase Program Phase

</*\cqusmon%cqwsmon>\\l Acquisitionx
= Pre- -acq. Transaction Post- transac | Pre- -acq. Transactlon Post- transag. Pre -acq. Transactlon Post-transac\"*-.,
..... Phase Phase Phase ;| Phase Phase Phase :Phase Phase Phase

Figure 10: The process description for acquisitioprograms.

Most of the acquisitions in both acquisition progsaoperated at least seemingly in a
fairly related business field. The acquisitions leastimated payback times from five to
twelve years, most of them falling under the raofysix to eight years. All the acquired
companies were on average financially sound atithe of the acquisition in spite of
some negative pre-acquisition performance figufée transactions were all made by
cash only. In all the acquisitions of the two asgfion program examined, financial
estimates and free cash flows were projected ftaest five years. The Case Company
regards cash flow generation as the most importaeasure in determining the
feasibility of each individual acquisition. The risaction price, the expected risk level
and the discounted payback time were calculateddbas the annual discounted cash

flows.

The figures outlining the questions that were cder®d relevant in the acquisition
program preparation phase, acquisition program i@t phase and post-acquisition
program phase are presented in Appendix 2. In dogisition program preparation
phase questions regarding the M&A strategy, thenmapirations behind the programs
and the analyses that had been carried out bdierérst transactions were presented.
The aim was to evaluate the depth of the pre-aitimusprogram planning. The
program execution phase was seen to consist of nmusiéndividual acquisitions. The
execution stage therefore includes target ideatific, target selection and post-
transaction integration. Many questions about iiddial acquisitions had to be

presented as well in order to analyze the manageofehe acquisition programs. In
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the target identification phase, the aim was td tiow and by whom each target had
been identified. In the target selection phaseathrewas to understand how the specific
targets had then been selected — and whether ffexredt managerial levels had

provided support in the selection phase. Finaltlythe post-transaction phase issues
such as cross-selling and integration managememé \weddressed as well as the

retention of target’s old managers and key empleyee

The final stage of program management was defisggbat-acquisition program phase.
This phase is not exactly unambiguous since integrandividual acquisitions can for
example either be viewed as a part of the progreesigion phase or the post-program
management phase. Some issues presented as & thartpost-program phase such as
the Board of Management’s and Division managergll@f commitment are neither
exclusively related to this phase but are rathivemst throughout the whole process.
These issues are yet presented in the post-prgginase since analyzing them provides
that the program has been active at least for swiide. The objective was to
understand the decisions and actions performed ah@ogram was reaching an end or

after terminating an acquisition program.

5.1 Acquisition Program 1

Table 5: Basic information of Program 1.

Relative size of target*
Year of |target net sales / acquirer's
Target acquisition net sales
AP1-1 2001 0,37%
AP1-2 2002 0,37%
AP1-3 2002 0,17%
AP1-4 2003 0,43%
TOTAL 1,33%

* = at the end of the fiscal year prior to acquisition

5.1.1 Acquisition Program Preparation Phase

Division B was seeking to grow through entering ewnbusiness, referred to as
Business 1. It saw itself as a lifecycle businegbaimed to capture a larger share of the
value chain by becoming a full-service providereTbng-term objective was to serve
all parts of the company’s core products. Furtheen®ivision B was seeking to
expand its services from its own products to simieoducts of other companies. In
1999 the Case Company engaged a top-ranking comgsubmpany to develop a
growth strategy for it. Expanding to Business 1 waesntified as a new growth
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opportunity. A more detailed M&A strategy was pregzhfor the business expansion.
The M&A strategy presented three main alternatif@s business expansion and
reaching the growth targets. The first and mosteiitve option would have been to
acquire the market leader Company X and therelgato rapid access to the markets
with a wide customer base. Company X had a worldwidfering in all the main
service fields, a good reputation and a strong drand was thus a “self-evident”
number one target. However, it ended up refusingdb its operations. This led
Division B to choosing the second-best option daddgrally gaining foothold in the
markets by acquiring smaller local companies amavgrg the business to strategically
important locations. Once we have identified a business which potentsiits our
needs, the goal is to have a global coverage... Thereertain key locations where we
have to be present in order to be a truly global®e-providers, stated Mr. G who is
a member of Division B management team and was iajgab to coordinate the
acquisition program. He was granted a lot of indeleat authority and appeared to

have been very motivated to run the program.

Mr. G came up with an idea to establish a sepdmated for the acquired companies in
Business 1, Brand B. Brand B was to provide sesvaméside the Case Company’s own
installed base whereas the Case Company woulddediie same services to its own
installed base under its own name. This differdéiotiawas done to provide a better
service from the marketing-point of viewhe value proposition of Brand B was also
different from the Case Company’s traditional vapreposition. Mr. G described that
the Case Company alsdelt embarrassed in attacking the new market wishown
brand’, indicating that the Case Company estimated sdamngets might create a
defensive attitude towards the acquisition as aseguence of conceiving the Case

Company as a competitor.

5.1.2 Acquisition Program Execution Phase

Target Identification and Selection Phases

All the four acquired companies had been identifiedhe consulting analysis as the
best or second-best options within their respectiegions. However, there were
somewhat contradicting views about how much thdyarsawas utilized in the end.
According to Mr. G it was not extensively reflected after the beginning of the

program.“You don’t usually just read a document and follawblindly”, you make
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your own analyses as well’he described. Yet, according to Mr. F and Mr H, the
analysis played a central role during the courséhefprogram. Target screening was
mostly coordinated by Mr. G and Mr. F. The geograpirea was the dominating

screening criteria since globally there are onlyrated number of locations the Case

Company views as strategically important. Each élangas considered potentially

interesting and value-enhancing although in sonsesdhe estimated risk was rather
high. The transaction phase of each acquisitiodiestuas part of the two acquisition

programs followed the established M&A process glinés.

Post-Transaction Management

The operational post-transaction integration mostigk place on the local level.
However, their level of involvement of the localitsnin integration appeared somewhat
insufficient in spite of Mr. G’s positive viewsThe local level was very involved in all
of these cases in my opinidBrand B companies were rather regarded as cotopeti
by other local units of the Case Company instealledfig seen as a part of the Case
Company’s organization. This led to deterioratemsstselling efforts and in one case
even to a loss of a small business branch. The meiblem appeared to be in
communication and thereby the local units often unaderstanding the purpose of the
acquisitions. This failure in communication wasoalcknowledged by Mr. G who
viewed that the local managers traditionally play immportant role in acquisitions.
However, he assumed that the local managers andnegdgsales directors had been
sufficiently involved in the acquisitions in spiéthe archives (Uotila, 2008) indicating
the local managers themselves having a differeaw.vflf you carry out an acquisition
process together with the local company, then yaehmuch deeper knowledge on the
local level, you basically know everything... | ththk local people have been involved
appropriately: the people who it was possible teoive were all taken along with the

process, Mr. G described.

5.1.3 Post Acquisition Program Phase

The significance of proper integration had beenreskkd already when planning the
acquisition strategy. However, the separate brandimd the late operational integration
with the Case Company caused lost synergy opptiganiWhen asked how closely the
managers of the acquired companies communicatdd egith other, Mr. G described

their meetings held every third month and how theew each other beforehand
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“because they were a part of the Brand B netivoklir. G described the mutual
communication between the companies as very acliogether with Mr. F, he served
as the contact people from Division B. The Case @amy integrated all the four
acquired companies into its organization as onityesfter making the decision to give
up Brand B. Especially the employees of Brand B panies viewed it as a necessary
step due to the difficulties they had experienceeMery-day working resulting from the

perceived competitor status.

5.2 Acquisition Program 2

Table 6: Basic information of Program 2.

Relative size of target*
Year of |target net sales / acquirer's
Target acquisition net sales
AP2-1 2004 0,28%
AP2-2 2005 1,00%
AP2-3 2006 0,80%
AP2-4 2006 1,68%
AP2-5 2007 0,64%
TOTAL 4,40%

* = at the end of the fiscal year prior to acquisition

5.2.1 Acquisition Program Preparation Phase

Program 2 targeted a new business segment of whielCase Company had very
limited prior experience, referred to as Businesdlds new business supported the
aspirations of the Case Company to become a folieseprovider. Moreover, Business
2 had long appeared attractive with good growthoofoities. The stated objective was
to selectively expand to the high-profit and lowsgeetition opportunities in this market
and to be present in certain key locations thatldv@nable the Case Company to
achieve a global coverage in this new line of bessn The philosophy was to be
present at least in three continentstated Mr. G underlining the geographic ambitions
behind the acquisition programTte plan was to create competence in Business 2 and
commercially to increase the offering so that weulddhave strong global presence in
Business 2 within five yedrsaid Mr. M who was appointed as the manager B2A.
Prior to year 2009, there were different busin@sssl which the business of the Case
Company had been divided in, each having a separat@ger. Mr. M was appointed as
the manager of the business line of Business 2 suoorghs after the Case Company

had acquired the fourth acquisition of the program2-4.
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The main focus in Program 2 was to acquire skiddxur and in-house knowledge and
thereby to achieve the necessary credibility in tleav business. Division B had
implemented Program 1 successfully and it therefmd more experience on serial
acquisitions than at the time of launching acquisitprogram 1. Although the same
consulting analysis and acquisition strategy that wsed in the first program also
partly covered this new business, the existingsitivial M&A strategy was used to a
lesser extent in Program 2 planning. According to M, the success of the previous
acquisition program motivated the Division B manmaget to enter this second
acquisition program; There was not as much discussion involved befoteriag

Business 2 as before entering Business 1 and tygapation was somewhat poorer.
When external consultants have assisted in anaygiowth opportunities as was the
case in Program 1, the processes have tended taobbe formal, Mr. H described. Mr.

F pointed out the business rationale behind ProganiThe Case Company had
traditionally operated in a different line of busss and it had proved difficult for us to
get people from outside the company with theseifgpskills to serve us. That is one

reason why we entered Business 2

The first documented references to Program 2 arkided in Division B's strategic

plan, which was presented in 2004, prior to th& fimnsaction of Program 2. This plan
was made for the following four years and it in@dda written aim to increase the
company’s net sales by acquiring approximately foampanies in the new business.
Division B had also mapped its portfolio of competies where the then-available
offering and the offering planned to be availalighie near future were divided under
strategically important locations. This competencatrix served later on as the most
important documentation guiding acquisition programplementation. A mid-term

development plan of Division B was presented inS2@@ich mostly included the same
objectives as the strategic plan of 2004. More ifipegrowth plans were presented in
2008 as a part of a game plan for the Program\2cgesector. The competence matrix
was the core essence of all of these presentatimas according to the people

interviewed, it has been the most important guiefor Program 2.
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5.2.2 Acquisition Program Execution Phase

Target identification and selection phase

The targets have mostly been identified by the margof the local Case Company
units. “In Business 2, many of the leads come from th@mnegsales directors. Also the
middle managers provide leads and cooperating whth local units has also led to
leads”, stated Mr. M. The target selection procedukéofeed the M&A guidelines set
by the division with the same strategic fithess aochpetence related criteria. The first
two acquisitions, AP2-1 and AP2-2 were acquiredemrBrand B which had not yet
been discarded when Program 2 was launched. Thmaridea was to establish a new
brand for Program 2 companies but this idea wasadied when the Case Company
made the decision to unify its branding globallpn€equently, Brand B was ceased and
the names of the first two acquisitions of Programere changed to associate them
with the Case Company. Moreover, the company’s @8afiManagement decided that
all the acquired companies would in the future lerged with a local Case Company

subsidiary in order to streamline the group’s legiaicture.

Post-Transaction Phase

Every four months, the managers of the companiepiiged in Business 2 held
meetings led by Mr. M. The different business linesthe divisions with separate
managers were relinquished from the beginning ofry8009. Since then, the
communication has continued through different psses indicating that sales people
communicate through global sales processes anitegreople communicate through
service processes. The interview archives (UAQi)8) and the new empirical findings
attested that the companies acquired in Busindss/@ communicated and co-operated
substantially business-wise. This co-operationbeen deemed beneficial, since it has
enhanced learning possibilities and integration agement. YWhere collaboration has
been possible, it has also been very succésdful M has stated. Unlike the companies
acquired under Program 1 the most recently acquimedpanies in Business 2 have
been operationally integrated into the Case Compang by one following the

company’s normal integration procedures.

5.2.3 Post-Acquisition Program Phase

A game plan of how to proceed in Program 2 wasenmtes! in 2008 but before this,

very little documentation about the forthcoming @sdions existed. This game plan

75



included among others a “training and competenseldpment plan” which provides
directions for setting up regular product trainsgminars and developing strong sales
support capabilities in the local units. In someesa there have been problems with
organizational restructuring due to cultural andnagerial differences between the
acquired companies and the Case Company. Espegmliyately owned and
entrepreneur-driven targets have occasionally appeaproblematic from the
organizational and cultural perspective. Poor man@mt, forcing relocation of
facilities and poorly communicated organizatioredtructuring were the main reasons
also for the failure of AP2-2 and resulted in sckag people resigning during or after
the transaction. Mr. M underlined in the intervitmw important it is to involve the
target's management and employees in the integraiocess and to keep the people

updated on all the organizational changes.

5.3 Summary of the Acquisition Program Cases

Table 7: The performance of the acquisition progrars

Did total net sales Did realized EBIT
exceed estimates in meet planned Average Economic
absolute terms? EBIT? Spread
—
% SI 5 I learl
o Q . Almost Clearly positive
= 8/ = Yes, slightly yp
a
N
W o -
g8 9 Yes, significantly Almost Positive
o)) o
o N
a

Both acquisition programs have fared well in finahderms in terms of the EBIT
figures and the economic spread: EBIT for both mots has almost met expectations
and the economic spread has been positive as fadicgaTable 7. Acquisition program
sales growth has been good and especially in Rro8rahe total net sales have clearly
exceeded the original estimates. Although the salgsergies failed to meet
expectations in half of Program 1 acquisitions amdwo out of five Program 2
acquisitions, total sales synergies have exceeldedstimates significantly for both
acquisition programs. The formulas for calculatihg EBIT and economic spread are

presented in Appendix 1.
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5.3.1 Acquisition Program Preparation Phase

Program 1 and Program 2 covered very differentdygfebusinesses: Business 1, being
mainly dominated by entrepreneurial and small fgroined target companies, was
more familiar to the Case Company beforehand. Bssir?2 on the other hand was an
entirely unfamiliar area for the Case Company dmdedfore, acquiring critical business
know-how required more effort. Moreover, Business ngcessitated a deeper
technological understanding due to its technoldgioanplexity. Mr. G described the
business as requiring morééxibility, change management and wide knowleégen

if the delivery processes may be the same

The generic business strategy of the Case Commamgdas the first starting point for
both acquisition programs. Program 1 emerged assaltrof a group-level strategic
planning effort and the Case Company invested afltitne and resources in preparing
the acquisition program plan. The consulting conypaarried out a global market
mapping and listed the key players in each redtappeared that the Division’s lack of
experience in carrying out acquisition programs wae reason for the planning of
Program 1 having been more detailed and profouad that of Program 2 in which the

positive experiences of Program 1 created confielenc

The M&A strategy behind Program 1 ensured that $dwi B had a plan of how to
launch the acquisition program before the first$ection took place. The global market
mapping and several listed options provided a strad path for implementation and
made the acquisitions more planned than acquisitionProgram 2. Despite several
shortcomings of the separate branding of Businessmpanies, Brand B may have
enabled viewing Program 1 more as a planned atignigirogram than what would
have otherwise been the case. Whereas the justfisafor Program 1 were based on a
strategic analysis and a market screening, thiigasiton for Program 2 was a need and
an opportunity to grow the business. The confideimcghe new program mostly
stemmed from the favourable experiences of theisitigms carried under Program 1.
The planning of Program 2 was more or less meatalked mainly by Mr. F and Mr.
G. Especially Mr. F underlined that defining Busiae2 as a new growth area was a
strategic decision but it remained somewhat uncleether this business strategy

behind the program was ever documented in any fbtast of the Program 2 planning
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manifested itself in the competence matrix desdrigalier. The lack of documentation
and modest top-down communication made acquisition®rogram 2 seem like a
stream of ad-hoc transactions by the people whonleadbeen involved in the strategic
planning. Nonetheless, concluded by the commentdiof F, Mr. G and Mr. H,

Program 2 has appeared to have become more stdaduring the recent years. The

program preparation phases of both programs avahZed in Figures 11 and 12.
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Figure 12: Preparation of Program 2

5.3.2 Acquisition Program Execution Phase

Target Identification and selection phases
Mainly the same people from Division B were in a@pf both programs: Mr. F as the

head of the division and Mr. G as the program manathe target identification stages
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of the programs were different: all the selecteddts in Program 1 had originally been
identified in the consulting analysis as the besthe second-best options within the
particular region whereas the identification soaroé Program 2 were mostly local
managers or regional sales directors. The tardettgan criteria were mostly similar in
both programs according to Mr. F and Mr. G and #uguisitions were viewed
positively from the targets’ perspective in mostilué cases. The only exceptions were
the failed acquisition of AP2-2, where the poorlyamaged communication and
confusing restructurings changed the originallyitpees attitudes and AP2-4 whose old
company owners were hostile towards the Case Coynfram the very beginning.
Most of the acquired companies were small entreaneships that were pleased to be
acquired by a large and established strategic saqas they saw wider possibilities
coming along for their business and employees.ifipertance of the acquisition being
a friendly takeover was emphasized in the intersieand would appear to have
facilitated the acquisition program management. tEinget identification and selection

phases are visualised in Figures 13 and 14.
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Figure 14: Target identification and selection of Fogram 2

Post-Transaction Phase

The post-transaction phase of each acquisitionastiyn characterised by integration
management, which in general was more unsatisfadtoracquisitions in Program 1
acquisitions than in Program 2. Poorly coordinateegration that was delayed for too
long manifested itself in unsuccessful managemewctass-selling and sales synergies
falling short of targets in three out of four casesProgram 1. Cross-selling was not
coordinated from the divisional top-level, nor whsre anyone specifically in charge of
cross-selling: Brand B companies were locally present and hadargiinfluence and
were marketing the products regionally. So theres wa@ one particular person in
charge of cross-selling or marketing of these paduglobally” Despite Brand B
companies falling short of cross-selling estimatiesir post-transaction profitability has
been good and the companies have mostly been @lédatin the key employees. The
abandonment of Brand B and the operational integrab the Case Company that took
place during 2006 and 2007 has succeeded relativalyaccording to the interviewees

and the financial measures.

Sales synergies realized in three out of five Rnog? acquisitions indicating that cross-
selling was at least moderately successful. Thengtrsupport of the Board of

Management and the divisional managers was sir@gléés a major contributor to the
successful cross-selling of AP2-1. Since this visgsfirst acquisition in Program 2, this

could indicate the Board of Management having anstrmotivation to show their high
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commitment to the acquisition program. The mairsoea for the synergy losses of
Program 1 companies appeared to have been theagepaanding and poor integration

management.

Relinquishing Brand B was a rebranding decision enaal the group level and does not
therefore directly indicate that lessons had bemarned from the first program.
However, improved top-down communication for compann Program 2 indicates
that at least something had been learned fromitkedcquisition program. There is
nevertheless still some room for development: sdveases also in Program 2 have
suffered from the global network not fully understang the reasons for the acquisition
or comprehending the target offering. In the postgaction phase, the involvement of

the acquiring local Case Company unit is therellyishdequate.

There was no integration manager in either ond@fprograms but Mr. G who served
as the program sponsor coordinated integration fthendivisional level. As in all
individual cases, operational integration has tgiane on the local level and mostly by
in-house people from the local Case Company unitee target companies’ old
managers were kept at least for a short periodastracquisitions. In cases where the
manager remained motivated this turned out to lgwad solution whereas in cases
where the manager lost the drive to run the busjrtee results were expectedly worse.
The Case Company was able to retain the key peopieost of the acquisitions. The
lack of program level differences is partly presoggd since the local managers and the
transaction team who had the main impact on retgitihe key personnel varied from

case to case.

It is difficult to conclude whether actual develogmh from Program 1 to Program 2 has
taken place regarding integration management. Afijhothe strong support of the

Board of Management facilitated successful crofisageand integration management

for the first Program 2 acquisition, this strongpgort was not as evident in the

succeeding cases: in the latest Program 2 acomisiithitegration management has in
fact been poor. It would therefore seem like leagrfrom experience has not been very
deliberate or continuous but improvements haveeratidiken place more on an ad hoc
basis.
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5.3.3 Post-Acquisition Program Phase

Since all the acquisitions in one acquisition pawgrare eventually carried out
separately, defining the post-acquisition progrdrage focuses more on evaluating the
entire acquisition program process. Issues sucheatevel of support provided by the
Board of Management, the involvement of the loeakl, and vertical and horizontal
communication were addressed in this post programtext. The existence and
implementation of a communication plan as well agifg general top-level directions

for the organizational restructuring were also eixeeua.

The Board of Management and the Division managensmpear to have been
committed to both acquisition programs which weseeatained by their motivation to
grow the business and acquire new companies. Fhampérspective of individual
acquisitions, the management commitment was madeetin Program 2 where it was
particularly mentioned by the target managers im ¢ases. Their commitment was seen
to fortify cross-selling efforts and enable thegtgits characteristics and wishes to be
taken more into account. The management commitmenid appear to have had
visible effects only if clearly communicated to tbeal level. Contrary to the arguments
of the divisional management level, the involvemathe Case Company’s local level
did not turn out to be sufficient since they didt rdways understand the target’s
offering or even the reasons for the acquisitiohisTlack of involvement mainly
stemmed from poor communication, especially in Progl and resulted in synergy
losses. As previously stated, the top-down comnatimn has appeared to have

improved to some extent in Program 2.

The question about how much the acquired compamées cooperated during the
acquisition program was presented in order to emanmiow closely the previously
acquired targets had been involved in the acqorsiirogram. In both programs, there
were regularly held meetings where business- anthgement-related issues as well as
budgets and upcoming action plans were discussed.Gvheaded the meetings for
Brand B companies and Mr. M was in charge of thetings of Program 2 companies.
The communication between targets has appeareavi lieen relatively active in both
cases. The more operational questions about a camations and mobilisation plan

and guidelines for organizational restructuringklithe programs to individual
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acquisitions. The communication plan for Programwds implemented at a too late
stage, after the problems of internal competitiod enisunderstanding the offering had
already occurred. As Program 2 has not been sepatatinded like Program 1, there

have been no similar clear program-level plans.

Issues related to long-term organizational learmiege addressed in the post program
phase and the following questions among others wergemplated: does the Case
Company have M&A learning mechanisms? How doesotuchent and utilize the
lessons learned from prior acquisitions? How doesoordinate the acquisition
programs in general or take their different chamastics into account? Answers to these
questions could not be directly interpreted from thterviews but required a more in-

depth analysis.
6 Findings

6.1 Acquisition Program Capabilities in Preparation Phase

The business strategy of the Case Company andusimdss divisions as well as the
M&A strategies of the divisions define the stratadiy important businesses the
company is seeking to expand to or strengthenasstipn in. The business strategy
provides top-level directions for business expam&ip setting rough growth targets and
the objective of becoming a full-service provideddaby encouraging growth through
acquisitions. The divisions develop their own M&#&adegies based on the business
strategy and there lay out their acquisition obyeston a more detailed basis. The main
motivations behind both acquisition programs exauim this study were mostly the
same as introduced in the business strategy: tealyrowth targets, to expand the
business into strategic sectors and to acquire indwouse capabilities. Although the
Case Company does not yet have structured proctssasquisition programs, it has
program specific acquisition profiles: each progréangets a certain business with

certain types of companies and with an estimated bamber of acquisitions.

The interviewees who had been involved in acquoisitplanning and transactions
viewed the acquisition pace and rhythm to havenapact on performance. A steady
pace was regarded optimal even though the exaettuabed out to be difficult to

define. The Division’s management level consideted be in everyone’s best interest
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to shorten the process lead time whereas the M&tenembers estimated a too high
speed to have negative impacts on performance. tHey, also accentuated active
acquiring when entering a new business in ordeadbieve a “critical mass” and

establish a foothold in the new area.

The planning process appeared to have been rdtbdrfer Program 2 where no proper
market studies were performed beforehand. A widlglvaj market analysis could have
enabled the Case Company to identify the mostcittea businesses from a larger
variety than what was now the case. Moreover, Mre¢koned that the Case Company
should pay more attention to expanding market semgebeyond its “natural” or

“traditional” scope such as niche markets emerdinmgugh its acquisitions. The Case
Company had experience of at least one acquiredp&oyn operating in several

businesses of which one niche market unexpectedlyet! out to be an attractive

expansion option.

The Case Company does not automatically selectisitgqns as the only growth
method. Strategic alliances, joint ventures, gnethf investments, commercial
agreements and licensing are evaluated and puvgled feasible. Acquisitions are yet
often selected as they enable faster growth thamyrother options and because the
Case Company is used to this mode. The Case Conaoesynot view different growth
modes only as exclusive but rather complementapgufsitions were regarded as a
feasible option in expanding to the businessesrofjldm 1 and Program 2 since the
objective was to experience a rapid market entrith/ the businesses of Program 1
and Program 2, also complementary greenfield invests have taken place, leveraging
the acquired capabilities. Furthermore, gainingditiéty especially in Program 2
business required acquiring a critical amount ofv rekills difficult to obtain by
recruiting people. Deduced mainly from the good ty@nsaction performance
acquisitions have not appeared to divert too mutdnton from the Case Company’s

core business, the main reason being the well-negheighouse M&A function.

Acquisition Program CapabilitiesSome acquisition program capabilities are essential
already when developing the business strategy. eThe&y capabilities have been
numbered as presented in Figure 16 in chapter séSgnthesis”. The capabilities from

number one to number three are essential already whkanning the business strategy
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and capabilities from number four to six are neagsfor planning the M&A strategy.
Capabilities from seven to nine are essential énpgbst-program phase and capabilities
from ten to twelve are related to executing theusition program but are additionally

important to possess throughout the entire acguisftrogram process.

The capability to select markets with high profibtgntial and the capability to
understand own resources to compete in these mdietre the first capabilities the
acquirer needs in order to evaluate which busisegsnents to expand to. A market
analysis which among others included an evaluatiothe Case Company’s existing
competences and the competence gap it aimed to pfilvided groundings for
expanding to Program 1 business, which turned mbetprofitable. Program 2 proved
to be a profitable business as well despite the éesnprehensive market analysis. A
broader market analysis could yet have providecttebinsight into all the options

available in the business and helped to develdapiatared M&A strategy.

The target availability in Business 2 turned olatieely poor in one of the strategically
important regions. Partly due to the lack of sudalargets and due to the
recommendations of a local investment bank, theeG@@mpany decided to acquire
AP2-2. Although poor integration management wasntiaén reason for AP2-2 failing
as an acquisition, the lack of suitable targetthia region seems to have lowered the
selection criteria. The poor target availabilitypsld have motivated the Case Company
to further consider other options such as greahfiéestments in this specific region.
Even a serial acquirer should be able to evaluatesalect the suitable growth mode
already when developing its business strategy asi@rmhine when M&A is the

preferable method to expand business and whenemation would be preferab{2).

Developing the M&A strategy initiates the acquaitiprogram preparation phase. The
M&A strategy should provide directions and critef@ target screening. The case
study highlights target identificatiofd) and target selection capabiliti€S) when
developing and implementing the M&A strategy. Tarngentification capability refers

to the acquirer’s ability to evoke an active leaictam and target selection capability
stands for setting clear selection criteria anddooting a selection process that ensures
the high quality of the acquired companies. Theecasidy findings support the

importance of the identification capability: the $gaCompany’s divisions encourage
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different organizational levels to actively seafoh new leads thereby evoking a high
lead flow. Utilizing all possible sources for iddigiation increases the possibilities to
identify attractive targets and has resulted inesalvsuccessful acquisitions. After
having generated a high lead flow, the acquireukhdefine the selection criteria and
later on, also adhere to these parameters. Thettsegection capability is important for
performing individual acquisitions but as a progtkwvel capability, it is even more
demanding: instead of selecting only one targea dime, an active serial acquirer
should be able to simultaneously select severgétaithat meet the criteria and together
reach the objectives of the program. This requtred the acquirer allocates some
program-level resources already when planning ti8AMtrategy and the acquisition
program. Although the Case Company has experiehpersuing several deals at the
same time, it should yet further activate targetesning by allocating dedicated
resources for the acquisition programs. Designgiexyram-level resources would

enable the Case Company to pursue multiple acmuigtograms coincidently.

Target identification and selection capabilitieaddo a sixth capability important for a
serial acquirer: the capability to develop acgigsitprofiles(6). The importance of an

acquisition profile is supported by literature fimgls (Albizzatti and Sias, 2004) and
further endorsed by the case study. A clear adopnsprofile defined by the number
and type of deals fortifies the implementation loé M&A strategy. Moreover, if this

profile is fairly communicated it may intensify aggng as suggested by the empirical
findings: since the Case Company is a known sadglirer pursuing certain types of
deals, one source of lead identification are bwssinewners who offer to sell their
businesses to the Case Company on their own iwéiafurthermore, this clear
acquisition profile enables the Case Company’s employees to search for the “right”

type of leads.

Finally, the acquirer should understand the valweatoon potential through the
acquisition prograng3). The acquirer should analyze whether the “as isfifs added
with the standalone improvements and synergies eeikxdbe costs including the
purchase price, the transaction costs and the @skshe costs of entering the business
on the correct level or is the business over- atemvalued? The acquirer should in
other words estimate whether the profits from éngethe acquisition program are

likely to exceed the costs and whether there amughm achievable synergies in the
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business. Understanding the value creation potéastiinked to selecting the optimal
growth mode: if entering a business through an is@gpn program seems to be value

destructing, another growth mode may be worth clamsig.

6.2 Acquisition Program Capabilities in Execution Phase

The Case Company’s M&A process for individual asgians is well-established and
coordinated. However, the company still has onlittke experience of implementing
acquisition programs. This inexperience became mnigent in the two case programs
appearing as real acquisition programs only forpiéeple who had been involved in the
strategic planning. Most interviewees apart from oard of Management or the
Division B management regarded the acquisitions efyeas individual ad hoc
transactions that had been carried out in two lessies. Having an M&A strategy in
place for Program 2 before the first transactionsild have made the acquisitions more
strategic and an improved top-down communicatiomuldvdhave better affiliated the

transactions to the acquisition programs.

The target-to-acquirer integration is somewhat t&moand more flexible for smaller
companies and slower for larger companies. Mosrwgwees yet saw a need to make
the integration more flexible for private, familyvaed entrepreneurial firms and larger
corporations. The empirical findings revealed timmsome cases these differences in
company sizes and company types have not been saitieiently into account, which

has led to some organizational and cultural problem

The target-to-target integration has mainly takiee through management teams and
communication forums that were established for beptlograms. The acquired
companies in both programs operated in the saméndass which facilitated the
integration. Program 2 involved additional integrat challenges as in addition to
target-to-acquirer and target-to-target integratluan Case Company had to integrate an
entirely new business into its existing businegss Thtegration was first carried out by
establishing a new business category with sepacatemunication channels and
management forums. After the Case Company decidedeltnquish the separate
business lines at the turn of the year, commuminasind cooperation has successfully

continued through different processes.
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Acquisition Program Capabilities.In the program execution phase some M&A
capabilities are relevant for individual acquisigoand for acquisition programs. As the
focus of this study is on thé®3and 4" level capabilities of the Acquisition Capability
Framework, the capabilities to manage acquisitioograms and the capabilities to
develop these acquisition program capabilities,agarg an individual acquisition from

the negotiations to closing will not be addressedatail.

Most program-level capabilities that emerged thtotlge case studies are an integral
part of the execution phase but are also importhming other stages. The most
distinctive example of a capability that cannotalecated to one single stage is the
capability to develop and carry out the acquisitmogram deliberately(10). This
capability is strongly supported also by literatu€hatterjee et al. (2002) and Albizzatti
and Sias (2004) among others underline the impoetari a well-defined acquisition
program process, dedicated program-level resoumoesstrict parameters for target
screening and selection. Several studies accentbatestrategic acquirers with clear
directions for target screening outperform occaai@tquirers, which further supports
the capability. The empirical findings support thmportance of management
commitment in deliberately managing an acquisifsogram: the strong support of
either the Board of Management or the Division nggmaent was especially mentioned
in a few individual acquisitions where it was seéeiave motivated the local managers
and thereby improved the post-transaction perfoo@aiiad this commitment been
better communicated also for the rest of the adéis in both programs, the positive
impacts would likely have been more extensive. Hupport of the managers
manifested itself now more case-by-case on an ad-basis than through expedient

planning.

The importance of the integration management céipalill) is supported by literature

and the case study. The case study shows thatitegration management of the first
individual acquisitions and the late operationaégmation of all Program 1 companies
resulted in synergy losses. Introducing the stmectuintegration concept in 2006 has
ensured that the administrative integration of @egucompanies has gone well since.
The case study and literature findings supportditigj integration management into
three levels: the target-to-acquirer integrati@mngeét-to-target integration and program-

level integration. The capability to manage tage&cquirer integration is an important
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capability also for individual acquisitions. Targettarget integration capability
indicates integrating the acquired businesses kel facilities into each other while
establishing a communication channel for the aeguicompanies. Program-level
integration capability refers to integrating thevMheacquired business into the rest of
the acquirer's existing business and may prove dochallenging especially if the
acquirer is targeting a new and previously unfanilbusiness. The integration
capability covers all different stages of the psscaith somewhat varying emphasis:
the importance of target-to-acquirer and targehtget integration capability is
especially high in program execution phase whetleagsapability to manage program-

level integration is particularly salient duringgbgrogram management.

6.3 Acquisition Program Capabilities in Post-Program Plase

The most important issue in the post-acquisitioagmm phase is to gather all the
lessons learned from the previous acquisitions arglisition programs in order to
further develop M&A capabilities. In the case stuttye questions asked in the post-
program phase were related to the managers’ Idva@rmamitment and the involvement
of the local level. The questions were asked ireotd find out whether there had been
significant differences between the programs. A# interviewees were additionally
asked several learning-related questions such atheththey had come up with any

kinds of ‘mental guidelines’ or ‘rules of thumb’ahthey followed in each acquisition.

The M&A team was satisfied with the level of sugpmrovided by the company Board
of Management and the Division management teamb; ®&few of the interviewees
replied having so called mental rules of thumb w@dlofv in acquisitions. Most
interviewees yet appeared to reflect on some dpedbibughts during every acquisition
process. Mr. B for example originally argued thataertain rules can be applied for
every acquisition since each case is different. héeteferred to a ‘certain gut feeling’
that emerges though experienc@uite fast you are able to come up with the certain
feeling about which companies to trust. You areedblsense the general atmosphere
around the business deal. It is impossible to gaims. -- Occasionally you have to rely
on your gut feeling — for example, whether thegshould be increased or not ....”

All the interviewees viewed the M&A team bringinmpportant professionalism into
acquisition processes. They viewed that peopleeimernl have very little experience of

acquisitions. Mr. G reckoned that the Case Comman acquirer could also learn
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more from the acquired companies through carefalmémation and documentation.
Unlearning from experience was reflected in theatigg acquisition experiences: Mr.
B mentioned that he had learned that no companyedarced to sell at a certain price
and that the acquisitions where the seller hastheldompany willingly have in general
performed well. He also underlined how large of iampact the person selling the

business has on the acquisition process flow.

The M&A function, the manuals and guidelines foe fM&A processes, the screening
checklists and synergy templates for each potetdiget prove that over the years,
some M&A capability development has taken placehm Case Company. However,
follow-up on individual acquisitions was infrequeartor to 2008 (Uotila,, 2008). There
have been no coordinated or documented follow-@iplseotwo acquisition programs on
a program level prior to the thesis: instead, newstiuations have been in an intangible
form in the minds of the few key individuals invel¥ in both acquisition programs, Mr.
G and Mr. F. The original plan for Program 2 wag documented until having
performed a majority of the acquisitions and thg kempetence matrix presented in

2004 still serves as the major guideline for Progéa

Mr. G described that the Case Company uses a kal ¢arning-by-doing” —approach
indicating that there is always a more experieralirer giving advice to newcomers.
Transferring knowledge from one person to anothes im general regarded as a rather
simple procedure. The divisional management leveled that there are currently
well-established communication channels insidelisiness divisions for exchanging
information about e.g. new acquisition leads. Hosvethe cross-divisional discussions

regarding attractive acquisition targets still ta@ce more informally.

Acquisition Program CapabilitiesMost of the acquisition program capabilities in the
post program phase are so called higher order ddjesblearning from experience and
developing M&A capabilities. These capabilities asdevant throughout the whole
acquisition program but have a special emphasisr afine program has been
implemented and the next one is being planned.cHpability to deliberately develop
M&A capabilities (8) requires the capability to learn and unlearn fexperience. It is
an essential capability for an acquirer to imprat® competence in long-term

acquisition program management. This higher-leve&AMcapability includes the
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capability to recognise the market dynamics andsirihl differences in developing the
program-level M&A capabilities: the acquirer shouddknowledge that the same
standardized M&A model is not applicable in allusitions and environments but

depends on issues such as market competitivendsadustry fragmentatio(®).

The final capability emerging in the post prograhage is the capability to capture all
the value generated through the progi@n Value realization refers to financial and
non-financial measures: the Case Company coulfbn@xample retain the target’s key
personnel in each case, which led to financial dss&nd even lost business
opportunities. The occasionally poorly managed grggon and cross-selling also
hampered the post-transaction performance, indgdtiat the Case Company was not

able to capture all the potential value in eachugsitipn.

As stated, the Case Company has not yet had mapgrtopities to learn from the
acquisition program perspective. However, prograuel M&A capability development
can take place continuously if there are suitaddering mechanisms in place. Although
the interviewees stated that Program 1 served e&iad of a starting point for Program
2, no real post-Program 1 —evaluation had beenedaaut before starting the second
program. Therefore, the actual failures and sucdastwrs of the first acquisition
program were not really utilized or learned from. drder to enhance true M&A
capability development, the Case Company shouldsfan deliberately developing
program-level capabilities. Establishing mechanigansnterpreting and codifying the
lessons learned from both acquisition programs woehable it to develop the

capabilities for the upcoming acquisition programs.

Figure 15 visualizes the progress of the study.
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Figure 15: Progress of the study

7 Synthesis

This chapter presents the synthesis of the mairirealpfindings and highlights some
relevant conclusions from the literature. The chrptiims to provide answers to the
research questiofiHow to develop the acquisition capabilities toeaél which enables
effective execution of acquisition programsmtis chapter also addresses the sub-
guestions set in the beginning of the thesis abmumtulating a process description of

acquisition program management.

The slides in Appendix 3 present some examplesoof the acquisition program
capabilities were allocated to the different stagéshe acquisition program process.
Slide 1 describes the acquisition program procesgeneral whereas slide 2 provides
examples of analyses to be carried out when evatu#te feasibility of expanding to
the business through an acquisition program. Sligeovides an example of analyses to
be performed and issues to address when develdpmgorioritization criteria for
acquisition targets and slide 4 exemplifies theabdjy descriptions. The process
description of the acquisition program will be het addressed in chapter 8, as a part of

the recommendations for the Case Company.
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7.1 Acquisition Program Capabilities Template 2

The outcome of the study is the second and finguiadion program capability
template, which provides recommendations for hownémage an acquisition program.
Acquisition Program Capabilities Template 2 is wized in Figure 16. This final
template is based on literature and empirical figdi ranging from the case study
interviews to in-depth discussions with the M&A reand especially with the head of
the M&A team, Mr. H. This template differs from thiest template for its high practical
relevance. The template has been developed togettiepeople from the M&A team
who are currently exploring a market the Case Cam@eks to expand to in the near
future. The objective has been to concretize thginal templates as much as possible
in order for it to be applicable in practice. Th&Mteam has provided valuable input
in the concretization process based on their know-and experience. Many originally
proposed analyses have been eliminated from tlad ttmplate due to the too limited
amount of information available at that stage. Ghly analyses that were seen to add

value and that were regarded executable have etginad.

The capability to develop and implement an induattjustable M&A strategy was
revised into the capability to develop and carry amu acquisition program deliberately.
The empirical findings supported the importanceanfM&A strategy but also proved
that the strategy is only one part of successfulynaging an acquisition program. This
M&A strategy needs to be well managed, which igdveteflected in the capability of
deliberately carrying out the acquisition prograihe first template presented the
capability to acquire optimally-sized, strategigalbrganizationally and culturally fit
targets. The strategic fit turned out to be an irtgpu target selection criterion.
However, due to the limited information availabte the target selection phase, the
capability to select organizationally or culturdliytargets was deemed inapplicable yet
at this stage. The organizational and culturaleBs rather appeared to have more

relevance when integrating the acquired comparoythid acquirer’s organization,
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10) Capability to develop and carry out the acqtimn program as a deliberate process

11) Capability to manage target-to-acquirer, target -to-target and program -level integration throughout the process

12) Capability to acquire steadily and through @tonomic cycl  es

v

Post-acquisition
management

Develop Business
strategy

Execute transaction

P evelop M&A strategy

4) Target identification capability

1) Capability to select markets with -Capability to evoke a high lead flow and maximisest
high profit potential and to amount of potential leads meeting set quality crige
understand own capabilities to
succeed in thesmarkets

5) Target selection capability

-Capability to select strategically fit targets with

growth opportunities and thereby, maximize
quality of selected targets
- Capability to optimize and acknowledge target size

2) Capability to select acquisitions as the
suitable growth mode when feasik B
compared to other options

3) Capability to understand the value creation potential - - -
through individual acquisitions and an acquisitioprogram 7) Capability to capture all the value creation potential

8) Capability to deliberately develop M&A capabiéis on

6) Capability to establish and communicate profdé
the program level

targeted acquisitions:
1) number of targets + 2) type of deals —
9) Capability to recognise market dynamics and irstiial
differences in developing M&A capabilities

Capability to learn and unlearn from experience — supportive capability to 8 and 9

Figure 16: Acquisition Program Capabilities Templae 2
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whereas the strategic fithess and the growth oppitiés emerged as the most
important features in target selection through tase study. Activating different
organizational levels and channels to search faerpml targets had significant
relevance for the Case Company: the divisions’ mameent level encouraging the
regional sales managers to search for new leadstafarther encourage their own
subordinates to find new targets appeared to l&y alccess factor for active acquiring.
The capability to evoke a high lead flow was therefrecognized as a program-level
key capability and described as the target idetifbn capability. The target
identification and selection capabilities led too#er important capability for a
strategic serial acquirer, recognized as the cépabi establishing and communicating
an acquisition profile. An acquisition profile cdre defined for example by the
acquisition rate and the type of deals carried tisthigh resonance in managing a
stream of acquisitions has been highlighted in Mdiferature and was further
supported by the case study as well. An acquisifimfile ensures that acquiring is
goal-oriented and supports the acquirer’s busieasegy. It is especially important to
define what type of acquisitions the acquirer teggence it ascertains that acquiring is

strategic and not only defined by ad hoc actions.

Understanding the existence of other growth modeaddition to acquisitions proved
important even for an active serial acquirer. Thas€C Company was present in
countries where the only method to credibly entaew business was to acquire a local
player. It was also present in locations wherellegstrictions made entering a certain
business more feasible through a strategic patipetisan through acquisitions. In case
of a newly targeted business being concentrateduntries with strict legal restrictions
and regulations, an acquisition program would niésly not be the optimal growth
mode. The capability to select acquisitions as sh#able growth mode therefore
emerged as a new key acquisition program capahiliygtandingly important when
planning the M&A strategy.

After having selected acquisitions as the suitgbdésvth mode, evaluating the long-term
profitability of entering the business through amgasition program emerged as the
next key capability. In Acquisition Program Capdlas Template 2, the capability to
target profitable markets was concretized by aofetlevant analyses of whether the

profits achievable through the acquisition prograare estimated to exceed the costs.
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The capability to capture all this potential valoe realizing the estimated synergies
seemed to be mostly related to successful postisitqgn program management and

well-managed integration.

The capability to learn and unlearn from experiewas set within a broader program-
level context of developing M&A capabilities. Fuetimore, recognizing market
dynamics and industrial differences in capabiligvelopment was identified as a
separate learning-related capability partly basedempirical findings and partly on
further literature research. The capability to mte the acquisition program scope
including the acquirer-to-target and target-to-¢drgelatedness was on the other hand
left out of the second capabilities template foresal reasons. Firstly, it turned out to be
challenging to measure this level of relatednegsoBdly, no relevant conclusions
could have been drawn on the basis of only two gasgrams. Thirdly, the Case
Company defined both of the acquisition programsemms of the targeted business,
which implied a high target-to-target relatednees lhoth programs. No valuable
comparisons between the programs could therefove baen made. Fourthly, both
targeted businesses were highly related to the Casapany’s existing core business
and in all likelihood, no significant sorting couthve been made in this sense either.
The business relatedness was seen to play a nunificgint role in the integration
phase and to be reflected in the target-to-acquiegget-to-target and program-level

integration capability.

Assigning organizational resources for the acduisifprogram turned out to be an
essential part of the capability to deliberatelwedep and carry out an acquisition
program. Without allocating resources already ie filanning phase and without
gradually increasing these resources as the prograives, there is a high likelihood
that the program does not turn out coordinated anffers from the lack of

management. Furthermore, it is important to hawxkpoints and post-mortem reviews

for the acquisition program as well instead of diolysinge transactions.

The capability to acquire steadily and throughduéeonomic cycles is introduced as a
part of the Template 2 due to the strong suppditarature. It implies that acquisitions
should be carried out at a steady rate and witnalls/ariance in the acquisition rate.

The steady rate should be maintained throughouteatinomic cycles including
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economic slowdowns when it is likely that undercpd targets are for sale and there is
only little competition among acquirers (Haywar802).

Capability to Select Markets with High Profit Potieh while Understanding Own

Capabilities to Succeed in These Markelbe capability to select markets with high

profit potential while also understanding own céfi@s to succeed in those markets is
a two-folded capability. It consists of the capipito identify and select markets with

high profit potential and the capability to undarst own capabilities to operate
successfully in these markets. The acquirer ndezlsdpability already when planning
the business strategy and when developing theegirdior the acquisition program. The
company needs to be capable of addressing marktdrue growth opportunities and

value creation potential and analy<e the indusamdscape to find the greatest
sustainable potential for long-term value creafGnols et al, 2007). Therefore, before
entering any markets by acquiring, the level ofimes available in that particular market
should be carefully evaluated. Attractive markeith\a high profit potential and growth

opportunities should act as a starting point fagrg\company’s business strategy. The
market analyses performed when developing the bsasistrategy should also cater for
the acquisition program planning. The company sha@uhong others be conscious of
its main competitors in the markets and the leveindustry fragmentation because
fragmentation can provide consolidation opportesitand thus, accelerated growth.
However, it is not sufficient only to know which rkats offer growth opportunities but

also to understand, whether own capabilities ardues make it possible to compete
successfully in these markets. When making thectefteof which business to expand
to through an acquisition program, the company khfurther confirm that the relevant

market analyses have been carried out and are-dat¢o

The Case Company has identified the attractive etarlas a part of its business
strategy. However, this business strategy is uguather generic, since the business
divisions themselves determine where they wishxfmard to. Therefore, the divisions
should carry out market analyses before enteringcguisition program. The capability
to select growth markets is important for a longrtesuccess: markets that may appear
profitable at the time of entering the business mo@y out unprofitable in the long-run.
The opportunity costs of entering a certain masteduld be carefully evaluated and

questions such as whether another market coulddeav better ground for business
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and growth should be presented. Before selectintiets the acquirer should evaluate
issues such as the country market potential, cativegtess of the market and the most
severe risks. The acquirer should examine the rmathkaes and sizes of companies
active in that business as well as the averagatgodity of the business. Furthermore,
it should evaluate its own competences against retpirements of the targeted
business. If this self-assessment proves that és dwt possess enough resources or

capabilities to succeed, even attractive markedsldibe omitted.

Capability to Select Acquisitions as The Suitableov@h Mode when Feasible

Compared to Other OptionThe capability to select the suitable growth mivdicates

that the company is able to make a rough compan$aifternative growth modes even
with a little amount of data available. The growtiodes for expanding to a new
business include licensing, franchising, contractagreements, joint ventures,

acquisitions and greenfield investments. The compsimould have an idea of the
suitable growth mode already when developing itsinmss strategy. Existing research
suggests that mergers and acquisitions should garded as a tool among others
instead of a strategy to grow as such. Researchstdges that allocating too much
managerial resources on searching for new targetstsl attention from the core

business. On the other hand, there are also retaies supporting acquisition-driven
growth strategies. Research by e.g. the Boston ultomg Group (Cools et al., 2004),

which studied over 700 large public US companiesnahstrates that contrary to
academic opinion, acquisitive growth strategiesateresuperior shareholder returns.
Capron and Anand (2007) reckon that the companyldradways be able to reflect on
other options in addition to acquiring, such agatles, joint ventures or simply hiring
new employees. Barkema and Vermeulen (2001) whaskxt on studying the

differences between acquisitions and greenfieleestments, found that continuously
exploiting a firm’s knowledge base through greddfimvestments eventually causes
the organization to become simple and inert. Usinly greenfield investments results
in the acquirer being unprepared for environmechainges likely to occur at least in a

long-term perspective.

The Case Company has a clear focus on rapid grawth business expansion not
achievable only organically. The company regardsAvi&necessary tool in addition to

organic growth and other growth modes in order ¢hieve the ambitious growth
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targets, since acquisitions broaden the firm’s Kedge base and foster development of
new know-how. The focus on acquisitions manifesdelfi in the form of a highly
standardized M&A function. M&A can be seen to sorhatvdominate the Case
Company’s growth mode selections although othewtiranodes are evaluated and
chosen if they clearly seem more feasible. Constistéth the research findings, some
of the M&A team members yet emphasized that layomw much attention on target
screening may hamper core business and acquisglomdd therefore not be regarded
as an end in itself.

Target Identification CapabilityTarget identification capability refers to the acqus

target screening abilities. It indicates the aagtarability to evoke an active stream of
various leads that fit into a certain, at this patll loosely defined framework. The
capability first emerges while developing the besm plan and analyzing business
options. The acquirer gets a general picture ofmtlaekets, industry landscape and its
main competitors. Target identification capabiliyntinues to play an important role in
the M&A strategy planning where the attractive besses are further examined. It ends
when target selection phase begins. The targetiiidation stage is challenging due to
the very little information available. The Case Qmamy’s Board of Management and
the division management encourage employees aorgdinizational levels to actively
search for new potential targets. This ensuresgh t@ad flow and the utilization of
different identification sources. Especially emm@eg from the Case Company’s local
units with the most hands-on knowledge are stroegigouraged to search for targets.
This encouragement is only verbal, no direct fimanencentives are provided.
However, growth targets may be a part of the mamagé bonus targets. Occasionally
also external sources such as bankers and cortsutem used as additional channels.
The Case Company therefore possesses a developedctive target identification
capability. The capability to forge a continuouadestream is of great importance in
order to increase the possibilities of financiahd strategically sound target selections.
In the target identification phase, the most im@atrtissue is to be able to generate a
high lead flow and utilize many alternative lea@ntfication sources. The quality of
leads should be paid as much attention as possibledue to the very limited
information available at this stage, keeping vaghhguality standards may be difficult.

The quality aspects should therefore be underlmerk in the selection phase.
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Target Selection CapabilityThe target selection capability is one of the numstcrete

M&A capabilities and it consists of two so calledbscapabilities: the capability to
select strategically fit targets with growth oppmities and the capability to optimize
and acknowledge the target sizes. The capabilisetect strategically fit targets means
that the acquirer is able to select companies dbatplement and bring value for the
acquirer and are in line with its business stratddggximizing the quality of selected
targets means that these targets also have cleantjad for further growth. The
capability to optimize and acknowledge the targmés means that the acquirer is able
to take the relative sizes of the targets into anta the selections. The capability first
emerges in the M&A planning phase after the tardentification capability and links
the M&A planning phase with the program executibiage. The selection capability is
important until closing the last deal. There arenewhat inconsistent findings on
whether the acquirer should rather target wellgrening or poorly performing
companies. However, there is a consensus of agpafiter targets with clear growth
opportunities. Even a profitable target with no gutial to grow in the future will
provide only little long-term value for the acquird’he relative target size has an
impact on acquisition performance and is therefmmeimportant feature to take into
account. The Case Company uses the strategic fitheftargets as the primary
identification and selection criteria and therefotlee problems that emerged during
acquisition processes were rarely caused by a pategic selection. In the target
screening of both acquisition programs, there weenly the same people involved
which may have provided some additional value ardenthe selection process more
coordinated. The Case Company aims to focus on ani@p large enough for it to
establish a firm foothold in the targeted busineldswever, since some of the
businesses the Case Company has expanded to grsaggmented and dominated by
smaller players such as Business 2, it has alsaoiracgsmaller targets that have yet on

average contributed to its business growth.

Whereas the capability to generate a high flowaitptial leads was the main priority
in the target identification stage, the target i@ stage should focus more on the
guality aspects. Quality maximization can only tgkace with selecting targets that
complement the acquirer’s strategy and can alsstibeulated for further growth. The
capability to select optimally-sized targets is ortant as well, since relatively too

small acquisitions only take up resources withotgdvigling sufficiently shareholder
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value whereas too large targets may even harmctipgrar’s performance and are often

difficult to integrate.

Capability to Establish and Communicate ProfileTafrgeted Acquisitions: Number of

Targets and Type of DealsThe capability consists of the capability to defimew

many targets the acquirer will seek to acquirerdud set timeline and the capability to
define what kinds of deals it will pursue: will @cquire new in-house skills, seek to
expand geographically or acquire competitors asepiptive moves? Creating an
acquisition profile is the first step in evaluatimipat kind of a profile the acquirer fits
into since profiles require different organizatibskills, processes and tools. As a large
acquirer, the Case Company’s business divisionsdiféetent acquisition profiles due
to their different business targets. A well-knowegaisition profile activates the lead
flow, since the companies that are selling theierapons are aware of what types of
acquisitions the acquirer is seeking for and caluate whether their business suits this
strategy. A clear acquisition profile has faciidt target screening for the Case
Company. Most targets are also positive towardsgacquired by a strategic acquirer
with M&A experience and well-established M&A proses such as the Case Company.
The capability to develop an acquisition profile important for an active serial
acquirer: it reduces the time and resources ingdatéarget screening and offers wider
opportunities for the acquirer. An acquisition fpieothat has been consciously planned
and developed also makes acquiring more strategic mevents so called ad-hoc

acquisitions from taking place.

Capability to Understand The Value Creation Pot@ntiThrough Individual

Acquisitions and The Acquisition Prograihe value creation consists of value created

through individual acquisitions and by the acquosit program. The capability to
understand how much value can be created througltgursition program requires the
company to analyze all the potential profits anststhat are likely to occur through the
acquisition program, and whether it is in genegrdsible to expand to the business
through an acquisition program. The Case Compaightsl overestimated the
profitability of the acquired companies and did reotpect there to be a dip in
performance and sales one year after each trapsadtowever, the sales of the
acquired companies clearly exceeded the estimatetal, resulting in the Case

Company actually underestimating the achievableeateation through the acquisition
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programs. The failure to meet the estimated ptufitg levels appeared to be more
related to poor integration management and the Mickoordinated cross-selling.

Furthermore, the cost synergies were systematicallyrestimated. The reason for
overestimating the cost synergies was most likbly managers focusing more on
pursuing revenue growth than on cutting costs.dule therefore appear that the cost
synergy expectations were unrealistic from thetstspecially since operations and
facilities were in many cases left detached on @sep the divisions assumed to be

capable of achieving cost synergies without coecaetions.

The capability to understand how much value cawadgt be created through the
acquisition program is important in order to hagelistic expectations about what can
actually be achieved through the program. It alssuees that the acquire carries out
proper market analyses and financial evaluationsr go launching the acquisition

program, thereby having a realistic understandintge opportunities available.

Capability to Capture All The Value Creation Poiahtlt is not enough to understand

the value creation potential of the business beitaitquirer must also be able to capture
this value. In addition to financial value, thesealso a more qualitative aspect of value
creation potential that can be achieved throughuia@tipn programs such as the skills
and know-how residing in individuals. This qualiat aspect can be exemplified with
the Case Company not being able to retain all thegersonnel in every acquisition.
Another example of qualitative value creation pttdrare lessons that can be learned
from the acquired businesses: acquisitions may \adde by teaching the existing
organization new working method or even lead tceatirely new line of business as

was the case with one of the Case Company’s atigus.

The sales of the companies acquired by the Casep@unclearly exceeded

expectations but the loss of these key employegsisthat there would have been even
more value to capture through the acquisition @mogr. There should be established
learning mechanisms for transferring informatiommieen the Case Company and the
targets: careful examination and documentation eagt to entirely new value sources

that have not been recognised in the acquisition.
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The interviewees reckon that a better exchangenfofmation between the business
divisions would enable them to learn from each otwed thereby gain more value
throughout the organization. Despite operating iifeent businesses, the divisions
may for example occasionally come across leads dbald interest other divisions.
Better cross-divisional communication could theref@void futile and overlapping

work in target screening and facilitate the capigiof all the potential value.

Capability to Develop and Carry Out The Acquisiti®ftogram as A Deliberate

Process:The capability to develop and carry out the progesna deliberate process is
perhaps one of the most essential M&A capabilitis. acquirer that possesses this
capability has an M&A strategy in place and is ablearry out individual acquisitions
as a part of the acquisition program instead oy asl separate ad hoc transactions. An
acquirer possessing this capability acknowledgeat thn emergent stream of
acquisitions, even if carried out within a limitéidhe frame, does not automatically
create an acquisition program. The process mustebberate and carefully managed.
As described in the case study, the Case Compahglearer plans for Program 1 than
for Program 2. However, over the time, Program £ dlao become more structured and
coordinated. The fact that the same few people, Mand Mr. G, were leading both

programs is highly likely to have facilitated pragr coordination.

The first precondition for the capability to delib&ly manage a stream of acquisitions
is therefore an established M&A strategy. The sdcprecondition is that there are
dedicated organizational resources for the acduisiprogram. The amount of

dedicated resources should be gradually increaseithiea program evolves and more
targets have been acquired. Additionally, thereughbe an acquisition program plan
consistent with the M&A strategy. The acquisitioogram plan should be developed
before target screening takes place and beforérangactions have been carried out. In
order for the acquisition program to have a cleamework, there should be business-
related requirements about issues such as geogrdptations, targeted business
segments and target customers. There should bé rfimancial requirements for the

acquisition program as well as a set timeline. Aadly established process for
implementing the acquisition program ensures thqtigitions are strategic and that the

acquisition program has a well designed thread.
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Capability to Manage Target-to-Acquirer, Targetfarget and Program-Level

Integration Throughout The Proceskhe capability to manage M&A integration can be
divided into three levels: the capability to intaigr individual acquisitions into the
existing organization similarly as when targetindividual companies, the capability to
integrate the acquired companies operating in #meesbusiness into one another and
the capability to manage the program level integnatProgram level integration stands
for the acquirer expanding to a new business thrahg acquisition program and being
able to integrate this new business into the regs @xisting business and organization.
The capabilities to manage target-to-target andgrpra level integration are
predominantly program-related M&A capabilities whas also a single acquirer needs

the capability to manage target-to-acquirer integna

Since introducing the systematic integration cond¢e®006, the Case Company has
had a well-planned and coordinated integration g@sscguided by milestones and
checklists. Operational integration is mostly czdriout on the local level, which has
been regarded as a good choice due to the locaisghthe best understanding of the
local conditions. However, the Division managemamd the M&A team had slightly
different views regarding the optimal integratiopesd: whereas the division’s
management seemed to monitor integration mostlieims of numerical milestones
such as the ‘100 days’ —rule, people involved mttlansaction viewed integration more
from the ‘executive ground-level’. They considetbdt instead of strictly applying the
“100 days” rule, more focus should on the targempany during the integration
process. On the other hand, the management lesel sdemed to understand that
integrating larger targets such as the company ARM&s a more arduous process and
therefore required a slower integration speed.|®bal managers of AP2-4 deemed the
slower integration speed to be among the main resa$or a good post-transaction
performance. The flexibility of the integration pess is also reflected in the action plan

and milestones, which somewhat differ based onyihe and size of the target.

Managerial integration had not always turned ouwcessful in the Case Company.
Some interviewees reckoned that the divisions shdwe more proactive if the old
owner or managing director turned out incapablewofking as part of the new
organization or did not maintain the necessary vatibn. In case any friction occurred

between the old manager and the new owner, it voasidered important to react
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immediately. Once friction has emerged, it has never truly diegred even during
the course of tinfe Mr. G described. The main reasons for frictigrpear to lie in the
different organizational cultures: unlike the C&mampany, the targets tend to be tightly
run entrepreneurships where the old manager iaseat to working in a large company.
Therefore, transferring the manager to become tagbar new larger company is rarely

a straight-forward process and requires specialsoc

The Case Company has communication channels fadtpgired targets indicating that
some target-to-target integration has taken pleosvever, the lack of a program level
integration manager and particularly in these eradhicases, the lack of a program
level cross-selling manager may have been padédans for the integration and cross-
selling problems. The findings from the case studply that the degree of optimal
integration is somewhat case-dependent and integratanagement of an acquisition
program is more complex than integrating a meraviddal company. Integration
speed represents one challenge since it needsdorisédered on all the three different
integration levels. The case study proved that édeemdividual acquisitions, a slower
integration speed is sometimes more preferablegefdo-target integration takes place
at the same time as individual acquisitions areegrated into the acquirer's
organization. Therefore, the target-to-target irdégn speed is highly dependent on the

speed of integrating individual acquisitions.

It is important to have at least high-level plah®i@v to manage integration on all three
levels even when the feasibility of the whole asgign program may not yet be
defined. As predicted in the beginning of the studiegration management emerged as
an important M&A capability. However, the capalyiliio integrate single companies
and the capability to integrate a whole new busiree different issues. Whereas the
first one is a basic capability that every comppayforming M&A should possess, the
latter one requires more coordination from the @eguas well as the ability to manage

a broader entity.

Capability to Deliberately Develop M&A Capabilitiesn The Program-levelThe

capability to develop M&A capabilities purposefuliy the program-level signifies that

the acquirer is willing to monitor its past expedes about carrying out acquisition
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programs in order to improve its processes and M&abilities in the futureThe
capability requires the acquirer to have suitabiel avell documented learning
mechanisms. The starting point for the capabilgyto distinguish between ad hoc
problem solving and dynamic capabilities. Unlike faat problem solving, dynamic
capabilities are conscious efforts to constantlyettgp the underlying processes and
mechanisms by adapting to the changing environm@&ysamic capabilities enhance
learning and development whereas simple ad hodgmrobolving does very little in this
sense. The Case Company had mechanisms for ledroimgindividual acquisitions,
which mostly appeared through updating M&A procegsscriptions and by people with
M&A experience sharing their know-how and learnwigh each other. However, since
only a few pilot acquisition programs had beeniedrout, there had not yet been many

opportunities to learn on the program-level.

The capability to deliberately develop M&A capatds on the program-level as well as
the capability to learn and unlearn from experieaoe essential for a serial acquirer
seeking to improve its performance in the long-rén.bottleneck for developing
acquisition capabilities tends to be related tolitnied skills of the key people. In case
the key people are unable to understand the immmetaof developing acquisition
capabilities or even if they do have the necessaderstanding but do not know how to
apply this knowledge, it stalls the acquisition aaifity development process. In these
cases the process can rarely be continued befave mere skilful people enter the

organization.

Documenting own experiences is an important legrmrechanism instead of being
dependent only on the intact knowledge residingcantain key employees. The
prerequisite of developing M&A capabilities and ri@ag from experience is being
intentional and target-oriented. Development doet take place automatically or
unintentionally. Applying experiences to situatiooempletely different from those
from which the experiences have been accumulatedactually be counterproductive

and indicates that true learning has not occurred.

Capability to Recognize Market Dynamics and IndaktDifferences in Developing

M&A Capabilities: The capability to understand the market dynamiak the industry

differences means that the acquirer is able to nstaled that the same M&A model
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does not apply for all different situations andiemvments. The capability improves on
a long-term basis. A company with operations infedédnt business fields should
acknowledge that developing M&A capabilities regsira different approach in very
turbulent markets when compared to a stable enviesn. This same reasoning can be
extended to acquisition programs: if the acquisitgrogram is launched on very
dynamic markets, the optimal acquisition pace dndhm are likely to be somewhat
higher than in non-dynamic markets. Moreover, imaiyic markets acquisition
capabilities need to be developed more proactileyn in less volatile markets. A
rather similar approach was used in both of thee@&@mpany’s acquisition programs,
despite being carried out in different businesgdtough both programs have been
financially successful, this simplification causssime problems. The targeted markets
of Program 2 turned out to be more fragmented.listang a firm foothold in some of
the Case Company’s strategic locations proved teHazdlenging due to the lack of
suitable targetsThe optimal method in developing M&A capabilitigsetefore depends
on the market dynamics. The capability to undedstararket dynamics is especially
important for companies operating on multiple mé&kand industries like the Case
Company. The acquirer should also acknowledge thatsame profitability level
cannot necessarily be achieved in every industyyneait and take these differences into

account while estimating the value creation posnti

7.2 Organizational Resources for Acquisition Programs

S
N < P L
. ost-acquisition
/,\Develop M&A strateqy Execute transaction management

Appointing Appointing Appointing 4) Program-
1) Business 3) Acquisition Program level Integration Manager
Management Manager after integration load has
from the M&A team become too much for Progran
Manager to handle
Appointing Involvement of local
2) Business Owne managers

| Gradually increasing program-level resources >

Figure 17: Allocation of acquisition program resources
The case study strongly indicates that a key faéworan efficient execution of

acquisition programs is to have dedicated prograwell resources as visualised in
Figure 17. The empirical evidence indicated thatttho people, Mr. F and Mr. G who

were involved in both programs were the most cémé@sons for the acquisitions not
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being only a loosely coupled stream of transactlmrtshaving a somewhat coordinated
framework. Assigning more program level resourcesid have further increased the
program coordination. The commitment of the Boafdlanagement as well as the
divisional managers turned out to be another eisdepterequisite for successful
acquisition program execution. The commitment of tbase Company’s Board of
Management and the division management were sdfentify cross-selling efforts and

enable the target's characteristics to be taketeib@tto account. The management
commitment would appear to have had the most wsdffects when it was clearly

communicated to the local units.

Establishing a process for implementing acquisifowagrams starts from developing
the business strategy and selecting a suitable tgromode. The business divisions
provide the initiative for the acquisition prograsince they has the overall
responsibility for the acquisition program. Therefothe first two people to appoint
should be a so called “business management spomasm’a “business owner”: the
business sponsor would ensure the divisional comerit for the program and the
business owner would set the objectives for theinegs plan and the acquisition
program. The business owner should have a cle@nvisf the business objectives
achievable through the acquisition program.

Thirdly, an acquisition program manager should bpointed when developing the
M&A strategy and the acquisition program plan irder to ensure a professional
implementation of the acquisition program. The asitjon program manager would
represent the professional M&A team and be in ahafgdeveloping the acquisition
program plan, the timetables and the checklistgHerprogram and be involved in all
the transactions throughout the acquisition progrdine business owner and the
acquisition program manager would both be involiedarget screening and target

selection in order to ensure a professional tesegleiction.

Having the most in-depth knowledge of the businmessiirements, the business owner
would be responsible for developing the busineas pind the integration plan for the
acquisition program. The acquisition program manageuld be responsible for
integration management in the first transactions this responsibility should be

transferred to a separate program-level integrati@mager after the integration load
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becomes too arduous for the acquisition programagemn The integration manager
should have a deep understanding of the targetesindgss and the business

requirements.

The first successfully closed transaction may matsygnal that there are the makings of
an acquisition program. However, it is importanttae a program-level perspective
already at this stage and to ensure that the BoaiManagement and the divisional
managers are committed to the acquisition progrdhe acquisition program
perspective signifies that an acquisition prograanager is appointed already when
developing the M&A strategy even though their wetkain is likely to grow only at

later stages.

In conclusion, the program-level resources shoelgadually increased as the process
evolves and more targets are acquired. Appointing dedicated person for each
particular process in the forthcoming acquisitionogpams could facilitate the
coordination of the acquisition programs and enbal&A capability development.

The assignment of tasks are summarised in Table 8.

Table 8: Tasks of acquisition program resources.
Acquisition Program Resources Tasks

1) Business Management Sponsor (from Division) | Providing and ensuring the commitment of the
business division to the acquisition program

2) Business Owner (from Division) Sets objectives for the business plan and the
acquisiton program: what should the business loo
like after implementing the acquisition program?
b) Coordinates target screening and selection hegé
with Acquisition Program Manager

¢) In charge of developindje business and
integration plan for the acquisition programin the
planning phase, no need yet for a separate pregrgm
level integration manager

—

3) Acquisition Program Manager (M&A team membera) Develops the acquisition program plan

b) Coordinates target screening & selection

¢) Involved in all the transactions in the program
d) Develops timetables & checklists for program

4) Prograrrlevel Integration Manager a) Appointed when integration load can no longer pe
handled by program manager

b) In charge of integration on 3 levels: targst
acquirer integration, targé-target integration and
programlevel integration (integrating new businesg
into rest of own existing business)

c¢) Coordinates podtansaction integration on local
level

d) Involves managers of acquired targets in the
integration of new targets




8 Recommendations

This chapter provides recommendations for the Casepany by using the Acquisition
Program Capability Template 2 as reference. Althospecifically developed for the
Case Company, implications from the process desmmican yet be drawn for other
similar large industrial companies as well. Thisqass description is partly exemplified

in Appendices 3 and 4 in a more detailed manner.

8.1 Developing the M&A strategy

The market analysis should be the first part ofetfgping the M&A strategy and a
major part of it should be carried out already widewveloping the business strategy.
However, developing the M&A strategy provides a djopportunity for the acquirer to
check whether these analyses have been adequat&dynped. Market analysis consists
of analyzing the market size, average market graath, the market shares and sizes of
companies active in the business, market profitgbimarket trends and key success
factors in these specific markets. The feasibiifya market analysis varies across
industries due to the different amount of releviafdrmation available. If the markets
are dominated for example by smaller, privately esvicompanies, it is likely that the
information available about market profitability mot as reliable as it is for publicly
listed companies.

Evaluating the feasibility of M&A growth is somewtmore challenging than carrying
out the market analysis. Evaluating value creapotential of entering the business
through acquisitions requires estimating the cdetv fgeneration in relation to the
purchase price. The acquirer should be able touat@lamong others how much the
target company’s sales can be increased throughdtpisition and whether there are
enough achievable synergies compared to the patgmbfitability level. The acquirer
should analyze whether there are sufficiently targenpanies in the market that are
large enough for it to establish a foothold in Husiness. The acquirer should evaluate
the availability of targets in all the strategic&tions: if a business in the strategically
important areas is for example dominated by strotigppolistic companies, expanding
through an acquisition program may be unexpectddficult. Additionally, industry

regulations and restrictions on M&A placed in na#iblegislation should be explored
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especially when expanding to an unfamiliar businesa business concentrated on a
foreign country which the acquirer only has limitetbwledge of.

The most challenging part of evaluating the fedigibdof M&A growth is determining

whether M&A is the best option for business expamsBince at this point the acquirer
is only gradually gathering information about tharkets, only a qualitative analysis of
different growth options may be carried out. Thenpany should examine its stated
objectives one-by-one in order to determine whiobwgh mode is the most suitable.
How fast does it wish to grow and does it needctueve full control of the companies
operating in the business? How much risk is itimgllto take in order to expand to the
business? Although it is not possible to compaldh& growth options on an equal
basis, a qualitative analysis should provide sonmel lof an understanding of the
feasibility of unfeasibility of M&A in this particlar situation. The capability to select
acquisitions as a suitable growth mode and the hiliyato understand the value

creation potential are essential elements of etialy#he feasibility of M&A growth.

8.2 Evaluating own strengths and weaknesses

After having analyzed the markets, the acquireukhevaluate its own competences
against the expected business requirements. Thepamgmshould understand the
preconditions for a long-term success in the tady@harkets as well as how much new
in-house skills it would need to acquire in ordergain critical know-how of the new

business. The company should evaluate the busidtsses and business practices of
the targeted market despite the little informatiavailable at this stage. Notably
exceptional business practices such as a genarakwsus of operating in the legally
gray area should be acknowledged as they may signify reduce the attractiveness of
business expansion through an acquisition progim. acquirer should evaluate the
preconditions for realizing the expected synergigthin the targeted business and
evaluate whether it has the needed skills and dgp&arthermore, the acquirer should
contemplate on the concrete actions needed focteffesynergy realization and be able
to evaluate its financial strength and borrowingamity against the requirements in the
business. It should also be able to roughly estirhatv many companies it would need

to acquire in order to establish a foothold inniegs business.
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8.3 Developing timing requirements and target screeningriteria

An acquisition program with an estimated timelined aa targeted acquisition rate
provides a clear framework for the acquirer therel®creasing the likelihood of
occasional ad hoc —transactions. The targeted m@dstion should provide some
indications of suitable timing requirements — althb these requirements may have to

be revised later on in case underlying conditidreange.

After having set the timeframe, the acquirer shalgdelop screening criteria for the
targets. The strategic location and the local mapkesence of the targets should be
among the key factors in developing this evaluatioterion. The acquirer should thus
far have gained a basic understanding of the kayeps$ in the business and their market
presence. Moreover, the acquirer should have detednwhat kind of a market
position it aims to achieve. It should evaluate ltheel of organic growth achievable as
well as how much it expects to grow through theuaition program. Determining the
key factors for value creation and the most sexigsks are among the most challenging
issues in developing the target screening criterédue creation sources vary across
different industries and therefore, no generalieahlidelines for all acquisitions can be

found.

After having developed the screening criteria, dleguirer should be able to evoke a
high lead flow by using various sources for taigentification. Internal knowledge of
the industry, daily news flows, press releasesrinediaries such as bankers and
consultants as well as companies listed in findrmiglications are examples of the
variety of sources the acquirer can utilize. Thenmal industry know-how is often the
most valuable source of information. This knowlediggroves as the acquirer gains
more M&A experience. While evoking a high lead flotve acquirer should establish
prioritization criteria for the targets. The markeobsition, a strategically important
location, an optimal business and sales mix anddiffeculty of value realization
through the acquisition program should be amonghigbest priorities in the criteria
listing.
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8.4 Assigning program-level resources

As strongly underlined in chapter seven, “Syntlesia acquisition program requires
dedicated resources in order to be carried outegfially and in a structured manner.
The program-level resources should be graduallseased as the acquisition program
evolves. Analogously to individual acquisitions,meo resources should be allocated
already when planning the M&A strategy. A businesmagement sponsor should be
appointed from the corresponding division to engheedivision’s commitment to the

entire acquisition program. Secondly, similarlyindividual acquisitions, there should

be a business owner with the overall responsibibityall the acquisitions. One M&A

team member should be appointed as the acquigitmgram manager to coordinate the
program and take part in all the transactions. pasgte integration manager for the
acquisition program should be appointed after titegration load has become too
burdensome for the program manager to handle. fitegriation manager would be in
charge of carrying out the integration plan ontladl three levels of target-to-acquirer,
target-to-target and program level integration. Teenpilation of the program team

should remain the same throughout the programssipée.

8.5 Establishing milestones and checkpoints for the pgram

and forums where the M&A experiences can be shaieel M&A team members in the
Case Company call feedback meetings for the intiegraeam and the due diligence
team if they consider it necessary. However, the AM&am holds no regular
checkpoints after each transaction. In order ferM&A team to share their experiences
and learn from each other, it would therefore beeseary to hold post-mortem reviews
after each transaction. Furthermore, the M&A tedrmoutd have later follow-ups to
evaluate the post-transaction performance. EveryAMi#&am member should be
required to fill up a template before each posttamrand follow-up session where they
would assess the key performance indicators theyemponsible for in the acquisition

as well as evaluate set milestones.
Similarly to the M&A team, the acquisition prograeam should hold checkpoints after

the first transaction in an acquisition programe Mmbility of the acquisition program

should be evaluated in the first checkpoint, atgrying out only a few transactions. If

11z



the business no longer appears viable for the aitigui program, the company should
review its possibilities to execute the businesstegy through another growth mode. If
the business in itself no longer appears lucratotber business expansion options
should be considered.

Once the business has been evaluated as attrastiveafter having acquired more
targets, the original business plan should be coedp#o the outcome while also
confirming the validity of the M&A strategy. Thisesond checkpoint should occur
approximately at latest one year after the firghs$action in order for the acquirer to be
able to review the financial and operational perfance of the program as well as the
performance of the key managers. The acquisitiagram team should hold similar
post-mortem reviews after having closed the “finddal in the acquisition program as

the transaction team should hold after each indalidieal.

The first program level post-mortem review showlllet place right after having closed
the final deal. At this point, the current state tbé acquisition program and the
feasibility of continuing to acquire more targetsthis business should be reviewed.
The success and failure factors of the acquisipimyram should be analyzed in later
post-mortem reviews taking place approximatelyrsonths and one year after having
completed the final transaction. A communicatioraratel for the key managers of
acquired targets should be established to fostgperation of the acquired companies.
This communication channel would facilitate thegtdrto-target and program-level

integration as well as support target screening.

The checkpoint and post-mortem reviews are visedlin Appendix 4.

Figure 14 visualizes the progress of the study.
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Figure 18: Progress of the study

9 Discussion

9.1 Overview of the M&A Capability Research

Research finds that multiple acquirers outperfdmgirtless acquiring counterparts (e.qg.
Bradley and Sundaram, 2005) and moreover, stra@cguirers outperform ad hoc
acquirers that simply focus on promising individdakls (e.g. Salo, 2008). One of the
golden rules of a successful M&A strategy is tou®n growth markets instead of
merely on single targets (Anand and Singh, 1997)order to become a successful
serial acquirer, the company needs to be capabdeletting markets with true growth
opportunities and value creation potential. The gany should analyze the industry
landscape in order to find the greatest sustainadiential for long-term value creation
(Cools et al., 2007). Understanding own existingadalities, the level of industry

competitiveness and whether the markets are doedniay smaller or larger players
enables the acquirer to estimate whether it halstieaprospects to succeed in the

markets.

M&A strategy and acquisition profile can be partlgfined by acquisition frequency
and acquisition type. Although existing research hat been able to form a consensus
on whether the relationship between acquisitiongdescy and M&A capability

evolution is actually positive or negative, somaaiasions can be yet drawn. Firstly,
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without a clear and structured M&A strategy, th&rea risk of time being spent on
activities that add no value. A well-planned acijgis strategy benefits the acquirer
and has an impact on acquirer's performance (eatierSand Weinhold, 1978) and a
well-determined acquisition profile is a common téea of successful acquisition
programs. An acquisition profile necessitates thatacquirer has strict parameters for

the acquisition program which it does not deviaterf (Albizzatti and Sias, 2004).

Acquisitions are not always the best method toeaehthe set goals. Existing research
suggests that mergers and acquisitions should phiniee seen as a tool among other
potential growth modes instead of a strategy tavgas such. It is therefore important to
compare other growth modes before deciding to aequhllocating too much

managerial resources on acquisition processestsliaéention from the core business
and may even decrease long-run performance. Maiketsmore likely to reward

companies focusing on their strategic goals anectaly acquisitions that complement
their distinctive capabilities (Palter and Srinigas 2006; Cools et al., 2007) than

companies whose primary reason for acquiring ig tmexpand business.

A successful serial acquirer is not only reactive is able to deal with opportunities
proactively and recognize that different opportiesitcall for different strategies.
Different strategies on the other hand require edéfit integration methods and
capabilities. Literature acknowledges low growtld a@source rich companies to be the
likely takeover targets (e.g. Lang et al., 1991)eJe companies with a clear imbalance
in growth opportunities and the resource base laemedicted to be the best takeover
candidates (Palepu, 1986).

Most M&A literature finds integration the most impant determinant of post-
transaction success. Good program-level integratioanagement stands for a
coordinated but yet adjustable integration concEppecially the latest M&A research
underlines consistently that integration plannihgudd start already when negotiating
the deal (e.g. Hitt et al.,, 1998; Zollo et al., 2ZDOMoreover, integration should be

separated from the daily business as it may otlserauffer from distractions.

There are somewhat conflicting findings on the rpli speed of integration although

most studies find that a faster integration leada better outcome. Most studies also

11¢



argue that timely milestones are important to gaidé structure the integration process
and (e.g. O'Reilly and Pfeffer, 2000). The most coonly realised risk in integration is

the lost business momentum right after closing dieal. M&A research finds the

business momentum often to be lost due to a wnategjiation approach. Therefore, the
acquisition rationales should affect the integratmproach: if the acquirer regards the
skilful target managers or employees as the mdeabite asset, the retention of the old
personnel and well-communicated organizationalruesiring should be especially

focused on. If the acquirer on the other hand vastee cut the target's costs and
improve its profitability, then assimilation is tlkey issue and preserving the target’s
old culture or line of management is not necessBreserving the old structure or
management may even be unfeasible in this case iy may have been the main

reasons for the poor pre-acquisition performanag(&n, 2001).

Learning and unlearning from experience is the Ifimaportant stream of M&A
research. The acquirer should be able to take #&ayarof its positive and negative
experiences. Unlearning is often more challengsigce it is easier to reflect on the
positive experiences than to prior failures. Lemgniand unlearning can either be
internal or external. External learning mostly reféeo benchmarking other companies’
practices and tends to be more challenging thamitgafrom own experiences. (Carow
et al, 2004). The capability to deliberately depebzquisition capabilities requires the
acquirer to have suitable and well-documented Iegrmechanisms. The starting point
for the capability is to distinguish between ad-hmoblem solving and dynamic
capabilities. Unlike ad hoc —problem solving, dymacapabilities are conscious efforts
to constantly develop the underlying processes amthanisms by adapting to
changing environments (e.g. Teece et al, 1997,0Zatld Winter, 2004). Developing
capabilities on an ad-hoc basis may result in impdoacquisition skills in the short-
term perspective but do not set a framework fothier development. Therefore,
acquisition capabilities should be developed pwhdly and continuously in order to
foster organizational development (Hedberg, 1984tidm and Starbuck, 1984; Klein,
1989).

9.2 Overview of the Case Company’s M&A Capability Devedbpment

The empirical part of the study revealed that thaseC Company has a highly

professional M&A team as well as clear guidelinesdd aemplates for managing
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individual acquisitions. The development of the M&#Anction and the manuals for
M&A processes prove that over the years, M&A caligbdevelopment has taken
place in the Case Company. However, the Case Contpath acknowledged it did not
possess all the essential features for successhuiiementing an acquisition program.
These deficiencies mostly arose from the lack ofjpam-level resources and the lack
of a formalised acquisition program process. TheeGaompany was seeking to further
develop its M&A capabilities in order to move framdividual acquisitions to broader
acquisition programs and identify the key capabaitrequired for becoming a skilful
serial acquirer. The company had so far implementéd a few acquisition streams it
regarded as acquisition programs. In spite of e acquisition programs examined
here having performed financially well, especidfiyogram 2 had not started in a very
coordinated manner. Carrying out acquisition progran a more professional manner
and further developing the M&A capabilities woulietefore require a well established
process starting with developing the M&A strategygving on to program execution

and finally ending by a coordinated the post-prograanagement phase.

Two acquisition program capabilities templates waggeloped in this study. The first
template was purely based on prior research amdftite mostly served as an academic
starting point for the case study. The first tertwlancluded capabilities that were
estimated to be relevant for successfully managuouyisition programs. In the second
and final template, the practical relevance of tiwdel played a more significant role:
the capabilities whose relevance was supporteddycase study, were mapped along
an acquisition program process description. Thecgs® from developing the first
template to the final template required transfognan highly academic model into a
practical template that would be realistically aggble in a large industrial company
such as the Case Company. Whereas the first teenplately presented a set of
different capabilities assumed to be importantdaserial acquirer, the final template
was more of a process description of how to cauy an acquisition program. The

capability template development process is nexflgrsummarized.

9.3 Acquisition Program Capabilities Templates 1 and 2

The first template can be described as a summatheofiterature findings on M&A

capabilities that appeared relevant for managinguiation programs. The practical
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relevance is less apparent than in the second &eplhe templates are compared in
Table 9.

The capability to select markets with high profibtgntial and to understand own
capabilities to succeed in the markets was deemeah &ssential capability both, based
on literature as well as based on the empiricallystThe capability to develop and
implement an industry-adjustable M&A strategy refés the capability of applying a
strategy that is suitable for the industry dynanang being able to adjust the strategy
according to the underlying environment. This calggbwas regarded as the first
prerequisite for launching an acquisition progrd®esearch has found that although
acquisitions are likely to decrease acquirer'sgrentince at least in the short-run, they
can create value with a suitable M&A strategy. Tdapability to develop an M&A
strategy was not discarded from the second capabitemplate but it was seen to cover
several new capabilities: the capability to sethetsuitable growth mode, the capability
to develop and carry out the acquisition programaadeliberate process and the
capability to understand the value creation posmitirough the acquisition program as

well as the capability to capture this value.

The capability to select acquisitions as the sietajyowth mode was viewed as an
important program level capability already when eleping the business strategy in
order to ensure that the acquisition programs ai&planned and to evaluate whether
M&A is actually the best method to achieve the sbjectives. The capability to
understand the value creation potential throughividdal acquisitions and the
acquisition program as well as the capability tptaee this value potential likewise
emerged through the empirical findings. Moreovile émpirical findings proved that
having an M&A strategy is a necessary but not sigfit precondition for ensuring the
possession of the capability to develop and carry tbe acquisition program as a
deliberate process: in order for the acquisitiavgpam to be coordinated, structured and
well-managed, it also requires dedicated programaleesources to implement the
M&A strategy and to carry out the acquisition prergr. The dedicated resources for the
acquisition program are embedded in the capatibtygeliberately develop and carry

out the acquisition program.



In the second acquisition program capabilities temep the target-related capabilities
were divided into the target identification andesdéibn capabilities as well as the
capability to establish and communicate an acqgoisjrofile, being viewed as the most
relevant capabilities related to the target scregmhase. The capability to acquire
optimally-sized, strategically, organizationallydaculturally fit targets was regarded as
somewhat too ambiguous and simplistic, since ibigd other possible target selection
criteria while yet equating strategic fitness witle more operational and therefore less
important cultural and organizational variablese apability to learn and unlearn was
seen to be a relevant part of two different cajtédst the capability to deliberately
develop M&A capabilities on the program level ahd tapability to recognize market
dynamics and industrial differences in developingAcapabilities. The empirical
study proved that it was not enough for the acquwedevelop its M&A capabilities
according to a strict manual: in contrast, the @equshould be able to take the
underlying market dynamics and the different indaktharacteristics into account in
this capability development process. Therefore ¢hpability to recognize market
dynamics and industrial differences in developingM capabilities was set as a

separate capability in the second template since

The capability to integrate the acquired targeterged as a self-explanatory key
capability based on the extensive amount of M&~Peeash focusing especially on post-
acquisition management. The empirical findings fed further support for integration

capability to be one of the key acquisition progreapabilities. However, there was a
need to clarify the integration capability and deiit into three levels: target-to-

acquirer, target-to-target and program level iragn management. The capability of
optimizing the program scope was discarded fromstmond template and included in
the integration capability since the level of rethtess turned out to be challenging to
measure. Moreover, no relevant conclusions cowe lh@en drawn from only two case
programs. Since the Case Company furthermore defio¢h acquisition programs in

terms of the targeted business, the target-totargetedness was high for both
programs and therefore, no valuable comparisonsewst the programs could have

been made either.
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Table 9: Comparing Templates 1 and 2
Template 1 Template 2

Capability to select markets with high profit potertial | Capability to select markets with high profit potertial
and to understand own capabilities to succeed in éh| and to understand own capabilities to succeed in
markets markets
Capability to select acquisitions as the suitablergwth

mode when feasible compared to other options
Capability to develop and carry out the acquisition
Capability to develop and implement an industry- |program as a deliberate process
adjustable M&A strategy Capability to understand the value creation potental

through individual acquisitions and an acquisition
program
Capability to capture all the value creation potenial
Target identification capability
Capability to acquire optimally-sized, strategicaly, |Target selection capability

organizationally and culturally fit targets Capabllity to establish and communicate profile o
targeted acquisitions
Capability to deliberately develop M&A capabilities on
the program level (Capability to learn and unlearn

Capability to learn and unlearn from experience |from experience)
Capability to recognise market dynamics and industial

differences in developing M&A capabilities

Capability to manage acquisition program integratian

throughout the process Capability to manage target-to-acquirer, target-to-
Capability to optimize the acquisition program sco: | target and program-level integration throughout the
optimizing acquirer-to-target and target-to-target process
relatedness
Capability to acquire steadily and through all Capability to acquire steadily and through all ecolmmic
economic cycle cycles

Acquiring steadily and throughout all economic egcivas strongly emphasized by the
literature and it was therefore maintained in ethplates although the empirical study

did not provide much additional groundings for tagability.

In conclusion, most of the capabilities that werespnted in the first template were
viewed as relevant in the final template and trezgmbilities have been annexed to the
correct steps in the acquisition program manageimetess. The Acquisition Program
Capabilities Template 2 combines the operationatgss level of managing acquisition
programs with the key program-level capabilitieheTtemplate contains the key
capabilities and the necessary analyses and agfsto entering a business through
an acquisition program. The key focus of the Acidjois Program Capabilities
Template 2 is on providing the guidelines for a pamy to plan, execute and manage

an acquisition program successfully.
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9.4 Managerial Implications and Further Research

This study contributes to the M&A capability resdarby examining acquisition
programs and acquisition program capabilities. $hely found that it is possible to
define the key capabilities for managing acquisitiprograms and that there are
common characteristics for successful serial aegsirThe study also found that it is
possible to come up with an optimal process desonipfor managing acquisition
programs and to map the key capabilities alongtheess description. There is also an
optimal manner for an organization to allocate tMXA capabiliies and
responsibilities as well as mechanisms to facditateliberate M&A capability

development and learning.

The study divided M&A capabilities into four hiechiical levels of which the two
lower levels are related to individual acquisiticarsd the two highest levels describe
acquisition programs. The study focused on the rnaragevel M&A capabilities and
was able to deepen the understanding of the key M#apabilities required for
managing multiple acquisitions. The study combitieel highly academic concept of
M&A capabilities with the operational process-ledelscription of planning, executing
and integrating an acquisition program. Furthermotiee study examined the
capabilities to constantly develop acquisition pamg capabilities and found that both,
managing an acquisition program as well as devetpgiie capabilities to manage an

acquisition program need to be well-planned, dediteeand coordinated.

The general interest in M&A capability researchgradually increasing. Research is
shifting focus from individual acquisitions to mple acquisitions and the
preconditions of becoming a successful serial aequRecent research views M&A
capabilities as dynamic capabilities that need & dontinuously developed and
coordinated. The study on dynamic capabilities éxtended its approach from single
transactions to capabilities of managing seriau@itions. However, a lot needs to be
done before the M&A capability development can ey funderstood. Acquisitions are
a challenging process to handle and developing ifspecapabilities to perform

acquisitions successfully is even more difficultheT difficulty in learning how to

acquire successfully likewise lies in the complexit acquisitions.
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The highest level of M&A capabilities, the capalyilto develop the capabilities to
manage acquisition programs, still remains a chgileg and a vastly unexplored
research area. Learning how to intentionally dgvéll&A capabilities is a prerequisite
for a successful serial acquirer aiming to impratgeacquisition performance in the
long-run. The acquirer must be able to identify thiéical capabilities and understand
how and when to shift the emphasis between difterapability areas. Like acquisition
program management, M&A capability development nawer be ad hoc-based but it
must always be thoroughly planned.

Acquisition process as a whole consists of steasale intricate as such. Acquisitions
tend to occur infrequently and somewhat unpredigtathich reduces the firm’s ability
to accumulate its experience. Acquisitions are roftery dissimilar by nature and
therefore it is challenging to find a “one-sizesfiall” solution. The success of an
acquisition lies in the synergy realization. In g, it is safe to say that acquisitions do
involve risks. Yet, there are also risks in relyisgjely on organic growth and letting
acquisition opportunities pass by to potential cetitprs. In a competitive world risks

can never be completely avoided — but they can d&eaged.
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INTERVIEWEES AND INFORMATION SOURCES

Interviewees from the Case Company in alphabeticeder

The M&A team = Heading the negotiations, carrying out the asitjan transaction
phase and having a role in planning and supervisiagost-transaction integration
phase

Mr A = M&A Team member; experience from acquisitiongqrened in all business
divisions. He had the main responsibility for tlesptransaction integration until the
beginning of year 2009.

Mr B = M&A Team member; mainly accounts for acquisigon Division B

Mr C = M&A Team member; M&A Team member; mainly accaufadr acquisitions in
Division A

Mr E = Head of Business Development of Division B

Mr F = Head of Division B

Mr G = Program 1 and Program 2 manager, a member agidivB management team
Ms A = former M&A team member, financial analyst foe tteam but only stayed with
the company for one year

Mr. H = Head of M&A Team, involved in planning the corate level acquisition
strategy and usually takes part in the larger a&itipm projects. He is a regular visitor
of all the business divisions’ management teams.

Mr. M = Manager of AP2-4, in charge of Program 2 —bssireategory

Mr. X = former M&A team member, the first subordinate Kér. H

Other Information Sources

The Case Company'’s internal accounting records

Mr. Uotila’s interview compilation (20 interviewsjostly managers of acquired
targets):

Mr. | = Manager of AP1-1
Mr. J = Manager of AP1-2
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Mr
Mr
Mr
Mr
Mr
Mr
Mr
Mr
Mr
Mr
Mr

. K =Manager of AP1-3

. L = Manager of AP1-4

. N = Manager of AP2-5

. O = Manager of AP2-2

. P = Manager of AP2-3

. Q = Manager of local Case Company unit wher@/ARvas integrated
. R = Ex-owner of AP2-4

. S = Ex-owner of AP2-5

. T = Ex-owner of AP1-3

. U = Local AP1-1 person, involved in integration

.V = Local AP1-3 person, involved in integration
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APPENDICES

APPENDIX 1 — Formulas for calculating financial pefformance for acquisition
programs

(1) EBIT = Operating revenue — Operating expensier-operating income

The Case Company measures the targets’ pre-acguigitofitability as the EBIT

percentage due to the simplicity of the measurdTEBuld be in most cases directly
seen from the annual reports of each target poiantegration. For the purpose of this
study, we calculated EBIT on the acquisition progtavel and compared the figures of

the two case programs with each other.

(2) Economic spread = ROIC — WACC

/_H

NOPAT
InvestedCaital

NOPAT = EBIT — Cash Operating Taxes

/_H

- increase in
deferred tax
liability

+ tax subsidy on
deductable
expense

Invested capital = Total Assets — Non-Interest Beg€urrent Liabilities (NIBCLS)

In calculating the economic spread of each acduisita member of the Case
Company’s M&A team was consulted in order to ensheecorrect use of the financial
indicators. It was possible to use the income statgs of the individual acquisitions
until the acquired companies were also financialtggrated into the Case Company.
Yet, some simplifications had to be made due to lHuek of available data. The
program-level measures were calculated as the surnheo individual acquisition

measures.

14C



The accrual-based operating profit, earnings befaterests and taxes (EBIT) is
calculated by the company’s M&A team for each asigjon. In order to calculate the

economic spread, this figure had to be translatéa ¢ash-based net operating profit
after taxes (NOPAT). Additionally, the expensest tbauld actually be considered as
investments were capitalized on the balance shEgtally, since equity is expensive
and since investors are looking for their investim@ncover the investment costs, a
capital charge was deducted from the net operatiojt in the form of the weighted

average cost of capital (WACC).

The correct method to calculate NOPAT would havenbéo add so called “key

adjustments” to the EBIT —values and then to sebtcash operating taxes from the
result. The key adjustments would have includedreding accrual to cash by adding
the allowance for bad debt and capitalizing delat equity equivalents by adding the
implied interest on operating leases. However, tdute lack of available data and the
fact that both of these figures would have beeseclo zero in each of the acquisition

cases, they were excluded from the final NOPAT eslu

The cash operating taxes could be extracted frazh aaquisition’s financial tax data
sheets until the targets had been integrated mecCtase Company. They indicate the
taxes the company actually pays with cash. Aftéerdeining the net operating profit of
each acquisition, the amount of capital investedeath of the transactions was

calculated.

The next step was to calculate the invested cafutaéach acquisition. Since the pure
balance sheets also include items that are noirfgrsburces and since we only wanted
to include company’s funds and financing that wasviged by shareholders and
lenders, the pure book value of the total assetklamwt be used as such. In order to get
the actual amount of invested capital, non-intebbestring current liabilities (NIBCLS)
had to be subtracted from the total assets. TheCN8include e.g. trade payables and
advances received. Once again, due to the lackaitahle data, we have not made the
orthodox key adjustments to the book value of ite@sapital, which may results to

some inaccuracies in the values.
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APPENDIX 2 — Questions asked in each stage of thequisition programs

Pre-acquisition Phase =
Target Identification Phase

Key managers

of previous Wiy i

ai%?/lg:,lgggs target identified?
: identified?

14z



APPENDIX 3 — A Process Description for Managing Acgisition Programs

Slide 1

Post-
Develop _business strategy evelop ME&A strateg) Execute transaction acquisition
management

Market opportunity (total vs. -The acquisition program -Executing M&A -Executing post-
our target) plan strategy transaction business
-The markets -The screening criteria for the -Closing deals plans
targets within the program -Integrating acquired
companies into own
existing offers
organisation

-Our customers

-Our products and

I
1
1
1
I
-our & 1
1
1
1
services, value :

proposiion (b

-Go-to-market approach II The starting point :
and i | forthe

program planning |

-Financials . -

-Actions and milestones

: Should be already |
I carried outwhen” |
| starting to plan 1
1 acquisitions or 1
| @cauisition programs |

Slide 2

Analyses for determining feasibility of expandimgthe businesthrough
an acquisition program

‘ Business strategy MEA strategy

Carrying out a market analysis, evaluating:
1) Market size (current & future)
2) Market growth rate m _—
3) Market profitability To confirm for the acquisition program
4) Distribution of value in an industry
5) Market trends
6) Key success factors

market

X X _—
£ Evaluating the market shares and sizes of E To confirm for the acquisition program E
companies active in the business

Evaluating if entering the business

through acquisitions creates value: D E
estimating the most significant factors for
value creation and the most severe risks

Evaluating if there are sufficient acquisition D m
targets in the business

of M&A|

Evaluating the industry regulation: are there
restrictions for acquisitions? Are there D m
legislation,’rules’, contracts or business
practices that would hinder acquiring?

Evaluating and comparing other growth m —— Z
modes with M&A To confirm for the acquisition program

2
<
=
g
w
£
i
2
g
2
S
i

3
3
3
£
=
s
g
5
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Slide 3

Questions to ask, examples of the analyses

PRIORITIZATION CRITERIA FOR TARGETS

Issues to consider

1. Is the target located in a strategically
important area?

2. Evaluating the market position of the
target in its region: is it well positioned?

The market position and the strategic
location are the most important isses to
evaluate when selecting targets

3. What is the business and sales mix of the targe

What is the services / new sales split? How larg

of a portion of the total sales is own production ad
how much is resale?

The sales mix is almost as important to
evaluate as the market position and strateic
location -> evaluating the services / new
sales rate of the key players in the busine
by using public information such as the
companies’ annual reports

4. Evaluating the difficulty to realize the value
& evaluating the level of expected risks

Further evaluations if a target appears ver)
risky due to e.g. the value lying in the key

employees -> how to retain key employees

during the transaction?

5. Setting a minimum value for historical sales
during a certain period & evaluating
EBIT level & growth potential

Determining the magnitude of target's salef;
EBIT not necessarily highly positive but
must have EBIT growth potential

6. Would the target add value to the
acquirer's own reputation and image?

‘A remarkably poor reputation may have a
negative impact on the acquirer as well

7. Does the target have a sound technical base|
and resources?

An insufficient or neglected technical basefof
the target may impede the value realizatior
possibilties of the acquisition

Slide 4

Capability

At which stage of the
process does the capability
emerge?

Explanation

Motivation: why is it
important?

1) Capability to select
markets with high profit
potential while
understanding own
capabilities to succeed in
these markets

-The capability emerges already when
planning top-level business strategy a
especially when developing plan for th
acquisition program.

The capability to select markets is both
a 1st level capability (the capability to
manage single acquisitions) as well as
3rd level capability (the capability to
manage acquisition programs.

- Capability consists of two different
dparts: 1) the capability to identify and

select markets with high profit potential

and 2) to understand own capabilities 1)
| the capability to understand own

capabilities to operate successfully in
athese markets.

p instead of only single targets

-Market selection capability is importan)
since successful serial acquirers are aljle
to focus on long-term growth markets

-Poorly selected markets offer no long-|
term growth opportunities and may eveh
deteriorate total performance

-Not enough for acquirer to select
growth markets but also essential to
understand if it possesses own
capabilities that enable it to succeed arjd
compete in the markets

Best practice?
Implications from research?

Operationalising capability

Where is the Case Company noy
and what should be improved?

-Successful serial acquirers focus on
growth markets instead of only single
targets (Anand and Singh, 1997).
-Markets must have growth
opportunities and value creation
potential (e.g. BCG, 2007)

-Company should be able to estimate
whether it has the actual capabilities tof
compete for potential market returns,
since even profitable markets provide

value for a company unable to competg

in these markets (Hayward, 2002).
-Capability to select profitable markets
is important for long-term success:
markets appearing profitable at the tim
of entering the business may turn out
unprofitable in the long-run and resuilt i
very high opportunity costs

-Evaluating the market shares and siz¢g

of companies active in that business

-Carrying out a market analysis:

evaluating

-1) Market size (current & future)

-2) Market growth rate

-3) Market profitability

-4) Distribution of value in an industry
0-5) Market trends

-6) Key success factors

related competences against
requirements of targeted business —
e enough own resources and capabilitie:
to succeed in the markets? If not, even|
h attractive markets should be omitted
from business expansion objectives

s-Business 1 and 2 turned out to be

-Evaluating own technical and busines$

profitable.

-Market analysis was carried out beforg
acquiring companies in Program 1 but
similar market analysis was not
performed for Program 2 -> Business 2
’known'’ to be attractive, a competence
matrix was developed to map where in
Business 2 the Case Company should
geographically present

-A market analysis should always be
-carried out before implementing any
acquisition programs

@
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APPENDIX 4 — Checkpoints and Milestones for Acquigion Programs

Moving from planning M&A strategy to executing adsjtion progam

If business no longer viable for cq.program,
reviewing possibilities to execute the b St

Business Strategy through another growth mode or whether ar
business would be more attractive to

M&A Strategy Acquisition program
- Contacting & starting Feedback: After the If the acquisition Feedback
negotiations with the first first successfully program viable,
targets in the shortlist; closed transaction, the going after next
if the first listed target(s) are attractiveness of the shortlisted targe)

not available, moving on b\{s\'r‘\ess Sho?‘"d bde
to the next ones, following 5 'de y ’E'a"? yseh in Deal 2
the prioritisation in the order to confirm that it

is still feasible to

shortist expand to the business
- Starting negotiations with through an acquisition
several targets at the program

same time, following

priority listing Postmortem review after each

single deal by transaction team
1) Right after closing deal

2) 6 months after closing deal
3) 1-year briefing

+ Regular quarterly review of
"synergy 1-pagers” in Div.Mngt
by Div.Mngt sponsor

- Especially if there is a long timelag between prémy the M&A
strategy and closing the 1st deal, the businesactitteness should
be re-analysed: e.g. are there enough targetsableaih the
business?

A check-point 6 months after the 1st deal: whegevee now regarding the program?

Checkpoints for managing acquisition programs

Business Strategy

M&A Strategy Acquisition program

/ 7 / /
A communication channel for key / / /

managers of acquired targets to1).
foster cooperation of acquired
companies, 2) support target

screening and 3) support post

program _ J
e

1st checkpoint of the acquisition program

After 2 transactions or 6 months after acquiringtasget
Issues for 1st checkpoint:
-Comparing the M&A strategy and program's
business plan with the outcome so far

Deal 1 ‘ Deal 2 ‘ Deal 3 ‘ Deal 4

- Is the M&A strategy still valid? Issues for 2nd checkpoint:
Program Team - Are the key locations still valid? -How good is the performance of|
involved in i acquired companies?

-Have the key managers performgd

1) Business mngt team member/' 2nd checkpoint 1 year after acquiring 1st target well? i
2) Business owner -Have synergies been realized?
3) Program manager (M&A team member) -How good is the progress of pos|
4) Program integration manager M&A plan?

Postmortem reviews for acquisition program

Business Strategy

Acquisition program

1year

Feedbac} Feedbac|

6 months

Deal x LastDeal > —=—===== T=-=====-==- hl

1st postmortem review right after the
acquisition program, right after having
compelted the "last” deal:

-Where we are now?

-Should we go on with the program?

2nd postmortem review 6 months after
having compelted the "last” deal:

1
1
1
1
1
1
1
1
-What has fared well in the program? 1
1
1

Program Team A template to fill up -What should be improved?

involved in reviews: before each poshortem 3rd postmortem review 1 year after
discussion + KPI / . ast” deal:

1) Business mngt team member milestone followups having compelted the "last” deal:

2) Business owner -How has the program performed?
3) Program manager (M&A team member)

4) Program integration manager

14%



