DR RS- E-F R JCY R L X
R %2

Executive MBA Program in International Business Management

College of Management

National Taiwan University

Master’s Thesis

EHFEEMR? A TR ANFEZFEERFAY
An Explorative Study on Post Merger Integration

Framework from Human Resources Perspective

. v
= *
A EE

Regina Chu

RS SRS
Advisor: Ji-Ren Lee, Ph.D.

PERE 113 &£ 17
January 2024

doi:10.6342/NTU202400186



103.3.13 ik

7 =2 AKEIE T EIR
= O =2 f“’_'ﬁ

nﬂ: E%ﬂ

TEFABPANERZFGRG ZERRIAFR

An Explorative Study on
Post Merger Integration Framework from
Human Resources Perspective

TN EEASEE (ESE P04746030 ) ERIEEAEEIRERELT
+=

ERENEREEATHN ZET MmN - REBE—8—
HETIEHDZEEEBERAOG G - FibseH

A=
/

BEEI=
(1I5EHIR)

HET  FE i z gﬁ

I
doi:10.6342/NTU202400186



Acknowledgement

| express my deep gratitude to Professor Ji-Ren Lee, my advisor, for guiding me on
the enlightening journey through the realm of strategy studies. His unwavering patience
over the years has been invaluable, and even in the final semester, he fueled my
determination to sprint across the finish line with zeal. Under his insightful mentorship, |
evolved from a novice into an individual capable of embracing broader perspectives,
becoming a source of inspiration for others to unlock their untapped potentials.

| extend heartfelt thanks to my family and friends who supported my decision to
pursue further education in my late 30s within this program. Balancing numerous
commitments, from personal and academic life to sports and work, proved to be a
formidable challenge. Completing this thesis took years, but the memories created during
this once-in-a-lifetime journey are cherished, and |I am profoundly grateful for the
encouragement that fueled my perseverance.

Regina
January 16, 2024

doi:10.6342/NTU202400186



PR

EFEFFR > BhE RS R AHA > Ay ¥ A EA L - o A P

Bhp g o RE- FOHEIHRABEAL (o BF TR SF

T ARG FRE O FREEIE AR PN SFRNE S LT R IR R o

FENE O AFTREAA FTRAEFFERFE SR PEEME S A M E e
+

ks - B okeA 4 FREEE L S L H RS S o b thd s

P AR B RAT L AR R ik A TR R RIR R S
HERL L ORF E PRI FE%RENT A4 TREBES FHE 12 M

—’3:,},11;3"“’;:?]’3 L f ﬁ—,}, f;;:.t}_o

AETRNS S FTRERE L ERER LB BHES T o 22 L4 F
RELBFLT 0 BHETRATRELP R FRFEMELY A TR
@ﬁ¢i$°F”’@ﬁiﬁﬁﬁﬁﬁiﬁﬁﬁﬁéﬁﬁ&J%%?@@ﬂag
PEEREfeigERA > DPFLF DA 4 FREZED > 2 f sdad 4 4 Tk
HREEE RGBT T7 2 A4 TRBEEH AR > ¢ - 844 TRA
B deRARTIE 0 12 B R B E M FRAE o dot  FRE S &
FRAcR 1 EE o mF A4 FRA R
Ee Bipi+ #2404 FREZBELP
FTEE B AR A BEGRREE LExRYE A ART
dedade o T AL FTIRELZAPMINF S SRR - HERREE RAR -

FI ML FiE s s B
%%ﬁﬁi@’mﬁk4§%§g;

RFAFRBEFY > F BSEERT e X kA4 FTREEE LT ZRE
feft i
1 kb d bt okp o) BB FRE A SR £ RS
ER:ICFR Fl 8

n
-

GE AL RAA Y R BEAR R TRAREL L S

"
doi:10.6342/NTU202400186



6. EETHMA L) BEEAFEEAD 0 NE LR R ERIRT

Fazhens b o

AFETREF LGN L E B FRAN B L Y EHR o R R
LR E L g e R A 4 TRE S R 5T AR KRG H S

Ié _‘;)“ o

Mat: @ L EEME HRLEEL L FREL

doi:10.6342/NTU202400186



THESIS ABSTRACT
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ADVISER: Ji-Ren Lee, Ph.D.

TITLE: An Explorative Study on Post Merger Integration Framework from Human
Resources Perspective

As a business evolves, it may explore additional paths for expansion or
transformation, frequently contemplating mergers and acquisitions (M&A). Nevertheless,
studies suggest that more than half of M&A cases have an adverse effect on shareholders’
equity, indicating a suboptimal success rate. Recognizing the crucial stages and areas that
influence the success of these transactions and acknowledging frequently underestimated
or overlooked factors is crucial. To increase the probability of success in M&A
transactions, companies should meticulously evaluate essential areas. In views of this,
what is the impact of post merger integration to the success of the M&A deals from HR
perspective, and how to build an effective human resources post merger integration
framework to foster the success of the post merger integration and M&A deals are also
subjects of the thesis.

This thesis delves into an exploratory investigation of post merger integration (PMI)
with a specific focus on the human resources perspective. The exploration commences
with a comprehensive literature review, aiming to comprehend the implications of post
merger integration on M&A deals from the perspective of human resources. The
subsequent steps involve proposing an efficient HR framework for post merger
integration and conducting a case study to illustrate the effectiveness of this HR
framework.

The suggested HR PMI framework comprises several key steps. Prior to
establishing the HR PMI team and structure, it is essential to clearly define the overall
HR PMI objectives and identify the main HR roles in the broader post merger integration
process. Additionally, the HR integration strategy and guiding principles should be
developed to align with the business and deal strategy. The HR PMI framework
recommends commencing with the appointment of a capable and experienced HR project
manager to effectively lead the planning and execution of HR post merger integration.
Subsequently, a deal-and-business-fit HR PMI workstream structure should be developed.
This structure encompasses standard HR content areas such as compensation and benefits,
and other deal-related aspects such as HR PMI project management, talent retention,
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culture alignment, and notably, change management and communication. A well-defined
HR project team is then established by the delineating roles within sub-workstreams per
the structure. With the project team in place, HR PMI planning, including activities such
as side-by-side analysis, may commence. An imperative aspect that should not be
overlooked is the identification of interdependencies to ensure a thorough understanding
of any upstream and downstream factors that may impact or be impacted by the HR
workstream.

Based on the insights gleaned from the case study, several findings can guide
practical HR post merger integration planning and execution more effectively:

1. Commencing HR PMI several months before day 1 and extending efforts post day
1 is recommended.

2. The appointment of HR PMI project manager(s) should be prioritized in the initial
stages of PMI planning.

3. The business-strategy and integration-strategy linked HR PMI strategy should be
developed, and the HR PMI framework should be built to align with the HR PMI
strategy.

4. A dedicated HR PMI team should be established and led by workstreams’ center
of excellence.

5. Thorough planning and effective execution of employee communication should
take place well in advance.

6. Necessary adjustment to the integration, execution of stabilization and transition
services agreements exit should continue after day 1.

The conclusion of the thesis and findings of the case study contribute to a better
understanding of the practical challenges associated with HR integration in the post
merger context, offering insights that can guide organizations in navigating the
complexities of HR post merger integration planning and execution, and ultimately
enhancing the success rate of M&A initiatives.

Keywords: Mergers and Acquisitions, Post Merger Integration, HR Integration
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Chapter 1 Introduction

1.1 Background and Motivation of Study

People refine their business ideas, write a business plan, assess financial situation,
and compete all the logistics and paper works to establish a new company. Along with
the technology progression, market evolution, higher cost burden, and customer’s
feedback, an enterprise is prompted to seek opportunities to grow the business, either
scaling up and expanding, branching into new markets, or developing and selling new
products. Organic growth is one growth mode which is the process by which a company
enters a new business on its own — hiring, creation of a new project or business unit,
repurposing an existing business unit, etc. If the new business possesses its own value
chain, the goal of organic growth is to build up the resources and capabilities that this
value chain entails, without recourse to other firms. Inorganic growth, as the other growth
mode, lies between non-equity alliance, equity alliances (including joint ventures), and
acquisitions (Puranam and Vanneste 2016). Inorganic growth strategies often considered
to be a quicker and more convenient approach to increase revenue relative to organic
growth strategy, which can often be time-consuming. In the fast-paced era, companies
tend to not only grow its own business under the organic growth approach but also to
search for external alliance, merger or acquisition opportunities per the inorganic growth
strategy when expending its business and increasing its revenue.

According to Institute for Mergers, Acquisitions & Alliances analysis (IMAA
2023), since 2000, more than 1 million transactions have been announced worldwide with
a known value of over 75 trillion USD up to August 2023. In the year of 2019, the number
of deals was about 54,000 transactions, while their value was about 3.9 trillion US dollars.
One year later in 2020, the first year of COVID-19 pandemic, the number of deals
worldwide decreased by 12% to about 47,000 transactions, while their value decreased
by 16% to 3.3 trillion US dollars. In year 2021, the second year of pandemic, the number
of deals surpasses that before pandemic with increase of 22% to reach about 58,000
transactions and total value increased by 60% to 5.2 trillion US dollars.

It is evident that numerous companies took the unique growth opportunities in
response to the pandemic by incorporating inorganic growth tactics in addition to their
organic growth strategies. Over the past few years, M&A players entered and exited in a
constantly shifting landscape. In 2020, US telecom major Verizon’s acquisition of
BlueJeans in the videoconferencing space, US retailer Target’s acquisition of Deliv as a
follow-on to its earlier purchase of Shipt in the home delivery space, and global food and
beverage major Nestlé’s acquisition of Freshly in healthy meals delivery. All of these

1
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deals are aimed at serving rapidly growing consumer needs. COVID has accelerated
existing transformative trends across various sectors, offering a more pronounced
perspective on the business models poised for future success and those destined for
obsolescence. The objectives behind business deals have shifted from merely achieving
scale and cost efficiencies within an industry to broadening the range of business
operations and integrating novel competencies.

According to Global M&A Report 2021 as shown in Figure 1 (Bain & Company
2021), M&A will gain further prominence. In fact, the M&A practitioners expect M&A
deals to account for nearly half of revenue growth over the next three years, up from 30%
over the past three years (Bain & Company 2021). M&A has become a highly effective
lever for exchanges to advance long-term strategic agendas. After the pandemic, in
response to global politics evolvement, and economic trends, the emergence of novel
business models, and industrial revolution, enterprises are anticipated to be enthusiastic
about pursuing transformation and expansion. This enthusiasm is poised to contribute to
the ongoing acceleration of global mergers and acquisitions activities.

e
Greater
than 80%
80
60%—80%
60
40%—60%

40

20%—40%

20

Less than 20%

Weak Acceptable Average Strong Best in class

Assessment of own M&A capabilities
Figure 1 Expected M&A contribution to revenue growth over the next three years
Source: Bain & Company (2021)

Number of M&A transactions increased more than 15 times from 1985 to 2023 as
illustrated in Figure 2 (IMAA 2023). Given the significant rise in M&A deals, it can be
reasonably anticipated that M&A transactions should be able to enhance shareholder
value as their ultimate objective. However, according to Harvard Business Review, it
shows that more than 60% of deals destroy shareholder value (Lewis and McKone 2016).
An M&A deal can be likened to a marriage, commencing with the identification of a
suitable partner according to the preference and life goal, followed by getting to know the

2
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target intimately, and ultimately making the commitment to join forces for the long term.
Each steps play signification roles to ensure the success of the marriage, as well as an
M&A deal. While it’s commonly acknowledged that the M&A strategy and the
negotiated deal price are pivotal factors influencing the success of an M&A transaction,
it’s important to note that a change in business ownership doesn’t guarantee the continued
outstanding performance of the business or the automatic realization of synergies, just
like no guarantee on happily-ever-after life post marriage.

65,000 5,500

60,000 5,000
55,000 4500 5
50,000 4,000 &
§ 45,000 000 g
S 40,000 3,500 2
& 35,000 3,000 &
Y o
© 30,000 2,500 2
£ 25000 2,000 2
=1 -
2 20,000 1500 &
15,000 g
1,000~

10,000

5,000 500

mmmm \/alue —O— Number of transactions

Figure 2 Mergers and acquisition transactions from 1985 to 2023
Source: Institute for Mergers, Acquisitions & Alliances (2023)

The initial examination of M&A literature reveals a predominant focus on outlining
the various stages of M&A, with an emphasis on strategy development and transaction
pricing. In contrast, the post-merger integration phase is often underexplored, primarily
discussed in theoretical terms that may pose practical challenges, with limited focus from
human resources perspective. The author is motivated by the recognition that the human
element is a fundamental driver of M&A outcomes and hence conduct the study of the
said topic.

1.2 Study Questions and Objectives

A recent survey (PwC 2023) highlights that companies engaging in M&A
transactions are allocating increased resources to integration processes, aiming to
overcome post-acquisition challenges and achieve their ultimate objectives. According to

Figure 3, 59% of companies now invest 6% or more of the deal value in integration, a
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significant rise from the 38% reported in 2019. Furthermore, 15% more of companies are
allocating more than 10% of the deal value to integration efforts. Remarkably, 78% of
successful M&A organizations are dedicating 6% or more of the deal value to integration,
illustrating a substantial commitment to the process. In comparison, only 56% of other
respondents are operating at this level of investment (PwC 2023) Figure 4. These findings
suggest a positive correlation between the level of investment in integration and the
success of M&A outcomes. The data underscores the importance of companies directing
their efforts and focus towards effective integration strategies in the post-acquisition
phase.

Total

2022 38% 21% 59%

m6-10% More than 10%

Figure 3 Percentage of deal value spent on integration
Source: PwC (2023)

35%

6-10%

22%
More than 10%

21%
m Successful M&A Organization Other respondents

Figure 4 Percentage of deal value spent on integration - successful M&A organizations
vs. other respondents
Source: PwC (2023)
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According to M&A Beyond Borders survey (Economist Intelligence Unit 2008),
64% achieved the end goal of shareholder value enhancement during their last cross-
border transaction. While the results are generally good, success is far from guaranteed.
The data also reveals that over 30% of transactions fail to deliver any added value to
shareholders, and nearly 1 out of ten to pain without gain. Organizations are eager to
pinpoint the primary obstacles, enabling them to proactively strategize and prepare for
the future. The M&A Beyond Borders survey (Economist Intelligence Unit 2008)
indicates that the foremost challenges post-transaction revolve around cultural disparities
for half of companies surveyed, with human capital integration matters, encompassing
both managerial and employee facets, following closely behind for 35% of the companies
surveyed, according to Figure 5.

Organization cultural difference NI 50%
Human capital integration issues NN 35%
Financial reporting integration issues NN 23%
IT/systems integration issues NN 21%
Lack of employee engagement [N 16%
Leadership/management retention issues [N 16%
Arbitration of contract issues [N 15%
Valuation disputes I 12%
IP security/loss [ 9%
Loss of customers M 7%
Litigation WM 6%
Other W 2%
Don't know/not applicable N 15%

m Most significant issues faced by respondents following their previous transaction

Figure 5 Most significant issues faced by respondents following their previous
transactions
Source: The Economic Intelligence Unit (2008)

The significance of post merger activities, particularly in achieving the success of
a deal, is evident, with a specific focus on addressing human resources challenges. The
central theme of this thesis is to examine two questions:

1. What is the impact of post merger integration to the success of the M&A deals
from HR perspective?

2. How to build an effective human resources post merger integration framework
to foster the success of the post merger integration and M&A deals?
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1.3 Study Methodology and Limitation

1.3.1 Study Methodology

Upon finalizing the study’s questions and scope, this thesis employs a literature
review methodology, complemented by the author’s personal 20 years experiences in HR
M&A consulting field, and related projects observations to employ qualitative analysis.
The objective is to organize a proposed post-merger integration framework from HR
perspective, and validate it by cross-referencing with a case study.

Author began with a comprehensive review of global literature, research, studies
and surveys on M&A, post-merger integration, and identifying key factors crucial to the
integration process from HR perspective. Subsequently, the author proposed a post
merger integration framework from HR perspective based on these findings. Given the
thesis’s aim to provide practical contributions to companies, the author selected theses
and studies that specifically discussed post merger integration with focus on HR aspect,
drawing on the author’s project experiences in an HR consulting firm to further validate
the proposed framework against real case.

Integral to the thesis, a case study serves as the cornerstone for conducting thorough
research and analysis. Meticulous attention is dedicated to pinpointing the case that
resonates with the objectives and questions of the thesis. The overarching aim is to not
only directly tackles the thesis questions but also imparts valuable insights, fostering the
generation of knowledge that holds broader applicability.

The chosen case study delves into the acquisition of a multinational target by a
prominent Taiwanese company. The acquiring company, boasting a substantial
workforce of 8,000 employees primarily situated in Taiwan, China, and the Philippines,
set its sights on a target business with a global staff of 1,500 employees. The target, a
division of a Fortune 500 company with a colossal global workforce of 105,000
employees, became a focal point due to the growing demand for energy and power
systems, particularly with the surge in electric vehicles. The case was specifically selected
to examine the intricacies of integration planning and execution before and after day 1,
offering a comprehensive HR perspective. This exploration sought to address the two
pivotal questions outlined in the thesis. The case transpired in 2023, prompted by an
increased need for additional support in developing the HR PMI framework, a facet
initially overlooked due to resource constraints and limited experience. Through a
thorough examination of the case, the author was able to underscore the profound impact
of PMI from an HR standpoint and propose a comprehensive HR PMI framework.
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M&A results often require time to manifest as either success or failure, and the
highly human-centric nature of M&A activities poses difficulties in securing direct
participant interviews. Moreover, people’s memories may become less strong over time.
Therefore, the thesis utilizes a combination of literature insights and firsthand experiences
to strengthen the reliability of the proposed post merger integration framework from HR
perspective, recognizing the complexities involved in evaluating M&A success and the
challenges associated with obtaining real-time participant perspectives.

Based on the above, the study flow of this thesis is as below:

Study scope confirmation ]

Literature review ]

Build post merger integration framework from HR perspective

Verification with relevant case

Study conclusion and suggestions ]

1.3.2 Study Limitation

Generally speaking, M&A may refer to merger, acquisition, divestiture, or joint-
venture. The M&A study in this thesis refers to the following limitation:

e The acquiring company is an operating company. A private equity firm who
does not engage business integration is excluded.

e The acquiring company wields significant influence over the acquired company
in the context of mergers or acquisitions.

e The acquired business or unit is sizeable and stand-along after day 1 with its
own HR operations.

e The transaction involves employees within its scope; hence, scenarios such as
mergers or acquisitions solely involving assets, know-how, or hardware with

no employee involvement are excluded.

7
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The acquiring company expresses an intention to participate in the management
and operations of the acquired business.

The acquiring company and the acquired company may be integrated based on
the same or similar product or service portfolio. The acquisition across industry
with no or limited integration is excluded in the study.

The case study presented in this thesis is a singular instance based on the
author’s recent project experience in a consulting firm. The author began to
involve approximately 90 days before Day 1 and continued for 30 days after
Day 1 with no longer term observation.

The case study was drafted by the author with limited perspective.

doi:10.6342/NTU202400186



Chapter 2 Literature Review

Mergers and acquisitions (M&A) process consists of different phases by looking at
deal cycle timeline, starting from target identification all the way to post merger
integration and then business as usual. Once the deal is announced, integration planning
starts for all the functions, and people-related issues led by human resources (HR)
function plays significant role to ensure business continuity from people aspect. This
chapter starts with reasons of mergers and acquisitions, followed by definition of post
merger integration, M&A types, and types of post merger integration strategy.

2.1 Reason for Mergers and Acquisitions

The core of M&A is a deliberate transfer of control and ownership of a business
organized in one of more corporations (Coates 2014). There are a lot of reasons why
companies do M&A. But unless a company is buying a business and selling its parts, or
doing an arbitrage, M&A integration will almost certainly occur to different degree
according to M&A objectives.

When formulating a corporate development strategy, the nature of desired
acquisitions frequently shapes the overall strategy even prior to compiling an extensive
list of potential targets. Companies engage in mergers and acquisitions for a variety of
reasons. One of the primary reasons is to achieve growth. M&A allows companies to
expand their product offerings, increase their market share, and enter new geographic
markets. M&A can also provide companies with access to new technologies, intellectual
property, and talent, which can help to enhance their competitiveness. Another reason for
M&A is to achieve economies of scale. M&A can reduce costs, increase efficiency, and
improve profitability. This is particularly true in industries such as manufacturing, where
economies of scale are critical to success. M&A can also help companies to diversify
their business operations. By acquiring companies in different industries or markets,
companies can reduce their exposure to risk and volatility in a single market. This can
help to stabilize their earnings and improve their long-term prospects (DealRoom by
M&A Science 2021).In some M&A situation the reason is to eliminate competitors
(Palmer 2022). The reasons of M&A drives the integration approach and can not be
omitted. Without knowing the reason of M&A, the integration approach will not be able
to achieve business objectives as it was aiming for.
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2.2 M&A Types

The corporate strategy naturally leads to the desired acquisitions and impacts on
mergers and acquisitions types. A merger is a transaction of two companies, usually of
similar size, in which the shareholders of each of the two separate companies, jointly own
the shares of the company that arises after the merger. This is distinct from an acquisition,
where a company buys the outstanding shares of a target company, and the target

company’s shareholders receive the proceeds from selling those shares.

M&A transactions fall into a variety of types, including horizontal acquisition,
market extension acquisition, vertical acquisition, conglomerate acquisition, congeneric
acquisition, reverse takeover, and acqui-hire (Patel 2023).

1. Horizontal acquisition: horizontal acquisitions, also known as horizontal
mergers, entail expanding market presence through consolidation. Both entities
involved should operate within the same industry, offering products and services
that are largely similar. The augmented scale of the merged company is expected
to enhance its negotiating leverage and establish a more favorable competitive
stance compared to the individual positions of the two companies before the
merger. In numerous industries, major players have either attained or sustained
their leading positions through horizontal acquisitions. The merger of Exxon and
Mobil to create ExxonMobil in 1998 could be seen as the textbook case of a
horizontal merger. Both companies were major integrated oil and gas companies
in the oil and gas sector based in the US. The horizontal merger combined the first
and second largest energy corporations in the US, and diversified its portfolio with
each companies having a foothold in different parts of the world. Exxon was able
to gain access to Mobil’s gas stations and its product reserves. ExxonMobil
afterwards increased efficiency in operations, pooling of resources, and
streamlining of procedures (Oguche 2023).

2. Market extension acquisition: a Market Extension acquisition represents a
deviation from a horizontal acquisition, involving companies situated in distinct
geographic areas. The primary objective remains consolidation, but it spans a
broader geographical scope. In these industries, where consolidation levels are
typically elevated, emerging companies entering the market find it more
advantageous to pursue acquisitions rather than initiating greenfield operations in
the new geographic area. For example, the merger between RBC Centura (RBC)
and Eagle Bancshares Inc. in 2002 exemplified a market extension merger. This
strategic move facilitated RBC in expanding its operations within the North
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American market. Notably, Eagle Bancshares possessed Tucker Federal Bank; a
major financial institution based in Atlanta, boasting a workforce of over 250
employees (Mentorme Careers 2021).

Vertical acquisition: while a horizontal acquisition involves a company
purchasing a competitor operating at the same level of the production chain, a
vertical acquisition takes place when one company acquires another situated at a
different level of the production or value chain. In a vertical acquisition, a
company concentrated on a specific area within the chain acquires another that
emphasizes a different aspect of the production or value process. In practice,
vertical transactions often take the form of acquisitions rather than merger, where
a significantly larger company purchases one of its partners or suppliers. This
strategic move enables the acquiring company to exert greater control over its
value chain. A case in point is the acquisition of Pixar by Walt Disney in 2006.
Recognized as an innovative animation studio boasting a pool of highly talented
individuals, Pixar brought a wealth of creativity to the partnership. On the other
hand, Walt Disney, a prominent mass media and entertainment company, sought
to enhance its offerings and strengthen its position within the industry through
this strategic acquisition (Thakur 2023).

Conglomerate acquisition: our consumption patterns increasingly revolve
around conglomerates, who have become experts in acquisitions. A conglomerate
acquisition takes place when a sizable company expands through a sequence of
bolt-on acquisitions, typically encompassing a wide array of product and service
lines, diverse geographical locations, and varied industry perspectives. Pepsico’s
acquisitions of Wendy’s and Pizza Hut represent good examples of conglomerate
acquisitions with the selling of soft drinks having little relevance to the selling of
pizzas, although it should be noted that all of these restaurants still only have Pepsi
on tap, decades after the original transactions (Patel 2023).

Congeneric acquisition: a congeneric acquisition, also known as a concentric
acquisition or product extension merger, represents a twist of the horizontal
acquisition. The two companies participating in the deal don’t share the same
products or service lines; instead, they offer different products and services, even
if they broadly serve the same market. Despite the divergence in their offerings,
the overlap between the companies creates synergies, resulting in a combined
entity that is more potent than the sum of its individual parts. In 1998, Citicorp
acquired the Traveler’s Group, a financial services company with a distinct
product line. Despite both operating in the financial industry, their merger resulted
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in the formation of Citicorp Inc., enabling an expanded market presence (Kenton
2021).

6. Reverse takeover: it’s commonly referred to as SPAC (Special Purpose
Acquisition Company) deals. In this acquisition format, a private company
acquires a public company with the aim of utilizing it as a means to go public,
thus bypassing the typically expensive initial public offering (IPO) process. The
structure of a reverse takeover can vary, and it may also entail the public company
acquiring the private company, depending on the arrangement. However, the
overarching goal remains consistent: for the private company to assume control
of the newly merged entity and achieve a public listing. A notable example is
Burger King’s reverse merger in 2012, wherein Justice Holdings, a publicly-
traded shell company, assimilated Burger King. This occurred merely 18 months
subsequent to the fast-food chain’s privatization following its acquisition by 3G
Capital in 2010. The collaboration between Justice Holdings and 3G Capital
resulted in Burger King returning to the status of a publicly traded company (1G
Australia Pty Ltd. n.d.).

7. Acqui-hire: the term acqui-hire is a combination of the words “acquisition” and
“hire” . In an era where the most prominent companies are distinguished not only
by their physical assets but also by their talent and intellectual property, the
acquisition strategy becomes a validated method for organizations to secure a
leading position in the talent competition within their industry. This trend is
particularly prominent in the technology sector, where a scarcity of top-tier
programmers compels major tech companies to go to great lengths to acquire
valuable talent, even if it involves purchasing entire companies. Facebook’s
acquisition of Drop.io in 2010, with the explicit goal of bringing Drop.io CEO
Sam Lessin onto the Facebook roster was a great example of acqui-hire as the
acquisition was primarily for its employees instead of products or services
(McGregor 2012).

2.3 Definition of Post Merger Integration

Scholars have different definition of post merger integration. It can be defined as
the process that unfolds in the aftermath of the deal closure to reconfigure merging firms
by redeploying, adding, or diverting resources, lines of products or entire business, in
order to achieve the expected combination benefits (Bodner 2018). It can also be defined
as the making of changes in the functional activity arrangements, organizational
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structures and systems, and cultures of combining organizations to facilitate their
consolidation into a functioning whole (Pablo 1994). Similarly, post deal integration can
also be the managerial actions taken to combine two previously separate firms (Cording
2008). No matter how scholars define the post merger integration, it is obvious that the
process involves the seamless assimilation of every part of the organization, as high level
as the organization structures, all the way to systems, cultures, people, and all pieces of
the organization, to ensure a cohesive and successful transition.

2.4 Types of Post Merger Integration Strategy

Post merger integration (PMI), is one of the most difficult conundrum for the
acquired companies in a M&A. “What am I going to do with the target” should be the
first question the rational acquiring companies think about and have answer. HR
integration strategy team shall then be developed to align the overall post merger
integration strategy. Two criteria should be consider for assessment while a company
consider post merger integration (Haspeslagh 1991):

1. The need for strategic interdependence: this refers to the combined value created
after acquisition which should obviously be greater than the value of both the
firms combined together. Value creation can be in many forms like increased
resources, skills or combined benefits.

2. The need for organizational autonomy: managers must not lost sight of the fact
that the strategic task of an acquisition is to create value. Furthermore autonomy
should be granted too quickly, although people are important and should be treated
fairly and with dignity.

A simple PMI strategy framework which is developed by Philippe Haspeslagh and
David B. Jemison could be the starting point. The framework (Haspeslagh 1991)
approaches are based on two criteria above, the need for strategic interdependence and
the need for organizational autonomy, and provides insight and guidance in mergers and
acquisition on choosing the optimal integration approach, which will lead to the
integration approach for human resources. It’s a two by two matrix in Figure 6 including:

1. Preservation strategy: This approach is characterized by the acquiring
company’s focus on preserving the target’s sources of value intact. The acquired
company is treated as a separate entity, and the acquiring company provides
resources and support to help the acquired company maintain its identity.

Reducing interdependencies can mitigate risks within the acquiring company’s
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portfolio, and proponents argue that increased autonomy serves as a motivational
factor for the management team. Successful adoption of this model is evident in
companies like General Electric.

2. Symbiosis strategy: This approach is characterized by the acquiring company’s
simultaneous focus on boundary preservation and boundary permeability. This is
undeniably the most intricate post merger integration model, yet, if executed
successfully, it offers the highest rewards. Given the rapid evolution of new
technologies, the unprecedented cultural differences between generations, and the
globalization of the economy, most buyers find themselves compelled to adopt
this model or risk losing market shares.

3. Holding strategy: This approach is characterized by the acquiring company’s
non-intention of integrating the target. Value is created only by financial transfers,
risk-sharing, or general management capability. Purchasing a company solely for
the purpose of holding it within a portfolio contradicts Michael Porter’s assertion
that businesses should maintain a focus. In such cases, there is minimal or no
realization of economies of scale, rendering it a loosely defined strategy. On a
positive note, the buyer is relieved from concerns about strategic interdependence
among entities and can implement their own organizational structure.

4. Absorption strategy: This approach is characterized by the acquiring company’s
strong control over the acquired company by imposing its governance model. The
acquiring company’s vision for the acquisition is carried out, and the acquired
company is integrated into the acquiring company’s operations. This represents
the inherent approach to business growth through acquisitions. Typically,
companies employ an absorption strategy to expedite growth that would otherwise
be too time-consuming organically or in the face of resource constraints. However,
this often gives rise to cultural conflicts, as evidenced by the challenges faced by
companies like HP or Chrysler. From the acquiring company’s viewpoint,
implementing an absorption strategy is complex. Initially, the acquiring company
must define acquisition criteria to address the requirement for strategic
interdependence. Subsequently, an assessment of the target’s culture is essential
to ensure a potential fit.
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Figure 6 Post merger integration strategy framework
Source: Haspeslagh and Jemison (1991)
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Chapter 3 Impacts of Post Merger Integration to the
M&A Success from HR Perspective

Examining the impact of post-merger integration on M&A success from an HR
perspective commences by delineating the parameters for a successful M&A deal. The
exploration extends to identifying key milestones throughout the M&A life cycle that
significantly affect overall success. Subsequently, the focus narrows down to scrutinizing
the specific impact of post-merger integration on M&A success. This chapter is a
compilation by the author, drawing from author’s practical project experience, unigque
viewpoint, and supplemented by relevant supporting data.

3.1 Definition of a Successful M&A deal

A common successful M&A is defined as delivering market-beating returns on
shareholder capital (Deloitte 2020), or the value of the combined firm exceeds the cost of
the investment (Canina, Kim and Ma 2010). Success can vary based on the specific
circumstances and strategic intentions of the deal. A M&A deal unlocks new avenues of
growth and innovation, expanding the combined market presence and diversifying the
product portfolio to achieve financial performance. As a result, shareholder value is
substantially enhanced as financial performance of the combined business exceeds
projections, reflecting a synthesis of expertise, resources, and vision.

Determining other measures of M&A success should be done as early as possible
by senior executives even before signing the letter of intent to set clear and measurable
criteria that reflect the goals and objectives of the transaction. Besides financial synergies
achievement, other key metrics used to measure deal success include aspects of
integration, market share, customer, innovation, and people according to Aon survey
findings in Figure 7 (Aon Hewitt 2011).

It is clear that success measures in M&A go beyond financial gains and encompass
elements of efficient operations, market presence, talent engagement, and more. A M&A
deal requires all-function collaboration to achieve the common objectives, with clear
goals outlined and embedded with all executives, employees and even shareholders.
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Achievement of revenue synergies I 949
Achievement of cost synergies I 949%
Achievement of integration plan milestone NN 84%
Speed of integration [N 68%
Achievement of market share increase NN 65%
Customer satisfaction NG 47%
Customer attrition [N 43%
Change in share price N 35%
Increased innovation N 25%

Cornorate Metrics

( Retention of key employees N 64%
Increased productivity N 47%
Culture alignment [N 44%
Employee engagement [N 21%
Increased attraction of key talent [N 23%

Peanle Metrics

Figure 7 Key metrics used to measure deal success
Source: Aon Hewitt (2011)

3.2 Key Milestones in M&A Life Cycle Impacting the Success
of M&A from HR Perspective

The success of a M&A deal hinges on a series of key milestones within the M&A
lifecycle, with each stage significantly impacting the outcome from a HR perspective.
The due diligence phase lays the foundation, where HR plays a pivotal role in assessing
cultural compatibility, workforce capabilities, and potential integration challenges on the
HR program transition and integration. Besides red flags on compliance and cost issues,
HR due diligence during pre deal phase addresses more on talent, HR operation and
integration risks to prepare for the post deal planning and execution. The immediate post
deal phase requires efficient communication to address employee concerns, talent
retention, and continuation on compensation, benefits and HR policies and system to
ensure legal compliance, no disruption on HR operations and talent retention.

During the pre-deal phase, HR assists in conducting due diligence by analyzing the
workforce of the acquired business. This involves assessing the skills, capabilities, and
organizational culture of the acquired business to identify potential alignment issues and
areas of synergy. HR’s expertise in evaluating compensation structures, employee
benefits, and employment contracts helps the acquiring company to make informed
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decisions regarding the valuation and negotiation of the deal. Moreover, HR can identify
potential talent gaps and staffing needs that need to be addressed post-acquisition, as well
as high level integration planning.

Once the deal is announced, HR plays a pivotal role in developing the initial
integration strategy in the implementation planning phase followed by the due diligence
phase. HR professionals collaborate with the leadership team to determine the high level
approach for HR transition, organizational structure, and to prepare for day 1 employee
communication. During this period, in scope employees are often emotionally affected
and are distracted from their jobs. Moreover, some employees might start researching for
external job opportunities due to job uncertainty and potential impact on their future
managers, rewards packages, working locations, reward package, and beyond. All the
shocks and unknown may lead to disruption to the business operations, impact on quality
of products and services, and even the negative impact to company publicity, especially
during heavy social media use era. By addressing concerns about job security, changes in
roles, and high-level concerns from the in scope employees, HR helps manage employee
anxieties, reduce resistance to the changes, and accept the transfer by the in scope
employees. HR’s involvement in crafting a clear communication plan ensures that
employees are informed about the progress of the M&A, the changes to their working
terms and conditions, and are aware of the company’s vision for the future.

The integration phase begins when the deal is closed, and HR’s contributions
become particularly pronounced. HR guides the integration process by identifying
redundancies, mapping out reporting structures, managing the transition of employees in
the new structure, assessing and executing the compensation and benefits harmonization,
integrating HR systems and programs. Retaining key talent is another critical aspect, and
HR implements strategies to ensure that valuable employees are motivated to stay and
contribute to the future success. HR professionals facilitate cross-functional collaboration,
helping employees from different backgrounds work together effectively. Another crucial
aspect requiring long term efforts is culture integration where HR plays a central role in
creating a unified corporate culture that respects the strengths of both businesses. In this
phase HR integration strategy continues to refine with consideration of business strategy,
operation integration progress, financial affordability, workforce dynamics and
organization readiness.
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3.3 Impacts of Post Merger Integration to M&A Deal from
HR Perspective

Both academics and practitioners stress the crucial role played by post merger
integration in the success of M&A (Zollo 2008). Financial evaluation, compliance risk
assessment and operational risk valuation are the main focuses before deal is closed. Once
the deal is closed, M&A efforts shift to integration which aims for effectively and
collaboratively work together between two businesses. According to most studies,
between 70 and 90 percent of acquisitions fail. Most explanations for this depressing
number emphasize problems with integrating the two parties involved (Graham 2020).
The post merger integration directly influences the realization of synergies, operational
efficiency, and overall success. The effectiveness of integrating two distinct businesses
into a cohesive whole determines the extent to which financial goals are met, operational
processes harmonized, and customer experiences maintained. Proper integration ensures
the optimization of resources, elimination of redundancies, and alignment of cultures,
thereby enabling the new business to capture market opportunities and solidify its
competitive stance.

The key player to drive collaboration between two businesses are people, the key
assets of an organization. Employees who strive for success of a company expect to
receive their pay checks on time to pay their bills, to be able to bring their dependents for
medical treatment under company healthcare coverage, to take business actions per
leadership team’s clear decision and vision, to be able to work in a harmony and
collaborative work environment in a daily basis, and to foresee their career progressing
positively where they work for. A poorly executed HR integration can cause employee’s
dissatisfaction and disengagement, decreased morale, poor productivity, lack of solidarity
and can lead to compliance issues, disruptions in operations, loss of customers and even
a failure to achieve the strategic objectives that motivated the merger or acquisition in the
first place. The effective alignment of HR practices, policies, culture, organization and
communication strategies becomes paramount to minimize resistance, facilitate a smooth
transition, and foster a positive work environment. As depicted in Figure 7 of the Aon
Hewitt 2011 Culture Integration in M&A survey (Aon Hewitt 2011), people metrics
emerge as crucial factors influencing the success or failure of a deal. If managed adeptly,
post merger integration can lead to the successful blending of diverse workforces and the
realization of synergies through optimized staffing and resource allocation. Therefore, the
manner in which HR navigates the integration process significantly impacts the overall
success and sustainability of the M&A deal.
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Chapter 4 Proposed Post Merger Integration

Framework from HR Perspective

In the dynamic landscape of post merger integration, where successful
consolidation of diverse organizational elements is pivotal, a comprehensive and strategic
HR framework emerges as the cornerstone for achieving seamless transition and long-
term value creation. Recognizing the profound influence of human resources on the
success of M&A deals, this proposed framework encapsulates a holistic approach that
encompasses cultural alignment, talent retention, communication strategies, and
organizational structure optimization. By strategically orchestrating these components,
organizations can navigate the intricacies of post merger integration with precision,
ensuring not only the harmonious integration of personnel and organization, but also the
realization of synergies that propel the merged entity towards sustained growth and
enhanced performance. The followings are the proposed PMI framework from HR
perspective. The author has compiled this chapter, drawing upon her practical project
experience, distinctive perspective, and complemented by pertinent supporting data and
study.

4.1 Defining HR Objectives and Key Roles in Overall Post

Merger Integration

M&A are complex processes that involve a wide range of stakeholders, including
shareholders, customers, suppliers, and employees. One of the critical success factors in
any merger or acquisition is the effective integration of HR systems, policies, and
practices. HR plays a significant role especially post merger integration, as HR areas
affect employees’ me-issue that impacts greatly on employee’s morale and will affect
business performance. Some of the key questions employees would ask include: “will 1

29 ¢¢

get a new manager ,

29 ¢¢

will my compensation change”, “will there be any redundancy”,
etc. HR needs to be able to answer all the HR related questions to prepare the employees
for their new journey and to ensure a smooth transition and alignment of the workforce,
culture, policy and procedures as the primary objectives.

To address smooth transition from HR perspective, key HR roles in post merger
integration covers the key areas as follows:
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4.1.1 Facilitation for Employees Transfer and Employment

In stock deals in-scope employees remain in the same organization with no change
on the employment. However, in certain deals, the individuals being transferred may be
separated from the seller, and the buyer may not have an existing legal entity prepared to
directly employ the in-scope employees in some jurisdiction. HR must devise a strategy
to ensure that these in-scope employees can either be employed by the buyer’s own entity
or through a third party agency under acceptable employment terms and conditions.

4.1.2 Fulfillment of the Sales and Purchase Agreement and Legal

Requirement

Typically, employment matters requirements are covered either within the sales and
purchase agreement or through a separate employee matters agreement. One of HR’s
responsibilities is to guarantee that necessary employment terms align with the
specifications outlined in the sales and purchase agreement, with particular attention to
the specified duration. It commonly covers compensation and benefits, as well as
severance package under no less favorable terms during a certain period, usually 12 to 24
months.

4.1.3 Transition Services Agreement Continuation and Exit

In cases where an acquisition encompasses the acquisition of a specific division or
segment of the business, it’s common to establish a transition services agreement (TSA)
between the seller and the buyer. Within this TSA, the seller provides essential HR
services, particularly focusing on HR systems and operations, to the buyer. This
arrangement aims to prevent any disruptions in HR operations, ensuring the seamless
execution of tasks like payroll processing, the continuation of medical benefits, and
employee access to HR technology and systems. HR plays a pivotal role in facilitating
coordination and collaboration with the seller’s TSA team to define the critical milestones
and processes required during this transitional period.

4.1.4 Talent Retention

One of the foremost challenges encountered in any merger or acquisition revolves
around the retention of top talent. Throughout the integration process, employees might
experience uncertainty regarding their roles within the company, which can prompt them
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to explore alternative job prospects. HR assumes a vital role in talent retention by
identifying valuable talents and formulating a retention strategy. This strategy
encompasses communication about the deal, fostering employee engagement, and
implementing rewarding and recognition initiatives.

4.1.5 Employee Engagement

HR must engage employees in the integration process by involving them in
decision-making, soliciting feedback, and providing opportunities for employee
involvement. This can include focus groups, town hall meetings, and surveys.

4.1.6 Change Management and Communication

HR needs to ensure communication regarding merger or acquisition process to all
employees, including the reasons for the merger, the expected timeline, and the potential
impact on employees. The communication should be transparent, honest, and timely.

4.1.7 HR Program Harmonization

HR must develop rewards and recognition programs that align with the new
company’s culture and values. These programs can include bonuses, promotions, and
other incentives that encourage employees to stay with the company. The merging
companies may have different structures, reporting lines, and decision-making processes,
which can create confusion and conflict. HR plays a important role in organizational
alignment by revisiting organizational structure. HR must ensure that the company’s
leadership is aligned with the new culture and values through during business integration.
This can include training and development programs for leaders to ensure that they
understand the new culture, operational and can effectively communicate it to their teams.
Culture integration is a critical success factor in post merger integration. The merging
companies may have different cultures, values, and ways of doing things, which can
create tension and conflict. HR plays a critical role in culture integration by developing a
culture integration strategy that includes communication, employee engagement, and
leadership alignment.
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4.2 Establishing HR Post Merger Integration Guiding
Principles and Strategy

Prior to initiating any integration planning and actions, it is imperative to establish
guiding principles for HR integration, followed by the development of a comprehensive
strategy. These guiding principles serve as foundational directives to steer integration
decisions and activities, functioning as a steadfast “True North” during the formulation
of the integration plan and timeline. The overarching HR integration guiding principles
may be influenced by any non-negotiables set by the acquiring company, if applicable,
and the stipulations outlined in the sales and purchase agreement. In addition to these
overarching principles, each individual HR workstream is likely to have its own set of
guiding principles.

During post merger integration, two key principles that HR needs to always keep
in mind and clarify before doing any integration planning are sales and purchase
agreement, and transition service agreement.

e Sales and purchase agreement ors employment matters agreement: compensation,
benefits and total rewards very often is included in the sales and purchase
agreement or the employment matters agreement to be no less favorable in
aggregate to employees compared to former entitlement at the acquired company
for certain period of time, such as 12 months or 18 months immediately post day
1. During this period, compensation, benefits or total rewards can only be adjusted
with no worse off in aggregate approach if considering integration with the
acquired company. Severance pay is also another often seen item in the sales and
purchase agreement with no less favorable requirement within a certain period of
time to prevent massive redundancy shortly after day 1.

e Transition service agreement: in the situation of acquiring a business from carve-
out of the acquired company, it’s often seen that a transition service agreement is
arranged in place for 12 months until the acquiring company stands up its own
operations. If the transition services agreement is signed, areas under transition
services agreement would be operated independently with no integration during
the services period. HR then should use this time to perform necessary study,
assessment and design to be prepared for stand-up.

Sample practices of overall HR integration guiding principles and workstream
guiding principles are summarized in Table 1. Each deal may have different
considerations that may require the adjustment of guiding principles to fit the
circumstances.

23
doi:10.6342/NTU202400186



Table 1 HR integration guiding principles

Topic Sample Practice ]
HR integration guiding principles — overall

e Comply with the requirement in employment matters agreement, sales and
purchase agreement, and local labor laws
Leverage transition services agreement
No mass reduction in force in certain period of time
Treat people fairly
Align with market practice
Leverage the acquired business’ existing vendors, providers, partners as much as
possible for the first year
e Maintain cost level, and avoid cost increase
e Adopt the acquiring company’s approval matrix
e Minimum utilization of professional employment organization
HR integration guiding principles — by sub-workstream
o Reflect values and direction of the acquiring company
o |dentify qualified talent, wherever they are, and staff the new
Organization organization with the best
alignmentand | e Ensure appropriate diverse workforce
talent selection | ¢ Apply process with speed, decisiveness and simplicity
Communicate the process and outcome as quickly and efficiently
as possible
e Align with the acquiring company’s salary range to ensure
internal equity no later than 2" year after Day 1
Compensation | e Leverage job architecture of the acquiring company
and benefits | e Align merit increase cycle of the acquiring company
e Develop a comparable program that supports the combined
business
o First payroll must be complete and accurate
e Medical coverage starts from Day 1 for all employees
HR operations | e All employees who are impacted by a job loss will be treated
and data with respect
management | e Leverage the acquiring company’s HR technology system as
early as possible
e Qutsource payroll in all countries as early as possible
e Minimize disruption by providing timely information across
all employees and stakeholder groups
e With each communication, highlight the employee value

macr:wgagr?]eent proposition for the impacted populations
a?]d e Communicate consistent messages about the integration;

ensure the employee communication plan is aligned with
broader company messages regarding the deal
o Foster engagement and a positive employee experience by
communicating with candor, speed, and clarity
Source: Compiled by the author

communication
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Next step followed by HR integration guiding principles set-up is HR integration
strategy. HR integration strategy needs to consider business integration strategy per
Figure 6 and people driver of the deal. People issues directly affect realization of the
strategic value of the deal. Before setting the HR integration strategy, it is critical to
confirm the business deal value drivers and future business strategy. Different future
business strategy will lead to different HR integration strategy and different priorities. If
cross-selling is one of the business strategy going forward, integrated compensation
scheme to all employees is must to avoid pay inequity. If business stand-along is the
ongoing business strategy, separate compensation and benefits program can still continue
with no integration. Common expected deal outcomes, business strategy and people-
related drivers of success of failure of a deal is listed in Figure 8 below.

Expected deal Future business strategy People-related d_rivers
outcomes of success or failure
2 3
Drive growth Pension and retirement plans
New products/services Health and welfare benefits
Cross-sell Compensation

Organizational design

Expand customer base and leadership

Geographic expansion Talent management and
workforce architecture

Increase value

. veran nd retention
Managing costs Severance and retentio

Sales force structure

Optimize costs and compensation

Improve processes HR operations and

Enhance buying power Culture

Communications and change
management

Reduce headcount

Figure 8 Business strategy and people related drivers of success of failure
Source: Willis Towers Watson intellectual capital
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4.3 Appointing a HR Integration Project Manager to Perform

Seamless Project Management

For every transaction, the day-to-day operational matters for a corporate transaction
can be cumbersome and will need to be managed by a delegated project manager from
the Project Management Office, where HR is one of the key function, see illustration in
Figure 9 below.

Project Management Office (PMO)/Integration Management Office (IMO)
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£ Corporate Business/Products  Business/Product  Business/Product
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HR Change
Organization Talent Employee and Job Benefits and || operations |§ Culture || management
alignment and || retention |{labor relationsf| architecture |jworking terms|| and data and
management communicatio

Figure 9 Merger integration project management illustration
Source: Willis Towers Watson intellectual capital

A capable HR integration project manager will drive the integration in ensuring the
successful implementation of an integrated HR system. This individual will play a pivotal
role in overseeing the entire integration process, bridging the gap between various
functions and stakeholders, and aligning business objectives with the overall M&A goals.
The appointed project manager should possess a strong background in HR operations,
project management, company operations and IT systems to effectively navigate the
complexities of assessing and harmonizing different HR systems and processes
seamlessly. Moreover, excellent communication and leadership skills are essential, as
they will be responsible for coordinating cross-functional teams, managing timelines, and
resolving any challenges that may arise during the integration journey. With the right HR
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integration project manager, the organization can streamline HR workflows, enhance data
accuracy, and ultimately elevate overall efficiency, leading to a more engaged and
empowered workforce. If a company doesn’t have too much acquisition experience in the
past, the active HR personnel usually takes up the role in managing HR workstream on
top of their daily jobs. For companies with more prior acquisition in the past, a full time
merger and acquisition HR personnel or team may exist and plan the role of HR M&A
project manager.

Once the HR project manager is decided, the project manager will be responsible
for establishing and implementing HR integration project plan. Project management
during a merger or an acquisition is more than just implementing the HR integration
project plan on time. It is about implementing while managing the deal impacts on people
and engaging them along the journey. It also includes support throughout the
implementation, from establishing the right governance and processes, mobilizing HR
teams with plans and stakeholder engagement, and driving and progressing activities to
ensure an on time, to budget, and successful integration. Key activities of the HR Project
Management workstream are summarized by three stages of 1) HR program management
set-up, 2) HR workstream planning, 3) HR program management oversight, with details
listed below.

4.3.1 HR Project Management Office Set-up

The HR Project Management Office led by HR project manager, plays a pivotal
role in establishing the cadence and governance for the initial setup stage of HR project
management/integration activities. This is crucial for upholding order and transparency
throughout the entire transaction process. The standard governance process involves a
weekly meeting schedule, regular updates on project status, and the timely updating of
trackers for risks, issues, and decisions. Additionally, an escalation process is in place to
address any pertinent matters efficiently.

Every corporate transaction, irrespective of its scale, should adopt a formal team
structure. The size and composition of this team will be contingent upon the timing and
complexity of the integration. In the context of M&A projects, the entire HR team should
be mobilized to provide comprehensive support for HR integration, extending from
headquarters to local offices. Typically, the HR project management team will include
diverse HR subject matter experts, each with prior experience in managing transactions
within their respective functions. Team members are designated based on the critical
workstreams essential for achieving each transaction milestone date. The HR PMO
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structure serves as the support framework for all HR workstreams. Detailed information
on the key HR workstreams for post-merger integration can be found in section 4.4.

4.3.2 HR Project Management Planning

This stage involves thorough analysis HR project requirements and defining clear
project scope and goals. The HR project manager collaborates with HR professionals and
other relevant departments to develop a comprehensive integration project plan, project
charter, roles and responsibilities, and communication channels to ensure effective
teamwork and coordination. Additionally, the planning phase includes risk assessment
and mitigation strategies, integration cost estimate, setting realistic milestones to monitor
progress throughout the project’s lifecycle and definition and tracking synergies and. HR
project manager is also accountable to clarify the requirement under sales and purchase
agreement, as well as scope of transition service agreement (TSA) in order to build the
integration planning accordingly. By laying a solid foundation during the planning phase,
HR projects can be executed with efficiency, transparency, and alignment with
organizational objectives, ultimately fostering a positive impact on the workforce and the
overall success of the company.

4.3.3 HR Project Management Oversight

This phase is crucial to guarantee the seamless execution of the integration plan,
aiming to minimize disruptions. Given the inherent uncertainties associated with
corporate transactions, the established governance model offers essential stability and
predictability for the various workstreams. Maintaining the weekly rhythm is critical, as
any breakdowns can adversely impact meeting key milestones; therefore, adjustments to
the weekly rhythm should be kept to a minimum. Within the governance framework, the
HR PMO conducts regular individual meetings with each workstream to verify the
completion of milestones and deliverables against the plan, and appropriately escalates
any identified risks. Acting as the driving force, the HR PMO sets the pace, addresses
risks, engages and coaches stakeholders, and establishes a positive tone for the team and
employee experience. Success is gauged not only by meeting deadlines but also by the
coordinated and cohesive nature of the overall effort. Regular team meetings may unveil
open risks, issues, and necessary decisions, as well as action items, which will be
diligently tracked. Cross-workstream topics, if left unaddressed, may linger, underscoring
the significance of the HR project manager’s role in escalating issues within the
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prescribed PMO governance structure for the transaction. In the context of M&A, both
sides of the transaction rely on HR to exemplify a change management framework and
lead by example. Infusing the HR program management approach with change
management principles is considered a best practice to achieve both employee readiness
and overarching business objectives. The HR PMO collaborates closely with each team
to ensure the effective implementation of change management strategies.

4.4 Developing the HR Post Merger Integration Structure per

HR Workstream Structure

HR departments play a critical role in various aspects of the employee lifecycle and
contribute to the overall strategic objectives of the organization, especially during
business integration. HR post merger integration covers not only the regular business-as-
usual areas, but also specific workstream which plays critical role during the integration.
A robust HR workstream structure is essential for successful post merger integration
based on all concerned HR workstreams during a deal. The structure encompasses various
strategic elements to ensure a seamless transition of human resources during and after the
merger or acquisition. The HR post merger integration starts with early high level
planning during due diligence stage according to the identified risks and opportunities
related to talent, culture, and HR practices. It involves forming a HR project management
office and integration management office led by experienced project manager who is
equipped to oversee the process, monitor the timeline, coordinate across functions,
identify issues and propose mitigation solutions. Establishing a dedicated HR integration
team, comprising subject matters experts is crucial to lead the integration efforts for all
the HR aspects that are in need of attention due to the merger or acquisition. The proposed
HR post merger integration framework is structured to tackle all key areas in HR with
special focus on integration due to M&A in Table 2. High level overview of each HR
integration workstream is summarized in subsection below.

Table 2 The proposed HR post merger integration workstream structure

Organization alignment

and talent selection Talent retention

HR Project Management

Employees and labor Job architecture and Benefits and working
relations compensation terms and conditions
HR operations and data Culture Change management and
management communication
Source: Compiled by the author
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4.4.1 HR Project Management

During the acquisition, a project management office, integration management
office or separation management office, depending on the deal types, is set up to oversee
and manage the entire project across all the functions to ensure timely delivery and
mitigate risks. HR function is part of the overall project management office. HR Project
Management is critical to successful integration, capturing synergies and maintaining
business continuity. The main objective of the workstream is to develop and execute an
integration strategy and plan for the future-state HR processes, programs, and systems
that support transaction goals. It is critical that the decisions made during due diligence
are understood, recognized and carried over to the post merger integration phase.

Effective project management in the context of a merger or acquisition extends
beyond the timely implementation of the HR integration project plan. It encompasses the
intricate task of navigating the impacts of the deal on individuals, encompassing both the
workforce of the acquired company and the acquiring company. Central to this approach
is the engagement of employees throughout the entire journey. This holistic perspective
involves providing support across the implementation spectrum from establishing apt
governance structures and processes, mobilizing HR teams with comprehensive plans and
stakeholder engagement strategies, to driving and advancing activities, ensuring the
integration is executed on time, within budget, and achieves success. Specifically, project
managers play a critical role in facilitating a smooth hand-off from the HR Due Diligence
Team, comprehending the terms and conditions outlined in the Sale and Purchase
Agreement, and understanding the overarching timeline to closure, along with the
identification of key milestone dates.

4.4.2 Organization Alignment and Talent Selection

The pivotal factor in achieving a successful integration that translates into deal
value is the development and execution of an apt organizational alignment strategy. The
chosen approach for organization alignment is contingent upon various factors such as
the integration strategy, value drivers, and regulatory implications. Broadly categorized,
high-level integration strategies comprise:

e Limited integration: the acquired company is designed to operate independently,
maintaining a degree of autonomy within the overarching structure.
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e Dominant player absorption: the acquired company is fully absorbed into the
organizational structure of the acquiring company, becoming an integral part of
the existing framework.

e Best of both or transformational: creation of a new organization arising from the
acquisition, blending the strengths and best practices of both entities to bring
about a transformative change.

The structure shown in Figure 10 provides a simplified overview of the organization
alignment and talent selection process post initial stage, starting from defining
organization, followed by positions review, and then talent assessment.

Define Organization and Talent
Requirements Identify Excess Positions

— e Transition activities
— — — — e Redeployment

e  Separation

N
Review Jobs and Define Job Requirement
. Roles and responsibilities
o Performance requirement
D

Inventory and Assess Talent
Identify candidate pool ~ ®  Required

Job/function knowledge qualifications/

Relevant credentials

skills/experience o Competencies

| | | Hiring and Separation
OlTECEEILE g SR R B (e » Decisions Complete

Figure 10 Organization alignment and talent selection
Source: Willis Towers Watson, intellectual capital

Numerous early milestone activities involve the validation of similarities and
differences within existing organizational structures. The acquired company’s operating
model and agreed upon design principles set the parameters for crafting a detailed
organization. The organization integration strategy may articulate its objectives across
different stages. Often, it commences with a short-term organization alignment strategy
during the initial transaction stage when stability is still being established. The primary
goal of organization alignment in this phase is to ensure stabilization and enable ongoing
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business operations, minimizing disruptions. In-scope employees are typically offered
positions in the new business with limited or selective redundancies. HR and managers
invest additional time in understanding talent, assessing competencies, and making
informed decisions regarding talent arrangement.

During this initial stage, especially in cross-border deals, a preference for limited
integration is observed due to cultural gaps and a lack of comprehensive understanding
of HR programs and talent. Talent selection at this juncture usually applies primarily to
executive level and key positions. Implementing too many changes early on in the
organization and leadership team may lead to in-scope employees harboring distrust,
thereby posing risks to talent retention and employee engagement. Hence, a measured
and strategic approach to organization alignment becomes paramount during the initial
stages of integration.

The process for job review and definition is followed by organization design for
that level is complete. High level job review include unaffected positions, eliminated
positions, affected positions and new positions during the assessment of organization
alignment as shown in Table 3. Job requirements are determined to cover job description,
know-how requirement, qualification requirement, and performance expectation.
Without clear definition and assessment of the jobs, it may cause resource allocation issue,
task allocation issues, management issue and even pay quality and allocation issue.

Table 3 Post merger integration positions review categories and description

Positions Description

e Position is unchanged and will continue to exist in the new
Unaffected organization
positions e There is a single incumbent
e Incumbent is qualified and will remain in the position
e EXxisting position is transitional or no longer required in the new
Eliminated organization
positions e Current incumbent may become a candidate for redeployment to
another role or exit the organization
Existing position will continue in the new organization
Position has multiple incumbents and fewer positions exist
Candidates are typically current incumbents
New position has been created or existing position has been
substantially changed
Candidate pool must be identified
e Candidates may include “near incumbents” or top talent
Source: Willis Towers Watson, intellectual capital

Affected
positions

New positions
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Most complex selection initiatives follow a wave-based approach that parses the
population into categories of employees based on the reporting levels from the top line
officers as shown in Figure 11. Upon completion of all organization alignment and talent
selection activities for the top wave, the process is extended to the following categories.
This approach allows for the organization design and selection activities to be driven by
the requirements and objectives of each level and allows time to validate the process and
communicate the outcomes to relevant stakeholders. Alternatively, the organization
alignment and talent selection activities of a particular business unit or function may be
less complex, enabling the process to be accelerated and the full organization design
rolled out at once.

o ~~° Top Line Officers

1 - --o Wave 1 — Direct Reports to Top Line Officers

-— - Wave 2 — Manager Levels or Specific Functions

Figure 11 Post merger integration talent selection wave based approach
Source: Blac, Jeff and Murphy, Kristin (2015)

Along the way of the deal, a mid-to-long-term organization alignment strategy with
talent strategy shall be developed based on assessment of organization effectiveness,
employee population fit, employee competencies fit for the future company, and
productivity of the team.

4.4.3 Talent Retention

Talent retention is a critical aspect of a successful M&A process. When two
companies come together, they bring with them a pool of talented and experienced
employees who are instrumental to the organizations’ success. By retaining these key
individuals during the M&A, companies can ensure the preservation of institutional
knowledge, maintain business continuity, and protect valuable intellectual property.
Additionally, talent retention helps reduce recruitment and onboarding costs, as well as
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minimizes the risk of losing essential customer relationships. Retained employees also
play a significant role in accelerating post merger integration by facilitating the alignment
of systems, policies, and cultures. Furthermore, keeping skilled and engaged employees
fosters a positive work environment, boosts morale, and sustains a culture of innovation
and creativity within the newly merged entity.

Talent retention program for post merger integration is often designed by providing
monetary reward embedded with retention period mechanism to the identified talent.
According to 2020 WTW M&A Retention Survey (Willis Towers Watson 2020), it is
found that:

e The median retention funding pool was about 1% to 2% of the total purchase
price

e The top 5 factors in setting the retention pool are:

o Need certain employees to transition core responsibilities (86%)

o Acquisition of new/critical skills the buyer doesn’t have (75%)

o Management and/or the other employees received significant deal proceeds
or accelerated equity (61%)

o Entering new geography or market - need the seller’s local expertise (60%)

o Management and/or employees had significant unvested equity of deferred
payment (48%)

e Possession of key skills and/or critical market/industry knowledge in the context
of the transaction is on the top of the list in determining employees eligibility for
retention agreements.

e [t’s common to have leadership signed the retention agreements before or at deal
signing (52%). However, for other employees, it would be more after deal
signing (57%), or even after deal close (33%%)

e Retention bonus is generally awarded in cash format for both senior leadership
and other employees (>80%), but leadership might receive stock options of
shares also in some cases (44%).

e A percentage of base pay is the common design for the retention bonus to both
senior leadership and other employees. One third provides retention bonus in a
form of a fixed amount.

e Retention periods are typically at least one year after close for senior leadership
with one-third at least three years; periods are somewhat shorter for other
employees, with one-third for one year.
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e Retention bonus is generally awarded based on time-based requirement, rather
than performance metrics.

e Retention value is widespread in terms of percentage of annual base pay from
10% to more than 200%, see summary Figure 12 below.

Senior leadership
= Other employees
21%
18% 19%

14%

8%
. 7%
5% 5% S
2% 2% 2%

s i i

Less than 10%  10% to 20% 21% to 30% 31% to 40% 41% to 60% 61%to80% 81%to120% 121%to 160% 161% to 240% Over 240%

Figure 12 Analysis of total retention value and annualize retention value
Source: Borghello, Massimo, Kuk, Kenneth, Langerak, Bave, Mercereau, Jana (2021)

e Common annualized retention value as percentage of annual based pay varies
by senior leadership and other employees, from 10% to more than 200%, see
summary in Figure 13 below.

- 28% m Senior Leadership

25%

2% Other Employees

15%
12%

0
0% 10%
7%
% 5% 5% 5%
3% 3% 3%
I 2% I 1%
[] N N

Less than 10%  10% to 20% 21% to 30% 31% to 40% 41% to 60% 61%to80% 81%to120% 121%to 160% 161% to 240% Over 240%

Figure 13 Annualized retention bonus value
Source: Willis Towers Watson (2020)

CIliff vesting is the common basis for retention award vesting, and one-forth takes
approach of evenly prorated across the retention period.

e Other than deal retention bonus, some other financial instruments are provided
for talent retention, including increases in base pay, division specific incentives,
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guaranteed payment of regular bonus, enhanced severance pay, and other
method.

e Besides monetary retention award, companies use nhonmonetary retention tactics
for talent retention, including:
o Personal outreach by leaders and managers
o Participation in integration efforts
o Making connection for them to expand professional networks
o Enhanced career opportunities/promotion

e Around two-third believes more than 80% of talents will stay till end of
retention period

e Cultural misalignment is the most commonly cited reason for employees leaving
before the end of the desired retention period, followed by disagreement with
company’s focus or direction, dislike the new roles and aggressively recruited by
competitors.

Corporate executives understand that people are crucial in M&A, and the
companies that invest more time and resources on people early in the deal life cycle tend
to reap the rewards. Successful M&A organizations have reported significant success at
retaining key talent achieving levels more than twice as high as their counterparts (88%
versus 34%) (PwC 2023). Successful M&A organization achieved superior retention
outcomes through specific strategies, including (PwC 2023):

e Equity-based retention payments (81% for successful M&A Organization versus
41% for others)

e Cash-retention payments (75% versus 55%)
e Non-financial retention incentives (81% versus 34%)
Overall, talent retention serves as a crucial factor in maximizing the benefits of an

M&A, driving the company’s growth, and achieving long-term success in a competitive
market landscape.

4.4.4 Employee and Labor Relations

When there is union, collective bargaining agreement, or work council existed in
the acquired company, it adds complexity, extra efforts and challenges to make any
integrations changes to employees’ working terms and conditions, especially in European
countries where work councils are very common. While preparing the integration strategy
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and plan, negotiation or consultation with unions or work councils can not be addressed
less as it would be mandatory in certain jurisdictions, or it may cause negative employee
feedbacks or actions if not handling properly. Failing to follow work council or union
requirements during a merger and acquisition can have serious consequences, both legally
and operationally. Work councils are employee representative bodies that have specific
rights and responsibilities. Ignoring or neglecting these requirements can lead to legal
consequences, delay in M&A process, employee discontent and resistance, increased
employee turnover, loss of employee trust and engagement, regulatory scrutiny, cultural
challenges and even negative public perception. To avoid these negative consequences,
it is essential for companies to plan ahead and proactively involve employee
representative group early in the process. Communication, transparency, and cooperation
with employee representatives can contribute to a smoother and more successful
integration, ultimately benefiting the company and its workforce.

4.4.5 Job Architecture and Compensation

The key objectives of job architecture and compensation workstream is to identify
integration risks, challenges, impact, including cost, and develop integration and
mitigation plans to address job architecture and compensation plans and ensure
comparable compensation provided according to sale and purchase agreement
comparability clauses, legal requirements and collective bargaining agreement
requirements. The job architecture and compensation concerned during post merger
integration is suggested to cover all the items in Table 4 below.

Table 4 Job architecture and compensation items

Category Items

Career ladder, leveling and grading

Title system

Base pay, guaranteed pay, overtime pay, allowances
Short-term incentive (STI) plans, bonus plans, commission
Compensation  plans, sales incentives

Long-term incentive (LTI) plans

One time bonus plan

Pay differential by employee types (e.g., night shift bonus, on-
call pay, etc.)

Pay cycles (e.g., monthly, bi-weekly, weekly)

Job architecture

Compensation

management —
Recognition programs
Deferred compensation plan
Executive Executive compensation plans

Source: Compiled by the author
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4.4.6 Benefits and Working Terms and Conditions

Benefits is one of key item covered in HR due diligence phase so HR team of the
acquired company may have a high level view on the provisions of the acquired business’
benefits program in each locations. Once moving into integration planning stage, a
thorough understanding of all the details in all the locations should be conducted through
further data collection and verification to prepare for strategy development and
implementation planning post day 1. A side by side analysis between the acquired
company’s benefits program vs. the acquiring company’s benefits program shall follow
after completing data collection and verification. Benefits included in the review scope
should cover all the items, and common items are listed in Table 5.

Table 5 Common benefits items list

Category Items

Working terms  Working hours, flexible work arrangement, public holiday, shift
and conditions  arrangement, office locations, etc.
Healthcare program, including medical, dental, visions,
Health and prescription drug

wellness Medical check-up, employee assistance program, wellness
program
Life, accidental disability and dismemberment, short term
disability, long term disability, total permanent disability
Defined benefits plan, including, cash balance plan, pension
allowance,
Defined contributions plan, including savings plan, provident

Risk benefits

End of service

benefits .
fund, supplemental pension plan
Severance plan
I Annual leave, sick leave, maternity leave, paternity leave,
Paid time off Y P Y
. bereavement leave, parental leave
unpaid leave

Casual leave, personal leave, leave of absence
Employee loan, company car, meal benefit, mobile phone,
Perquisites transportation benefit, housing benefits, long service awards,
company discount, festival cash, Christmas gifts
Expatriate Mobility program
Healthcare program, including medical, dental, visions,
Retiree benefits  prescription drug
Life, disability, and accident insurance
Source: Compiled by the author
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4.4.7 HR Operations and Data Management

The HR operations workstream aims to achieve the objective of evaluating the HR
delivery model of the acquired company. This involves assessing the necessity and
feasibility of integrating HR operations infrastructure while ensuring the continuity of
day-to-day operational needs with minimal disruption. HR operations integration is a
prolonged process, spanning several years, requiring collaboration with the IT function
for co-evaluating and reviewing human capital management systems. Additionally,
external vendors are engaged for customization and configuration purposes.

A critical aspect of this workstream is data management, which involves collecting
in-scope employee data essential for onboarding acquired company employees into the
acquiring company’s HR systems. This meticulous process ensures a seamless transition,
preventing disruptions in benefits continuation, payroll processing, employee
notifications, compliance with statutory requirements, and addressing employee queries
pertaining to historical HR records in the acquired company. In-scope employees
encompass not only the official employees hired directly by the acquired company's legal
entities but also those employed through third-party agencies, including professional
employment organizations, and contingent workers. This comprehensive approach
ensures a thorough and inclusive integration of HR operations.

The common HR operations integration workstream often includes the following
areas and items in Table 6 and the common data management items are included in the
Table 7 below.
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Table 6 List of common HR Operations integration items

Category HR Operation integration items

Talent acquisition system
Hiring and Recruiters
onboarding Job board aggregator
Background check provider
HRIS
Payroll
Time and attendance
Daily Employee benefits providers and brokers
operations Pension administrator, actuary, investment advisor, counsel,
Compensation and benefits market data provider
Benefits enroliment and service desk
Payroll provider
Learning and development system
Performance management system
External training provider
Off-boarding, absence management
Separation Exit interview provider
Outplacement training provider

Learning and
development

Source: Compiled by the author

Table 7 List of common HR data management integration items
Category Data management integration items

Employee ID, name, date of birth, date of hire, gender, work

Census data location, remote working status, home address, leave status

Entity name, cost center, title, job function, job family, people
manager, performance appraisal, fulltime equivalent %,
management level, number of direct reports by associates and
contingent workers

Career

Base pay, guaranteed pay, allowances, commissions, bonus
Compensation  target, bonus payout, sales incentive, one time bonus, currency,
grading, salary range,

Benefits enrollment record, leave accruals, record of leave

Benefits utilized

Source: Compiled by the author
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Incorporating HR operations personnel into the early stages of the integration
process is crucial to provide essential expertise and insights for determining the suitable
HR service delivery model. The endeavors of the HR operations team are directed
towards guaranteeing a seamless transition, ensuring that employees encounter no issues
concerning payroll or benefits due to the integration. Significantly, the first impression
acquired company employees have of the acquiring company often stems from their
experiences related to the delivery of payroll and benefits. Hence, the involvement of HR
operations personnel from the outset is instrumental in shaping a positive initial encounter
for employees during the integration.

4.4.8 Culture

Numerous outcomes resulting from unsuccessful culture integration directly
contribute to deal failure, see Figure 14. Despite the evident connection between culture
and deal success, many organizations neglect to monitor culture and other people-related
metrics as integral components of their overall transaction metrics. While 80% of
respondents in Aon Hewitt 2011 Culture Integration in M&A survey monitor formal
measures of deal success, a notably lower percentage, specifically 44%, track culture
alignment (Aon Hewitt 2011). Additionally, there is a lack of tracking for some other
crucial people-related metrics that the survey has highlighted as directly connected to
culture alignment. Considering the substantial impact of culture on the success of a deal,
it is evident that leaders cannot afford to overlook this aspect during any transaction.

Organization distraction & loss of productivity
Loss of key talent

Failure to achieve critical milestones or synergies
Decreased employee engagement

Delayed integration

Figure 14 Consequences of unsuccessful culture integration
Source: (Aon Hewitt 2011)
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Corporate culture stands as one of the most challenging concepts to pinpoint and
quantify, yet its significance cannot be overstated. It encapsulates “the way work gets
done”, representing the organizational DNA that underlies structures, systems, processes,
and actions supporting its strategy. Culture explicitly or implicitly delineates behaviors
and interactions among employees, customers, and stakeholders. In the effective
execution of strategic priorities, an organization must necessarily incorporate a cohesive
and purposeful corporate culture to cover:

e Agreement among leaders on what the priorities are,
e A culture that supports achieving them, and

e Alignment of strategic priorities of (1) human capital strategy, (2) employee
value proposition, and (3) employee total rewards

In the context of post-merger integration, cultural alignment becomes notably
intricate and time-consuming, primarily owing to differences in leadership teams and
human capital strategies within the acquired business. Divergent cultures, values, and
operational approaches in the acquired business can give rise to tensions and conflicts.
Gaining acceptance from the acquired business’s leadership team to embrace a new way
of operating and to share the same values can be particularly challenging, given the
emotional backdrop of being perceived as secondary citizens post-acquisition.

Proactively managing organizational culture during M&A activities emerges as a
pivotal success factor in optimizing both short and long-term deal value and overall
business performance, as depicted in Figure 15. Notably, unsuccessful cultural alignment
stands out as the most prevalent reason for deal failures. Throughout the deal lifecycle,
the assessment of cultural fit between the acquired company and the acquiring company
can be conducted in three distinct stages.

e In the early stages of a deal lifecycle, cultural assessments play a crucial role in
facilitating a "go/no-go decision" for the overall deal and anticipating potential
integration challenges.

e When formulating integration plans, cultural assessments prove valuable in
identifying specific areas that require heightened emphasis, particularly in support
of change management initiatives.

e Throughout the integration process, continuous cultural assessments are
instrumental in assisting leaders as they monitor progress, drive revenue synergies,
and mitigate disruptions to employee productivity and retention risks.
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Aligned organization Unaligned organization

Leadership Leadership

Business
Strategy

Human Employee
Capital Total EVP

Strategy Rewards

Business

Strategy

Improved business performance Diminished business performance

Figure 15 Organization culture alignment and business performance illustration
Source: Willis Towers Watson intellectual capital

Key objectives for culture integration workstream should cover understanding the
similarities and differences in the cultures from both companies through culture
assessment while being aware of sub-cultures across business units, geographies, or team,
driving consensus across senior leadership team regarding the key cultural attributes
needed to deliver deal value, clearly defining the culture for the future state, and message
delivered to employees about the changes that impacts the future state of culture.

4.4.9 Change Management and Communication

Mergers and acquisitions often introduce uncertainty, emotional strain, and a
decline in employee motivation. To mitigate these risks, it is imperative to devise a
comprehensive change management and communication plan. This plan should ensure
the delivery of clear, timely, and transparent information to all affected employees,
spanning from due diligence through Day 1 and beyond. Key actions tailored to different
phases are outlined Figure 16.
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Figure 16 Key actions of change managemenf and communication during M&A
Source: Willis Towers Watson intellectual capital

According to PwC 2023 M&A integration survey (PwC 2023), more companies
launched change management programs earlier in the deal life cycle, with 43% of
respondents kicking them off before due diligence, compared to only 23% in 2019. And
71% of respondents launched change management initiatives prior to signing. It is
important that the change management and communication plan covers all employees
within both the acquired company and the acquiring company to ensure they have a clear
and consistent understanding of the deal rationale, upcoming changes required to meet
the deal goals and objectives, and the role each employee plays in helping to achieve these
goals.

The majority of companies acknowledge that transactions can generate
considerable uncertainty for employees of both the acquiring and target companies. An
increasing number of companies are demonstrating a commitment to inclusive change
management initiatives that span the entire integration process (PwC 2023). A separate
team may drive activities as it relates to external communications such as Corporate
Communications. It is important to clarify the roles and responsibilities of each group
supporting the transaction. External and internal communication should be coordinated
and in sync with a consistent strategy. Certain communication milestones, such as Day 1
launch of a transaction, may involve significant collaboration between teams responsible
for external and internal communications. Also, while content may be developed by other
groups and meant for other stakeholders, the messaging must be consistent and certain
content may be leveraged for employee communication.
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4.5 Building HR Post Merger Integration Team and Defining
HR Responsibilities

HR plays a crucial role in post merger integration, as mishandling the process could
lead to issues such as delayed salary payments, discontinuation of medical benefits,
potential strikes by unions, talent attrition, compliance challenges, negative publicity, and
operational risks. Effectively managing these HR-related challenges is essential for
ensuring a smooth transition and maintaining employee engagement, which, in turn, can
enhance productivity.

The HR M&A lead holds the responsibility of mobilizing the HR M&A team. This
involves identifying internal subject matter areas that necessitate in-depth analysis and
work throughout the integration process. These subject matter areas are structured into an
HR integration framework, with designated workstream leads and team members
contributing to the overall effort. Ideally, these subject matter experts should possess
M&A experience or, at the very least, a profound understanding of the relevant areas
within the in-scope jurisdiction.

To address capability gaps within the internal HR function, the HR M&A lead
should assess the need for additional subject matter experts in specific areas. This may
involve seeking external partnerships or hiring additional personnel to support the
integration efforts, thereby preventing disruptions in HR operations and minimizing
negative impacts on employees. The effective management of HR issues not only ensures
operational continuity but also contributes to a positive employee experience during the
integration process.

The typical HR M&A workstream is structured per HR integration framework in
Chapter 4 Section 4.4. Once the HR M&A integration team is built, clear responsibilities
should be defined to ensure seamless transition and integration after Day 1 for each
workstream lead and workstream members. Key responsibilities by each HR work stream
Is summarized in Table 8.
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Table 8 Key roles and responsibilities by HR integration workstream

Workstream ‘ Key responsibilities

HR project
management

e Manage overall HR integration project plan, lead day to day
activities to ensure a successful workplan implementation

¢ |dentify HR risks, issues and required decision and coordination
among HR integration team

e |dentify subject matter experts and workstream
interdependencies to support the HR integration

Organization
alignment and
talent selection

e Set strategy to achieve organization alignment and talent
selection objective

e |dentify executive leadership team, and conduct talent selection
for the rest of organization

Talent
retention

e |dentify key talent by short term goal of transaction success and
business stabilization, and longer term goal of success

e Assess, design and implement the talent retention program with
considerations of criticality of talent, cost affordability,
compliance requirement, and local market

Employee and
labor relations

e Act as internal support regarding clarification of sales and
purchase agreement requirement, local labor laws, collective
bargaining agreement, work council negotiation requirement,
and internal policies

e Lead the notification and negotiation with employee
representative groups

Job
architecture
and
compensation

e Review, compare, analyze, design and implement the job
architecture and compensation harmonization plan with
considerations of legal compliance requirement, internal
equality, risks mitigation, financial impact, employee
experience, administration efforts, market competitiveness, and
external partner’s collaboration

Benefits and
working terms
and conditions

e Review, compare, analyze, propose and implement the benefits
harmonization plan with considerations of legal compliance
requirement, risks mitigation, financial impact, employee
experience and consent, administration efforts, market
competitiveness, and external partner’s collaboration

HR operations

e Coordinate with other HR workstreams, e.g., compensation,
benefits, to ensure full understanding of HR process and

communication

and data program details and to be done by HR internal support and
management external partners
e Ensure complete employee data transfer and store in HR system
e Understand and identify culture difference and alignment risks
and challenges
Culture .
e Develop post-close cultural approach, culture alignment plan,
and deploy culture alignment plan
Change e Develop overall employee communication approach, tools,
management channels, key messages, and materials with coordination with
and other workstream

¢ Roll out manager training and employee communication

Source: Compiled by the author
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4.6 Developing HR Integration Project Plan and Trackers

Each HR workstream is responsible for developing its own detailed workstream
integration project plan aligned with their initiatives to ensure that the common goal and
timeline can be shared among HR team. The integration plan should also be developed
according to the differences among all jurisdiction which may result in different
milestones and timeline. It typically commences with the immediate aftermath of the
merger announcement, involving planning and regulatory approvals. Subsequently, it
advances through critical stages such as day 1 readiness, day 1 communication, talent
retention, employee employment and transfer, data migration, harmonizing processes and
systems, optimizing organizational structure, and fostering seamless collaboration. This
timeline is a dynamic framework that balances the urgency of rapid integration with the
thoughtful execution required to ensure a smooth transition for employees, stakeholders,
and operational continuity. It culminates in a comprehensive assessment of achieved
objectives and a refined, synergistic organization poised for sustained growth and success.
A HR integration project plan often includes key milestones, country, owner, target
completion day, status, and comments and a sample of HR integration project plan can
be found in Table 9.

Table 9 HR integration project plan sample

Workstream Country Owner Key dates Status Comments Updated
- Benefits
- Benefit review meeting Rest of Seller 31-Mar-23 = Completed Completed week ending 31- 12-Apr-23
World Mar
- Deliver benefits review report Rest of Seller 5-Apr-23 Partial document shared on 5-  12-Apr-23
World Apr, TW, JP and CA missing
- Review and approve benefits Rest of Acquired 22-May-23  Not started 3-May-23
package World co / Buyer
- Draft benefits package Rest of consultant ~ 25-May-23  Not started 19-May for Malaysia 3-May-23
World

Source: Willis Towers Watson intellectual capital, compiled by the author

Besides the HR integration project plan, trackers, or sometimes logs, are also
beneficial to ensure completeness of the tasks. Common trackers for HR integration can
be for data collection, cross-function collaboration, budget and cost, contract status,
vendor updates, issue log, decision log, talent retention status, The common trackers can
be shared among all HR integration team, and even outside of HR team. It serves as the
information groundwork when the team needs to do reporting with PMO, stakeholders or
other functions. The decision log can be good foundation to develop standardized guiding
principles for future deals reference.
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4.7 ldentifying Interdependencies

Interdependencies refer to mutual dependencies between workstreams, signifying
a reciprocal relationship, while dependencies are unilateral, representing a one-way
reliance. Both types are pivotal to identify and manage, as the actions of one group can
significantly influence the outcomes of another. It is crucial to highlight both
dependencies and interdependencies regularly during PMO meetings to create a platform
for tracking and addressing these interconnected relationships. Regular discussions within
the PMO foster effective management and alignment of activities across workstreams,
ensuring a coordinated and successful integration process.

HR integration activities have multiple interdependencies with other functional
teams. It is critical to connect all appropriate stakeholders and workstreams and drive the
completion of project deliverables. Each interdependent functional teams plays critical
role in providing certain input and takes necessary actions that impact HR integration
process, milestones and plan. For example, when contracts need to be renewed or initiated
with external vendors, procurement team and legal team, will need to step in for contract
review and signing. When onboarding in-scope employees to new office, real estate or
facilities team will need to support with badge making as part of onboarding process. The
interconnected relationship and reliance between different aspects of the integration
process needs to be clearly identified, communicated, and defined for their
responsibilities for relevant tasks.

The common interdependent functions are finance, IT, real estate/facilities,
compliance, procurement and business units. Key highlights of their responsibilities are
in Table 10.
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Table 10 Key responsibilities for interdependent workstreams

Workstream Key responsibilities

e Ensure costs are incorporated into the integration budget and
any new financial set up (e.g., cost centers, bank accounts) is
Finance completed
¢ Coordinate with treasury to support changes to vendor, insurer,
or service provider funding forecasts or requirements

IT e Ensure any changes to HR systems are fully tested and
implemented.
Real e Ensure any real estate or facility matters that could impact

employees are shared with HR PMO and relevant HR
workstream leads.

¢ Understand data needs to ensure adherence to compliance
requirements for employee licensure and training

e Support the identification, credentialing, set up of HR 3rd

Procurement party vendors, insurers and/or service providers to be engaged
as per the HR Integration Project Plan.

e Provide business input and communicate decisions that impact
the HR integration strategy and plan.

Source: Compiled by the author

estate/facilities

Compliance

Business unit

4.8 Developing Side by Side Analysis and Integration

Recommendation Report

An examination of people-related issues within the acquired business from an HR
perspective is typically carried out during the due diligence phase to grasp all potential
opportunities, risks, and liabilities. However, due to time constraints and data limitations,
these due diligence activities are inherently incomplete and may not achieve 100%
accuracy. Consequently, HR due diligence execution demands focused efforts and
continuous reprioritization. The HR due diligence team directs its time and attention
toward areas and information that have a material impact on the deal, resulting in an
incomplete but pragmatic series of estimates, guesses, and judgment calls. As the process
transitions into the integration planning and post-merger integration phases, a thorough
review is imperative to identify gaps between the acquiring and acquired companies. This
step serves not only as a gap analysis report but also as a comprehensive inventory for
key HR programs, enhancing the integration process.
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The side-by-side analysis typically encompasses a comprehensive examination of
job architecture, compensation, benefits, retirement benefits, HR systems, and HR
policies. Frequently, the compensation and benefits workstreams extend to include a
market review, evaluating market positioning to ensure competitiveness post-integration.
This thorough analysis addresses all the critical elements of each relevant HR aspect and
can be organized based on the HR due diligence report. By scrutinizing the HR due
diligence report, any missing data is easily identified, assumptions clarified, and
subsequently incorporated into the data collection tracker.

Once the detailed side-by-side analysis for each item is concluded, integration
direction and recommendations are formulated in alignment with integration principles
and strategy. To ensure feasibility, implementability, and adherence to timelines, the
integration recommendations undergo cross-review by interdependent workstreams.
Stakeholder approval and budgeting by the finance team are essential steps in the process.
This collaborative approach ensures a well-informed and coordinated integration plan.

Taking benefits side by side report for example, best practice is to cover the sections
of executive summary, headcount and legal entities, integration principles, vendor
summary, integration recommendation and detailed analysis by benefits. A benefits side
by side sample report is in Figure 17.

Recommendation

Benefit Recommendation Summary Aiﬁ;f;’ XI:IZDE;’ : s':’;::;

I¢ is recommended to grandfsther XZ's Supplemental Retirement Scheme aligning with ABC, with consideration _
of number of visa employeas.

Saving/Retirement Plan &3]

Suggest to apply overall ABC Flex Program to cover Life, AD&D, Inpatient and Surgical, Major Medical, Outpatient, Critical lliness, Group Disability, Wellness and FSA items

Risk Life Core: 24x, optional fo upgrade to 36x 48x, or 60x under FSA
Benefits ADED Voluntary opt in for dependents under FSA

Plan B as core benefits: 2 bed private fo be market competitive
Inpatient and Surgical Restructured Hospital Overall Limit SGD 15,000
Optional to upgrade under FSA

Flex Program

Outpatient Via reimbursement under MSA account

Critical lliness Voluntary option under Flex Program.

Group Disability Voluntary option under Flex Program - +

Wellness Via reimbursement under FSA = =

. Upgrade Life, AD&D, Critical lliness, Hospital & Surgical, Major Medical and Group Disability benefits _
Flexible Benefits MSA and FSA to reimburse medical expense covering employee and dependents, and wellness activities * =
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EXECUTIVE SUMMARY

= Benefits analysis key findings:

= ABC risk benefit is similar, to XYZ benefit except AD&D, the benefit need improvement esp. AD&D coverage and Risk Benefit by removing cap sum-
insured

= ABC Medical Benefit is better than XYZ esp. OPD, Dental and Visicn. XYZ also provide medical insurance benefit to dependent with premium co-
payment scheme.

= Mostly ABC and XYZ benefit is quite aligned with market practice.

= XYZand ABC's provident fund (DC) schemes are above market practice (except for the employer contribution rate offered at 5 years of servica).
Comparing 2 entities, the employer contribution rates are different depending on the year of service while XYZ is more generous in vesting since they
provide 100% of the employer portion in most cases.

= Integration recommendations:

= Based on Thai labor law, benefit reduction is not allowed unless employee consent is required for XYZ entity when transfer to ABC. On the other hand,
benefit improvement, there is no employee consent required.

= Some XYZ benefits need to be grandfathered for 3-4 years during the bride period because XYZ has more population in order to run business smoothly
and employee feel that there is no different on their current benefit.

= For non-diminution of benefits, the Company can either harmonize the provident fund scheme to provide the top benefits currently offered or to keep
separate fund rules for ABC and XYZ employees.

= Potential pitfalls or areas for further review:

= In order to align insured benefits to market median, it will have a very big cost impact. Our recommendation is to do a 2-step approach. Align the insurer
and period of insurance first, and move benefits close to market median as much as possible in coming couple of years (likely cost increase). The next step
will be to review and align benefit limits to market (another cost increase).

Total Headcount by Legal Entity & Location

ABC EEs by Entity / Location (as of | Mar 2023) Headcount
[XYZ EEs by Entity / Location (31 Oct 2022) Headeount
ABC- 1 34

—— o ABC-2 14
ABC-3 63
XYZ-2 65 ABC- 4 4
ABC-5 2
Grand Total 84 sy T
Benefits comparison
XYZB - ABC Vendor XYZ Vendor
Benefits Renewal Date, Renewal Date,
Compared To ABC Name Notice Period AR Notice Period
. " N ‘Central Provident Fund Board|
Savings/Retirement Plan + ICentral Provident Fund Board WA 3 local bank for SRS MNA
B Singlife / Broker: Pacific Prime .
Life + Singlfe XA I Jul 2023 singlife / Broker: Aon 1 Nov 2023
“Allied World { Broker:
ADED - et I Jul 2023 Chubb / Broker: Aon | Nov 2023
Short-term Disability | A WA A WA
Lang-term Disability - Singlte / Bm&”‘m Frime I Jul 2023 M/ (Prolong liness leave) A
Medical Plans = Singlife Amm““ Pacilic I Jul 2023 Singlife / Broker : Aon | Nov 2023

- Tl Singlife Aviva €130 Jun 2023 CENA
ﬁ;:f:;gess & Business Travel BTA: Chubb BTA: | Aug 2023 BTA: Chubb through Mercer TBC
Local BTA: Allied World Local BTA- 30 Jun 2023 as broker
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Detailed analysis — retirement benefits

Commentary and Recommendations

Commentary:
> Only 6% of surveyed companies offer retirement benefits that are supplemental to CPF.

Recommendations and Cost Impact:
= Itis recommended to grandfather XYZ’s Supplemental Retirement Scheme aligning with ABC, with consideration of number of visa employees.

| A | x| __ Observation

Retirement  ABC daes not have retirement benefits provided on top of Supplementary Retirement Scheme (SRS) provided Mandatory: CPF applies to Singapore citizens and Singapore
mandatory Central Provident Fund (CPF) contributions. Eligibility Permanent Residents.
Foreign passport holders with work pass in Singapore, not Market Practice

contributing to CPF, and available to eligible employees from
Aug |, 2021
Contribution rate: follow CPF contribution rates

Only 6% of surveyed companies offer retirement benefits that
are supplemental to the Central Provident Fund (CFF).

Cash in liew of CPF is offered by only 18% of the surveyed

Salary companies and are offered to foreigners employed under local
Base salary, annual fixed allowance, excluding overtime and term (78% of cases) or local plus term (62%).
overtime allowance, recognition award and other ad-hoc o
allowance; annual gross salary capping at SGD 96,4687, 2023 CPF contribution rate
Participating banks Employee Employer
- AZe  contribution % _contribution %
DBS, OCBC and UOB = oo =
Employee self-manage contribution into SRS account 5560 153 1453

b0-65 9.5% 1%
85-70 TH 85%
=70 5% 75%

Figure 17 Benefits harmonization report example
Source: Willis Towers Watson intellectual capital

4.9 Refining and Implementing HR Integration Plan

Once the integration project plan is drafted and developed, each HR workstream
initiates actions aligned with the plan. These actions encompass data gathering and
clarification, assessment, design of harmonization approaches, cost simulation, employee
impact analysis, system configuration, data migration, vendor search, stakeholder
approval, change management, employee communication, and, ultimately, the system go-
live and integrated policy launch. Throughout these steps, factors such as new information,
business input, shifting priorities, vendor schedules, regulatory updates, system
limitations, financial constraints, resource availability, and employee feedback may
impact the initial integration project plan. Adjustments become necessary along the way
to incorporate these changes and considerations.

The adjusted integration project plan must be communicated not only within the
HR team but also to all interdependent workstreams. This ensures that related
preparations and actions are also adapted accordingly to maintain alignment and cohesion
across the broader integration effort. Effective communication and flexibility are key to
navigating the dynamic nature of integration projects.
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Chapter 5 Case Study

In recent years Taiwanese companies have started to have not just domestic
acquisitions, but also cross-boarder global acquisitions. Once the deal was announced,
the real challenges began in the post merger integration phase from planning to execution.
As a beginner stepping into global acquisitions, many companies in Taiwan
underestimated the impact of PMI to the success of the M&A deals, and haven’t built
mature HR M&A integration process due to lack of experiences. This case study delves
into the post merger integration process from a HR perspective, exploring the framework
adopted, challenges faced, and the pivotal role played by HR professionals in fostering
talent retention, employee transition, and change management and communication from
integration planning before day 1 and execution after day 1 to reiterate the impact of post
merger integration impact to the success of the M&A deals. Through a lens focused on
HR intricacies, this case study aims to unravel the intricacies of post merger integration
and provide valuable insights for similar transformative journeys.

5.1 Case Background

Company background

Established in the 1980s in Taiwan, Company L, the acquiring entity, has acquired
one of the top 10 global manufacturers of switch-mode power supplies. A publicly listed
company on the Taiwan Stock Exchange for over two decades, it is renowned for its
commitment to research, development, manufacturing, and sales of power supplies and
associated solutions. With a comprehensive focus on diverse applications, ranging from
personal computers, smart home appliances, smartphones, servers, to networking
equipment, Company L stands as a leading power technology expert. Its influence spans
power generation and energy storage, with offices and manufacturing facilities primarily
situated in the Asia Pacific region, including Taiwan, China, and the Philippines. As of
2022, the company achieved USD 843 million and boasted a workforce exceeding 8,000
employees, a testament to its significant presence in the industry, especially emphasized
with the announcement of a major global acquisition.

Company B, the seller, holds the prestigious status of being a global Fortune 500
company with revenue of USD 29 billions in 2022. With a legacy spanning over 130
years and headquartered in Europe, it has consistently been at the forefront of technology
as a leader in electrification and automation. The company is dedicated to fostering a
more sustainable and resource-efficient future through its expertise in electrification,
motion, process automation, robotics, and discrete automation. Its diverse portfolio
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includes offerings in distribution automation, power protection, sensing and control,
electrical motors, generators, industry-specific integrated automation, as well as artificial
intelligence for robotics, machine, and factory automation.

In addition to being listed on the SIX Swiss Exchange in Zurich, Nasdag Stockholm,
and ADR on the New York Stock Exchange in the United States, Company B has a global
presence. Operating in nearly 500 offices across 85 countries, it has a workforce
exceeding 105,000 employees, showcasing its extensive reach and influence in the
industry.

Deal background

The agreement was disclosed at the start of 2022 and encompasses one of Company
B's business units, comprising 1,500 employees spread across North America, Mexico,
China, India, Germany, and ten other countries. Initial discussions about the deal occurred
in 2019 but fell through. However, when Company B officially reintroduced the business
unit for sale in 2022, the acquiring company seized the opportunity. The final deal was
concluded at a price three times that of Company L’s capital, and it was anticipated to
contribute 50% of Company L’s total revenue.

Summary of key business, client, product industry and basic information between
the acquiring company and the acquired company is listed below in Figure 18.

Case Study Background

-

ﬂaﬁﬁﬂiaﬂ ) [a] 1
HatHaEER an,;
\--

Company B [arget business unit

T reement, SAPA: sales and purch

Flgure 18 k-'ey'infdrmafidh“é'b.c'jut”the acquiring company and the acquired company
Source: Compiled by the author
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In addition to the substantial revenue increase and heightened profitability resulting
from the deal, Company L gained access to new business markets and diversified
industries. The acquisition also brought in advanced technical skills and a pool of talent
from various locations, areas where Company L previously lacked expertise. As a result
of this deal, Company L stood to make advancements in multiple areas.

Integration strategy

Post merger integration strategy: Company L engaged an external management
consulting firm to evaluate and develop a short and long-term business integration plan
with the primary goal of ensuring business continuity from the outset. Taking into account
diverse cultures, processes, and talent retention, the initial short-term approach to
business integration involves harmonizing product cross-border, knowledge, and
procurement resources, steering clear of a "make them like us™ approach. The "symbiosis”
post merger integration strategy also applied to the HR function, with limited oversight
and control functions retained at the headquarters.

HR PMI Strategy and Transition Services Agreement: In line with the initial
"symbiosis" PMI approach, Company L and Company B reached an agreement for the
first 12 months. Under this agreement, specific HR and IT areas were designated to be
covered and serviced by Company B through the agreed Transition Services Agreement
(TSA). Company L would independently manage non-TSA items, which encompassed
HR functions, such as employment arrangements for locations where Company L lacked
local legal entities to accommodate certain in-scope employees. The primary focus of the
HR TSA elements was on human capital management, aiming to prevent disruptions in
HR processes and ensure a seamless employee experience. This included considerations
for the followings in Table 11:

Table 11 Transition Services Agreement HR scope

Compensation
administration

Employee Assistance HR self-service tool HRIS (HR Information
Program System)

Background check Benefits administration

Onboarding and

SELEOE offboarding

Payroll

Pension Time and attendance Time keeping tool

Source: Compiled by the author
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Preparation for HR workstream integration before Day 1: The sales and purchase
agreement was signed six months prior to the closing, affording the acquiring company a
half-year timeline to formulate the integration strategy for both Day 1 and the subsequent
period. Given that this represented Company L’s first substantial acquisition, the HR team
faced challenges not only due to resource constraints but also a lack of experience in
integration planning and execution, particularly for a cross-border deal spanning over 10
countries. While the HR team of the acquired business would transition along with the
deal, regulatory approval constraints prevented them from taking a major role in
integration planning at that stage.

Given the team’s limited experience, Company B’s HR team found it challenging
to address inquiries from the in-scope HR team and employees, plan for the Day 1
transition, comment on the terms outlined in the sales and purchase agreement and
Transition Services Agreement (TSA), and strategize for HR risk mitigation on Day 1. In
response to the urging of the in-scope HR team, Company L ultimately agreed to hire two
in-house HR project managers and to engage an external HR consulting firm to provide
comprehensive assistance in preparing for a smooth Day 1 transition and the subsequent
establishment of HR operations.

5.2 Case Findings

The author served as an external consultant for approximately six months,
beginning 3.5 months before Day 1. During the initial stages characterized by a lack of
resources and experience, the HR post merger integration planning and execution
underwent substantial improvement with the involvement of HR consultants, ultimately
contributing to a successful HR Day 1 transition.

The findings and observations for post merger integration from HR perspective are
as below.

Before Day 1

1. HR workstream gearing up for planning and action

Following the announcement of the deal, each workstream was expected to
initiate planning and undertake essential actions to ensure readiness for day 1.
However, Company L’s HR team, lacking substantial acquisition experience,
was initially slow to grasp the requirements for day 1 readiness planning. Despite

reminders from Company B and the HR team of the acquired business unit over
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a three-month period, Company L’s HR team underestimated the complexities
of post merger integration. It wasn’t until the HR team of the acquired business
unit raised sincere concerns, highlighting risks such as the incapability to transfer
employees in six countries, the inability to hire employees from day 1, losing
talent, low morale from employees due to lack of clear understanding of the
impact to them, and the absence of a pension plan and fund for employee
contributions for US employees that Company L began to acknowledge the
significant impact of post merger integration on M&A success from an HR
perspective. Three months prior to closing, Company L eventually engaged an
external HR consulting firm to expedite the process, ensuring a smooth transition
for employees and avoiding disruptions in HR operations after day 1.

2. An Experienced HR Project Manager to Drive Project for HR Day 1
Readiness

Initially, the project was predominantly led by internal counsel, who also
managed legal, HR, and communication workstreams. It became evident that
this person lacked the capacity, energy, and knowledge to effectively handle all
the responsibilities within her purview. Consistent complaints and concerns from
the Target’s HR team persisted for several months post the deal signing.
Approximately three months before Day 1, Company L’s HR team recognized
the situation and engaged an external HR consulting firm for assistance with the
HR project. Upon appointment, the external project manager (PM) promptly
established a work plan, organized several weekly meetings within the HR team
and cross-functional teams, and diligently tracked all milestones throughout the
project to ensure progress.

In addition to monitoring the project’s status, the project manager assumed a
pivotal role in facilitating communication between Company L and acquired
business unit’s HR team. This involved identifying issues, seeking mitigations,
managing stakeholders, coordinating activities across interdependent
workstreams and external vendors, leading HR project status update meetings,
addressing queries from the HR team and other workstreams, and overseeing HR
information and data from Company L.

3. HR PMI Team Set-Up

The initial HR project team comprised the HR head, HR manager, and total
rewards manager, with undefined responsibilities. None of these team members
possessed prior M&A experience and lacked clarity on the necessary tasks.
About four months before Day 1, two HR project managers from Company L
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were brought in for the deal. The HR consultants collaborated with the HR team
to establish a well-defined HR project team with clear roles and responsibilities.
Figure 19 below illustrates the transformation in the PMI HR team before and
after the involvement of external HR consultants.

Once the team was established, there was a clearer delineation of responsibilities,
leading to improved capacity management. Before the team had non-defined
structure, every HR PMI team member was involved in addressing all issues and
attending all HR-related meetings, irrespective of their relevance. This approach
operated more like a "task" driven team, where a team member available during
the issue stage would be assigned to provide solutions. This not only proved to
be time-ineffective but also carried risks due to potential gaps in experience and

Bef ternal HR ulting team” .
elore ex m\'ul\'s;?:nsl tng team's After external HR consulting team’s involvement
I__ __ 1 Company L HR PMI project team D Company L HR PMI project team [ ) Target’s HR PMI project team External HR consulting team
(- P Y ¢
1 HR project advisor 1 HR project sponsor HR M&A advisor
1 [Legal head] 1 [HR head] [M&A lead consultant]
e - - \
(TS ) HR PMI HR PMI f 1 :
1 HR project sponsor 1 project project H HR workstream head H HR PMI project manager
ject ultant
1 [HR head] 1 manager A cer B [HR business partner] [Project consi ]
N o - —— — —— - ~ -
————— e ——— r ™ -
[ 1 Geographical consultants
1 HR workstream head 1 HR workstream head
I [HR manager] [HR manager] US  Mexico China  India
e e - |- - L T ’ Sub-workstreams center of excellence Germany Rest of the world
__________ ’ ; - . 5 5
f 1 B
I Total rewards sub-workstream | Total rewards sub-workstream head ” Talent " [ s ] ” Payroll " " Traming H Sub-workstreams center of excellence
I head [total rewards manger] 1 [Total rewards manger] ” Benefits || ||'Com_mun1 ” |'C0mpensa]| ||'Emp10§,’m‘”
——————————— 4 . JI catton || ton JI ent |

Figure 19 HR PMI team before and after external HR consultant’s involvement
Source: Compiled by the author

4. Development of HR Integration Framework for Comprehensive Coverage

Initially, the HR PMI project team lacked a defined structure. As previously
noted, when issues arose, any available team member would attempt to address
and resolve them. Recognizing the complexity of the project, it was subsequently
organized into HR functional sub-workstreams and geographical sub-
workstreams. The structure was led by centers of excellence and regional
experienced consultants, supported by local consultants, as illustrated in Figure
20.
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Geographical consultants Sub-workstreams center of excellences

US  Mexico China India

Benefits Compensation Pension Talent retention
Germany Rest of the world
Talent acquisition Payroll HEIS P ce
management
Employee Learning and Organization
communication Ene development design
S Compliance Expatriation

labor relations

Figure 20 HR PMI sub-workstreams
Source: Compiled by the author

HR challenges were notably diverse based on the countries involved, the Sales
and Purchase Agreement, and Transition Services Agreement (TSA) coverage.
Country consultants played a crucial role in offering local insights and
experiences to tailor solutions for Day 1 readiness, particularly in local
languages. Given that Company L did not have offices or employees in most of
the in-scope countries, the external consultants provided essential support,
effectively acting as an extended team for local coordination and communication.

The two newly hired HR project managers from Company L collaborated closely
with the external HR consulting team for knowledge transfer throughout the
project. In addition to local consultants offering advisory services, the HR
functional sub-workstreams’ center of excellence provided functional guidance
in establishing preparations for Day 1 from HR perspective. This included
engaging professional employment organizations (PEO) to hire transferees in
locations lacking Company L’s legal entities, implementing talent acquisition
platform for employee hiring since Day 1, and initiating HRIS programs for
employee data management. Many of these issues were centralized and handled
by the headquarters HR team.

5. HR Readiness Proposal and Approval

Local and functional sub-workstream issues all required practical and
implementable solutions for Day 1. Given the limited time available for
comprehensive solution design before Day 1, it was common and acceptable to
adopt interim solutions that served the immediate purpose, even if they differed
from longer-term strategies. Considering the example of ERP (enterprise
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resource planning): Workday, the preferred long-term solution, necessitated a
minimum of 12 months for setup, design, configuration, testing, and roll-out.
Given the project’s time constraints, there was no opportunity to consider this
long-term solution before Day 1.

Another notable example was the employment hiring issue, initially
underestimated by the legal team. Company L lacked legal entities to assume
responsibility for certain in-scope employees in various jurisdictions, yet those
employees needed to transition out of Company B on Day 1. Several options
were considered, including setting up legal entities at each jurisdictions,
providing TSA coverage until legal entities were established, engaging
professional employment organizations for hiring, or even releasing some
employees. The legal team asserted that establishing all legal entities in a short
timeframe was impossible, and Company B expressed reluctance toward trailing
employees. The resolution came down to engaging professional employment
organizations for hiring. Three vendors were shortlisted, considering factors
such as cost, country coverage, support efficiency, and the permissible level of
employment terms replication. The consultant provided a thorough assessment
report for review by both Company L and Company B’s HR teams. Subsequently,
the proposal underwent approval by the steering committee.

The steering committee from Company L held the responsibility of making all
decisions related to Day 1 readiness. The HR team, incorporating input from
both the acquired business’ HR team and Company L’s HR team, was mandated
to include the issue statement, proposed solution, cost, employee impact, and
other implications in the proposal report. Steering committee meetings convened
once a week to address all functional matters. Throughout the Day 1 readiness
planning stage, the HR PMI project team had to proactively plan their schedules
to align with the weekly approval timeline, ensuring the execution plan could be
implemented according to the project plan.

6. Employee Communication

The communication workstream at Company L was initially led by internal legal
counsel. However, there was a lack of an actual plan regarding channels, timing,
approach, target audience, and stakeholder analysis. The HR PMI project team
and the Target’s HR team expressed concerns about the absence of a roadmap
for employee communication, but the communication lead was not aligned for a
considerable period. Similar to the hiring of new HR PMI project managers
before Day 1, the communication team brought in an internal communication
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project manager to address and roll out employee communications based on
feedback from HR and other teams.

To ensure optimal planning for employee communication, the HR PMI team
needed to provide clear status updates and all necessary details so that the
communication project manager could plan and design communication materials
and approaches. It is customary to observe employee communication cascading
from the top of the organization to all employees, as well as separate
communication focused on talent retention, which is limited to selected
individuals.

Given the challenges in collaboration across the three teams — HR team from
Company L, HR team from the acquired business, and communication team from
Company L — an external consultant took the initiative to develop a high-level
employee communication plan, highlighting key events to help the entire HR PMI
team understand the big picture and potential outlook. The underlying observation
was that poor employee communication might result in a negative employee
experience and, at worst, poor publicity. To avoid such scenarios, employee
communication should be planned and prepared well in advance, with a
designated and capable employee communication project manager taking charge.

After Day 1

1. HR Team after Day 1

In the symbiotic business integration model, Company L’s HR team primarily
played a role in notification rather than direct oversight after Day 1. As the
acquiring entity, Company L’s management team and HR team had the
responsibility to delineate what aspects to control and what not to control.
Coming from a prior Fortune 500 company, it was observed that the acquired
business unit was not inclined to be managed by a buyer from Taiwan.
Consequently, the HR team’s setup for the acquired business post-Day 1 aimed
to foster a high degree of independence. The HR head of the acquired business
assumed responsibility for its performance, aiming to meet the specific business
needs of the acquired business unit with minimal influence from Company L’s
HR program or operations. This approach contributed to short-term stabilization
from the business unit’s perspective. However, in the long term, the team needed
to consider factors such as operational efficiency, transparency to Company L,
leveraging collective experience, system harmonization, and high-level planning
for a mutually beneficial future.
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2. Stabilization

The short-term PMI strategy for the acquired business emphasized maintaining
a symbiotic relationship to ease stabilization, avoiding the challenges associated
with being absorbed by another company and having to adopt entirely new
practices. With all Day 1 solutions designed before the actual Day 1, the HR
PMI team’s focus post-Day 1 shifted to stabilization and ongoing employee
communication. This communication was led by the head of the acquired
business and supported by both Company L and the HR PMI project team.

Employees were provided with information about what changes and remains
unchanged post-Day 1, addressing both individual concerns ("me issues™) and
the broader impact on the business. This communication aimed to establish trust
and foster a positive relationship between employees and the management team
while also providing insights into the future trajectory of the business.

Furthermore, any areas of uncertainty should be clarified and documented within
the HR team and communicated to employees. This includes things as pension
plan rules, updates to the employee handbook, organization chart revisions,
internal communications platform changes, HR system updates, payroll
processes, and more. It was observed that during the initial months after Day 1,
several HR operational areas were still in the development phase. This included
refining the talent acquisition system, assessing and confirming vacant positions,
and reviewing and refining the compensation program (in adherence to sales and
purchase agreement requirements), among other tasks. Each HR sub-workstream
remained committed to the ongoing stabilization of HR operations over the
following couple of years.

3. TSA Exit Planning

The HR team had a 12-month timeframe to prepare for the Transition Services
Agreement (TSA) exit, ensuring the complete stand-up of HR operations by the
end of the TSA period. In addition to stabilizing HR operations, the HR team
needed to design solutions for the full transition of HR areas covered by the TSA.
It became evident that the HR team of the acquired business unit lacked
sufficient capacity and experience to prepare for the TSA exit. Recognizing this
capability and capacity gap, the HR head of the acquired business promptly
engaged an external consultant to assist with the preparation for the TSA exit
across all covered sub-workstreams.
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Similar to the HR readiness project planning conducted before Day 1, a TSA exit
project plan was developed before the TSA period ended. This plan involved the
participation of centers of excellence, covering tasks from inventory and gap
analysis to solution design and implementation. It is crucial that the HR team
was proactive in identifying its limitations and sought external assistance;
otherwise, HR operations could face significant challenges after the 12-month
period.

5.3 Other Findings

Additional findings were observed during the involvement of the project, and
summarized as below.

1. Interdependencies

The Project Management Office (PMO) was tasked with overseeing the
successful transition of all workstreams for Day 1, encompassing finance, IT,
procurement, business, and more. The HR team had to consider both
downstream and upstream activities that could impact HR design or the solutions
of other functions. For instance, in the IT area, employees often sought answers
from HR regarding email addresses, laptops, system access, and other post-Day
1 IT-related queries. Despite being IT-related, these inquiries were directed to
HR for resolution. The HR project team fostered close collaboration with all
relevant workstreams, identifying areas with interdependencies throughout the
project. This collaborative approach ensured that all workstreams closely
coordinated to facilitate smooth solution design and implementation for the
entire company.

2. Buyer’s HR Team Training

Frequently, Company L’s HR team lacked foundational information to assess
proposals and make informed decisions. Basic educational sessions were
organized to familiarize and educate the Company L HR team on essential
aspects of significant jurisdictions, including legal requirements related to social
security, mandatory benefits, work council prerequisites, continuity of benefits
likelihood, and more. Without these educational sessions, the HR project team
would be unable to make well-informed decisions. Recognizing the importance
of realizing its limitations, the team actively sought support where necessary.

63
doi:10.6342/NTU202400186



3. Headquarters Insider to the Acquired Business Unit

Despite the short-term integration strategy focusing on -symbiosis and
considering Taiwanese culture, given the magnitude of the first-time acquisition,
the headquarters desired a level of influence and regular status updates from the
acquired business unit, particularly from the finance team. In response,
Company L’s HR team suggested hiring an external individual to be stationed
within the acquired business unit’s finance team. This insider role would enable
Company L, as the buyer, to remotely monitor and make adjustments to its
integration strategy as needed in the longer term.

4. Language Capability

The core HR team of the acquired business was based in the US and primarily
spoke English, while Company L’s HR team was located in Taiwan and had less
proficient English skills. The language barrier became apparent, leading to
challenges in fully understanding the issues raised by the acquired business’s HR
team, thus causing a delay in starting Day 1 readiness planning. This
communication gap was subsequently addressed by an external HR consultant
proficient in both fluent English and Chinese, serving as a bridge between the
two sides. This issue, though seemingly underestimated, had a significant impact
on the speed and success of the project.

5. Culture Impact

The establishment of trust, effective people management, strategic planning, and
creating positive impressions are all intricately tied to cultural differences.
Fundamental standard operating procedures, including sales techniques,
leadership styles, training methods, negotiation approaches, motivation
strategies, communication styles, and advertising tactics, vary significantly
across different regions. What leads to success in Asia may lead to failure in the
U.S. and vice versa. Applying the Asian leadership and management style to the
acquired business in the case study poses risks due to significant differences in
core cultural values. The Asian management approach, often characterized by a
tendency towards micromanagement, may be perceived as disrespectful by
Western employees. In order to achieve the short term goal of stabilizing the
acquired business post acquisition, it is a better strategy to maintain the current
culture of the acquired business.
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5.4 Restrictions of the Case Study

As this is an ongoing case, it anticipates continuous changes, new initiatives, and
the application of longer-term strategies once short-term business objectives are achieved.
The case study primarily focuses on the success of the Day 1 transition and stabilization
for the first six months post Day 1. Defining the success of the deal in a longer term also
requires considering different success criteria for each stage to maintain confidence in its
ultimate goal.
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Chapter 6 Conclusion and Recommendations

6.1 Conclusion and Recommendations

After deal is announced, the integration hard work begins from planning to
implementation. Synergistic effects come into play as the company starts to initiate the
execution of its integration strategy for the newly acquired business. Every corporation
aims to attain its acquisition objectives in pursuit of success, but not failure. Followed by
the first driver of deal failure which is integration/implementation took longer than
expected are culture, communication, and people issues, see Figure 21 (Aon Hewitt 2011).
It is evitable and proven that post merger integration has significant impact to the success
of the M&A deals, especially from the HR perspective. However, it is often
underemphasized or might be lack of experience, capabilities, or capacity.

Integration/implementation took longer than expected [ INEEEEGEGEGEGGENNNNEE 41%
Cultural integration issues  [INNRNEGEGEGEGEEEEEE 33%
Inconsistent/unclear communication of synergy objectives [ INIIIIEENEGEGEGGNNNNNNEE 32%
Insufficient attention/priority to workforce/people issues | INNEEEEGGGGGNNNNNE 30%
Poor/misinformed strategy NG 23%
Risks/liabilities not identified during due diligence [INEIEIEGEGGNNNNNNNNNNNNNN 6%
Insufficient execution capability/competency [INEEEEEGEGGGGGNNNNNNNNNN 26%
Leadership “infighting” and/or buy-in [ NNEREREEE 22%
Price paid for target was too high [N 0%
Failure to implement an appropriate organizational structure | NN 13%

Figure 21 Top 10 drivers of deal failure (% of respondents)
Source: Aon Hewitt (2011)

After a literature review of articles on post merger integration process from HR
perspective and HR M&A consulting experiences, in order to enhance the overall
outcomes of M&A success, an effective human resources post merger integration
framework will foster the success of the post merger integration and M&A deals as
follows:

1. HR involvement should commence during the due diligence phases of a
transaction to enable the early identification of issues and gaps. This early
engagement allows for advanced integration planning.
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HR’s roles and responsibilities should be explicitly outlined and
comprehensively communicated to all HR personnel. The HR team should
encompass not only members from the headquarters but also individuals from
each relevant jurisdiction or site, if applicable. In cases where an HR team is
absent in these jurisdictions or lacks the necessary expertise or capacity, it is
advisable to consider external support to ensure the successful execution of
integration plans.

. A clear M&A HR framework should be established so it can be clear to all the

M&A team members regarding the HR scope. Workstream leaders should be
carefully chosen and granted the authority to lead their respective workstreams.
Furthermore, they should foster collaboration not only within their own
workstream but also across all HR workstreams. Integration planning often
involves intricate interdependencies among these HR workstreams, necessitating
input from other workstreams to advance effectively.

. A competent and passionate HR integration manager should be selected and
involved in the early stages of the process, dedicating their full attention to the
entire process. This HR integration manager plays a pivotal role in bridging the
gap between the integration management office, all HR workstreams, and other
cross-functional teams. Their primary responsibility is to ensure the effective
communication of essential information related to the overall project timeline, key
milestones, financial implications, risks, challenges, and outcomes.

. The formulation of HR integration guiding principles and strategy should be
developed by the alignment with the deal driver, business strategy, and objectives,
all of which receive endorsement from leadership teams. It’s worth noting that
each deal possesses its distinct deal driver, leading to the development of unique
integration guiding principles and strategies.

. After establishing clear roles and responsibilities for each HR M&A workstream,
it falls upon the HR integration manager to compile input from each HR
workstream and formulate a comprehensive integration project plan. This plan
is then executed according to the predetermined schedule.
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6.2 Recommendations for Follow-up Research

In the wake of the exploratory study on post-merger integration from a human

resources perspective, the follow-up research may seek to delve deeper into nuanced

dimensions that impact the dynamics of organizational change and employee’s feedback.

Building on the insights gained from the initial investigation, the focus area may expend
to the following areas:

How to make the change management and communication effective during
M&A deals?

How to harmonize culture by short and long term during M&A deals?

How to foster employee’s engagement during M&A deals by short and long
term?

How leaders can foster the success of the M&A deals from HR perspective?
How to manage cross-boarder post merger integration from HR perspective?

What is the impact to employee’s well-being and mental health during M&A
deals, and how the organization can better manage the situation?

By exploring these facets, it is aimed to have a more comprehensive understanding

of the challenges and opportunities inherent in HR integration during post merger

scenarios. These research endeavors to unravel the intricate interplay between human

resources strategies and the broader organizational landscape, shedding light on how

these elements collectively shape the success of mergers and acquisitions.
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