Merger Accounting
Introduction

There are many technical issues surrounding the merger of two organisations and the summation of two balance sheets. FRS 6 is the current standard to be applied for such business combinations and seeks to differentiate between merger and acquisitions accounting.

I feel the main issue though, goes beyond mere number crunching and trying to evaluate intangible assets.

However the risk to personal and reputational damage goes far beyond the impact on the subsequent Profit and loss Account.

Above all steering the merger process is usually a race against time with deadlines and project timetables at every step of the way in danger of slipping.

The whole process can be delayed, even before it is started, Chaos is incipient and can spread like an infection if there are fundamental differences in philosophy to this process.

Here are a few tips/traps along the way 

1 There is a temptation to treat this as a project to be managed. Gantt charts can well map out the proposed timeframe  and task performance deadlines, but if people who carry out the operational processes of merging don’t understand Gantt charts, have difficulty with a linear approach, or don’t react well to deadlines then this approach is incorrect. By all means have a structure, but overreliance on project management tools when you are dealing with Human beings with their own conflicting mass of priorities and dealing with multi programmes and projects quite often means that there is an over reliance on the Charted processes rather than adopting or adapting to alternatives as they emerge.

2 Communicate! This is the old chestnut, but having a ‘steering committee’ / planning consortium or transition team is fine provided the following rules apply.
These groups should be small, focussed and under pressure to deliver, they should be composed of people with good change management skills and an empathic understanding of human behaviour.

It is important though , that whilst this team exists it should realise it does not have all the answers and should not be afraid to co opt people onto the team for a short while to but solve specific problems.l
Where there are  members from two different organisations combined into this new group, make sure they have sufficient authority to make decisions and have their backing of their own respective Boards. If they have no power or influence over their own domain then the merger process simply won’t happen if they can’t carry the day with their own side.
An understanding where the Power and influence and who is making the decisions on both sides will elicit quicker solutions. Don’t rely on the organisation chart when it is presented at the first meeting, it is not an indication of how decisions are made in the respective organisations. 

Understand the Governance and decision making processes of the other side so that you can speak the same language and elicit swifter responses. Be swift to co opt members on to the new set up if you feel they have better expertise in freeing up whatever log jam is being created. Don’t remain static in the Governance, remember the ‘steering committee has a limited shelf life as it will transform itself into a stable Board in due course, and different skill sets will be required.

3 Visions and Values

Keep asking the question , why are we merging? Is this because there are economies of scale, or is it because we can deliver better services, or does it just ‘feel’ right’ As events unfold you will be wise to keep this question in mind. You are undergoing extreme change management so all the suual rules apply, bring the people with you, put deadlines in place to create a sense of urgency , make sure you have the right people in the right job etc, but  fundamentally if there are deep underlying cultural issues, asking the fundamental question may well mean that such areas are debated in  the open and not subsumed under the ‘merge at all costs ‘approach. It may well be that some form of Joint Venture or Collaboration might actually mean a better end product and fit between the two organisations, so have an open mind about how the process may change as you enter it and be prepared to alter the end result.
A check on the respective visions and values of each side is worth doing from time to time so that we don’t get ‘merger’ creep and that both sides understand what the merger is for.

Also asking the fundamental question will become almost like a mantra, repeatedly telling everyone why the merger is happening will drive home the message and ensure everyone interprets the message correctly. This is a campaign for empathy not shock and awe.

4 Talent management

 This is about having the right people in the right job. As you go through the merger process, people’s insecurities kick in and a measure of self protection becomes apparent when decisions are being made. Try and understand this bias and make it clear at the outset where the probable headcount reduction, job cuts will go and try to soften the blow as much as possible. The merger process is already dealing with Corporate uncertainty, if you now personalise this process down to individual threats to livelihood then people are going to freeze and the process delayed.  It is advisable to have an adult conversation with the relevant personnel if they are not part of the bigger picture. Tell them you will support them in trying to assist their career plans, but above all be frank and honest. Conversely, those personnel who you have identified to be key to the process of the merger, but not necessarily have  a role beyond the merger timeframe also need to be spoken with.

It is also important to let those people who may be ‘lying low’ during this process and be feeling uninvolved and uncertain, that post merger they will have a different/greater role to play. As in every situation bringing the people with you is important, but identifying talent and managing the relevant skill sets before, during and after the merger means a good hard luck at the capabilities you have in front of you.

Above all merger uncertainty may well promote a ‘brain drain’ identify key performers and let them know they are wanted.

You should also keep an open mind on this , so if your perception of a person’s capabilities change during the process or you find they have some hidden or tacit capabilities then quickly tell them so and revise your plans accordingly. 

Also, a word about culture. There is a lot of emphasis about ‘the way things are done’ and how culture drives organisational success. A couple of pointers here

Culture is very much part of the human element in any organisation.

Cultural differences will manifest themselves in the way things are done, so a bad culture will soon become evident through confusion over strategies and the language used to explain them, sales tactics and customer service levels, product delivery and operations and unwillingness to improve. 

A lot of these cultural symptoms can be improved through talent management ( and communication) .Changing culture means changing behaviour.

5 Distractions

The whole business of the merger is a distraction, it creates instability in at least two organisations as everyone jockeys for position to justify their continued existence. This is not the only consequence. Senior executives often want to be involved in the merger process. It is important that you identify how much a distraction the merger is going to be and that whilst all this is going on your fundamental supply and delivery processes remain intact and that there is minimal disruption to the business. Don’t underestimate the time, resource and distraction that is eaten up in the merger process. If the process is diverting key resources, look carefully at what is happening. This distraction and impact on the business may just be too costly and outweigh the benefits of a merger.
The justification for the merger may be lost if there is this short sighted failure to manage the existing business. The drive to merge quite often translates itself into a cost reduction exercise,, which may well mean a cut in existing pre merger overheads which if not careful can lead to an overdependence on this key criteria at the expense of maintaining  existing revenues and customers 

There is a clear correlation between employees well being, productivity and customer service

6 Pace

A prolonged merger process adds cost, slows down growth, destroys profit and postpones the payback, all criteria which were probably assessed in the beginning to be positive. Your competitors will be competing against a merger focussed company, so the quicker the merger is completed, the quicker the new merged business will be able to compete in the market place. Delays in this process lead to uncertainty, claims of incompetent management and stakeholder defections.

Speed is of the essence, uncertainty creates pain at all levels and it is a primitive urge to get pain over as quickly as possible .
Speed also reduces resistance the ‘snowball effect ‘ is well known and to mix metaphors, the sooner everyone jumps on the bus, the sooner the destination is reached.

If there are some quick actions that can bring about positive benefits in the process, then it is evident that they should be done first to gather momentum.

Not only should the whole pace of the merger be maintained, but there should be some feedback mechanisms that tell the executives in charge that if action is required to correct matters then it should be taken swiftly and decisively , otherwise you will be breaching trust

7 Misrepresentation

This is perhaps a self fulfilling delusion. Most mergers are between unequals, but for face saving purposes, or sometimes justification for the deal, both sides are treated as equal. This leads to a merger bias in that there are often public pronouncements about synergies and absorbing the best practices of both firms. These best practices work in past conditions; they may not work in the new firm. The larger of the two ‘equals’ should drive the merger process. This is quite a difficult area and a potential minefield, but there will come a time in the process when one side will dominate. This is natural and should be embraced. It may well be that the predominant culture and business operations are m ore suited to the new firm than the two separate entities. By clinging to this ‘false equality’ then the two firms are only kidding themselves, their competitors and customers will know who is king, so try not to misrepresent this from day one.

Conclusion

Why do firms merge? Why call it a merger rather than a takeover?

Philosophically are we talking about predatory behaviour by another name, or are we genuinely looking at safety in numbers?

Whatever the reason for merger, one thing is certain, for it to be a success then it has to be managed like every other business process and has to be seen in context of growth and survival rather than based on any other criteria.

The Governance issues and the way the process of merger is handled is key to success. Like every other initiative , if it is the right one, then the quicker it is implemented the better and the economic justification is fulfilled.

