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Chapter 2 Business Literature Review 

2.1 Post Merger and Acquisition Integration 

The mergers and acquisitions activities are rising worldwide and they have been considered as 

one of the most effective strategic options to cope the business challenges and gain 

competitive advantages. U.S. companies alone made 90,000 acquisitions from 1996 through 

20033. A merger is a pooling of equals, with the newly created company often taking on a new 

name. An acquisition is a combination in which one company, the acquirer, purchases and 

absorbs the operations of another, the acquired. The difference between a merger and an 

acquisition relates more to the details of ownership, management control, and financial 

arrangements than to strategy and competitive advantage4. There are different objectives to 

take M&A as a strategic option. A survey conducted by PriceWaterhouseCoppers (PwC) in 

2000 cited the main objectives of acquiring firms were to gain access to new markets, grow 

market share, gain access to new products, reduce operating costs, reduce number of 

competitors, and buy technical talents. 

 

The term “post merger and acquisition integration” is defined primarily as the art of 

combining two or more companies after they have come under common ownership. 

Integration refers to a combination of elements that result in wholeness. Moreover, integration 

occurs at several levels e.g. by combining the accounts systems of the two firms or by 

creating a single legal entity. Other important levels of integration may take into the 

consideration are physical assets, product lines, product systems, technologies, or the cultural 

integration. Not all these types of integration are always achieved or even necessary for 

acquired organizations to function. 
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Beginning of the mid-1990s, several consulting firms conducted surveys of corporate 

executives concerning the outcome of recent mergers. There are mainly three results of 

merger outcomes analyzed from the Consulting Literature review: 

Executives indicate that their mergers achieved their objectives in 70% to 80% of cases. 

The revenue growth is found to decline post-merger for both the target and the acquiring firm 

in majority of cases. 

 

Several factors that help in achieving success vary depending upon the type of transaction, but 

commonly reported findings apply to a wide range of circumstances are listed in Chapter 2.2 

Key Success Factors of Post Merger and Acquisition Integration. The results of several of the 

consulting firm surveys of merger and acquisition outcomes are summarized in Table 2-1. 

 

According to a report from Kearney (1999) “After the Merger: Seven Rules for Successful 

Post-Merger Integration”, examined the three critical M&A phases: 1) Strategy development, 

candidate screening, due diligent 2) Negotiation and closing 3) Post-merger integration. 

Among the three phases, 53% of survey respondents stressed that post merger integration is 

the phase to bear the greatest failure risk, while phase 1 and 2 accounted 30% and 17% 

respectively5. In addition, Pritchett (1997)6 indicated that prior to the acquisition fewer than 

20% of companies had considered the steps necessary to integrate the acquisition into their 

organization. 

 

The cost of failure is significant. According to Fortune Magazine, thirty years of M&As 

activities has resulted in an average of three percent loss of equity. Some “hard” costs include 

lower share price, excessive acquisition premiums, decrease profitability and productivity, 
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loss of market share, decrease of customer service satisfaction, loss of key executives and 

staffs, low employee morale, etc. Therefore, many of studies addressed the importance of 

post-merger integration.7 

 

Dean McCauley from CSC Index Genesis (1997) consulting firm examined the outcomes of 

71 business deals undertaken between 1989 and 1993, argued that several factors are 

important in post-merger activities. The key aspects to be focused depend on the type of deal 

undertaken. For most type of deals, strong leadership and managing the integration quickly 

were important. For consolidators, efficiency capture was an essential factor. For pioneers, 

setting the strategic direction of the new firm is key main task. For firms that are buying 

intellectual capital, aligning the management and engaging the employees were key factors. 

 

In addition, Habeck (2000) agreed that the integration process of the post M&A phase is the 

key to success. All level of the organization needs to buy-in to the deal. It is important to 

provide orientation for people to understand and support the strategic vision. Expectations 

need to be managed directly and communicated throughout the process. Habeck’s concept is 

similar to a report conducted by Roland Berger Strategy Consultants. It was stated that the 

integration should be managed on three levels simultaneously: 

 

Business Integration – develop business model to meet top-down targets, define strategic 

concepts i.e future market positioning and objectives, integrate operations, and realize the 

synergies in term of market and cost perspectives. The business integration phases are 

summarized in Table 2-2. 
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Functional Integration - secure Day 1 operation, manage the two objectives speed and 

completeness pragmatically (80/20 rules), safeguard smooth migration process, particularly 

top management positions, HR transfer, internal/external communication. 

 

Cultural Integration - integrate the two cultures, overcome barriers, manage conflicts, 

involve the employees, and create positive momentum. 

 

Table 2-1: Results from the Business Consulting Literature on Merger and Post Merger 
and Acquisition Integration 

Selected Results from the Business Consulting Literature on Merger and Post Merger and 
Acquisition Integration 

Author Selected Results 
Sample, Methods,  
Comparison Group 

KPMG 2001 

82% considered successful in executive 
survey. 30% added value, 39% no 
change, 31% lowered value. A focus on 
synergy attainment increased chances of 
success by 28% relative to the average 
deal. 
 

Survey of executives for 118 
companies doing 700 cross border 
deals from 1997 – 1999. 
Compares equity price trends 
relative to industry trend just 
before and one year after the deal.

McKinsey 
2000, 2001 

65%-70% of deals fail to enhance 
shareholder value; 36% of target firms 
maintained revenue growth in 1st 
post-merger quarter, only 11% by 3rd 
quarter; revenue growth 12% below 
industry peers, 40% of mergers fail to 
capture cost synergies. In a related study, 
42% of acquiring firms had lower 
growth than industry rivals for 3 years 
following the merger. 
 

193 deals from the 1990 to 1997. 
Industry-specific benchmarks are 
used. Earlier related study 
examined 160 deals by firms in 
11 sectors in 1995 – 1996. 
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PriceWaterh
ouse 

Coopers 
2000 

Acquirer's stock 3.7% lower a year after 
a deal relative to peer group stock 
changes. 39% of firms reached their 
cost-cutting goals, which 60-70% 
achieved their market penetration goals. 
Success rates were uniformly higher if 
the firms moved early and quickly with 
transition teams, communications, and 
integration. Vast majority (79%) of 
executives regretted not moving faster in 
integration. 

Survey of executives in 125 
companies across a broad range of 
industries in 1999; 72% of firms 
were U.S based. 

A.T. 
Kearney 

1999 

58% of deals reduced shareholder value. 
Top performing deals were done in 
closed businesses and had a higher 
percentage of assets in the firm's core 
areas. 74% of successful deals were run 
by managers with deep merger 
experience. 

115 large 1993-1996 deals; total 
shareholder returns 3 months 
before versus two years after the 
deal. No explicit non-merger 
comparison group - comparisons 
made to average or quartiles in 
the sample. 

Boston 
Consulting 

Group 2000, 
2001 

Doubling of asset size for financial firms 
leads to 20% reduction in unit cost of 
servicing accounts. For industrial firms, 
saving of 10 - 15% in materials and 
components are common as a result of 
scale gains 

Based on BCG internal research 

Booz-Allen 
& Hamilton 

2001 

53% of deals do not meet expectations; 
47% of deals fail to attain the objectives 
stated in the merger announcement; 55% 
of same-industry deals meet expectation, 
only 32% of cross industry deal meet 
expectations. 42% of CEO’s of 
disappointing mergers are gone within 2 
years vs 16% for successful CEOs. 

Methods not fully described 

Source: Paul A. Pautler, The Effects of Mergers and Post-Merger Integration: A Review of 
Business Consulting Literature (January 21, 2003 version) 
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Another similar discussion from Shrisvastava (1986) on post M&A integration cited three 

different types of procedures to achieve a successful integration after M&A, they are 

procedural integration, physical integration and managerial and socio cultural integration. 

Procedural integration engages the combination of operating activities, management control 

and strategic planning levels. The purpose is to standardize procedures to improve 

communication between the companies. The physical integration entails the consolidation of 

product lines, production technologies, R&D projects, plant and equipment and real state 

assets. This implies that the company’s assets are combined to create synergetic effects. 

Finally the managerial and socio cultural integration is the integration of decision making on 

various levels and the fact that managers tend to hold their organizations and its environment.  

 

Table 2-2: Business Integration  

Phase I 
Transparency 

Phase II 
Business Model 

Phase III 
Implementation 

 Set up business 
integration teams 

 Analyze current situation 
 Identify, quantify 

synergy, efficiency 
areas/levers 

 Roughly estimate 
additional business 
potentials 

 Develop first ideas on 
business models 

 Develop project 
organization for phase II 

 Validate cost savings for 
synergies and 
efficiencies objectives 

 Detail market potential 
 Specify business concept
 Management appraisal 
 Personal transfer 

 Transform project 
organization into formal 
structure 

 Transfer savings into 
new management 
structure 

 Detail structure and 
interfaces 

 Optimize business 
concepts 

 Develop project 
controlling system 

 Monitor implementation

Source: Roland Berger Strategy Consultants, “Mastering Post Merger Integration” Hamburg, 
November 2006 
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2.2 Key Success Factors of Post Merger and Acquisition Integration 

Integrating two companies might become challenging in many aspects include realignment of 

key account management, management of cultural differences, linkage of different financial 

and control systems. The implementation of post merger integration should not be 

underestimated. According to Booz-Allen & Hamilton (2001) consultant, 53% of deals closed 

did not deliver the expected results due to poor integration efforts, rather than failed strategic 

concepts. Other factors include competitive reactions, customer dissatisfaction, inadequate 

due diligence, difficulty of integration, or the lack of timely execution. Also, PwC’s (2000) 

survey findings stated three leading integration hurdles include incompatible information 

systems, divergent management philosophies, and incongruent management practices. These 

evidences illustrated that the outcome of M&A is much harder than expected.  

 

The studies and business literature reviews conducted by the consulting firms who deal M&A 

with broadly experiences gives some good advices and guidelines. The result of the survey of 

corporate executive offers a list of factors that help in achieving success include:  

- Mergers that retain the main focus of the firm result in better outcomes.8 

- Mergers of equal-sized firms work less often than others.9 

- Early planning for the integration of the new physical and human assets improves the 

chances of success.10 

- Fast-paced integration and early pursuit of available cost savings improves outcomes.11 

- Manager must designate the merger integration leader and provide appropriate 

incentives.12 

- Managers must be cognizant of cultural differences between organizational and avoid 

conflicts via frequent, tailored communication with employees, customers, and stakeholders.13 
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- Particularly in mergers involving technology and human capital, managers must retain 

the talent that resides in the acquired firm.14 

- Customer and sales force attribution must be minimized.15 

 

Kearney (1999) conducted Global Post Merger and Acquisition Integration survey, which 

offered insights that companies that have been successful in the merger integration arena have 

tended to consider several factors: Rely on experienced managers who have done M&A 

before, stay close to their home market and purchased related businesses, focus on a strong 

core business, have deep financial resources, avoid merger of equals, get new employees to 

buy-in to the plans, choose integration manager early and define their roles, and communicate 

quickly and effectively from the top what plans are for the organization in order to guide 

employees toward the corporate goal. 

 

The consulting firm surveys indicated that financial and organizational aspects of post merger 

and acquisition are also important. It is needed to define the corporate strategies and goals and 

clearly communicate them to the newly acquired firm, while addressing the differences in the 

corporate cultures. The retention of key talents and customers during the initial transition 

period is another important factor. In addition, KPMG (2001) surveys concluded that there are 

six factors to achieve post merger integration and they include synergy evaluation, integration 

planning, management selection, cultural integration, and communications. 

 

Similarly, Zollo and Singh (2004) emphasized the right balance between achieving the 

necessary level of organizational integration and minimizing the disruptions to the acquired 

firm’s resources and competencies is a fundamental challenge that affects the success not only 
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of the integration process but also of the entire acquisition. Because of these managerial 

trades-offs, it is important to better understand whether and how firms develop processes and 

capabilities specific to the management of corporate acquisition. 

A short report from Conference Board (2001) stated the firms that were successful in handling 

mergers focused on five factors: 

- Frequent and tailored communications. 

- Cultural fits or misfits. 

- Managing talent to assure that it did not drift away during merger integration – an 

especially important point in high-tech mergers where brains are the business. 

- Integrating quickly in most instances, while realizing that speed can impair knowledge 

transfer if that is a key asset. In one case study, the successful firm wanted to integrate sales 

forces slowly to avoid disruptions. 

- Learning from the merger experience is important, to improve future results. 

 

A survey from Accenture (2001) cited, “Winners and Losers”, which examines M&A deals in 

a cross section of industries from 1993 to 1998. Winners tended to plan more and earlier, 

specified leaders for integration activities, involved the integrators in the deal-making process, 

and stuck to a plan. Winners also integrated quickly in certain key areas (e.g. leadership, 

brands, and compensation). The authors label this as “smart speed,” where integration is 

accomplished within six months in selected critical areas that differ according to the 

circumstances of each merger. 

 

Overall, the survey results conducted by the prestigious consulting firms demonstrated the 

success factors with similarities. These success factors are concluded to include early 



 14

planning for the integration process, setting and communicating clear goals, identifying the 

responsible manager and providing them with appropriate incentives, moving quickly to 

define those areas where gains can be achieved, keeping everyone informed with tailored 

messages including employees and customers, integrating system quickly, being sensitive to 

cultural issues, retaining key employees, and retaining sales force activism to avoid the loss of 

customers to rivals. The importance of these factors may vary from deal to deal as 

characteristics of the deals change, but the one over-riding factors is the need to plan early for 

integration of the new assets. 




