How To Make Your Strategic Alliance, Merger,

or Joint Venture Successful

The Art of the Merger

by Robert Hargrove

Part |. Welcome to the World
of Partnerships

Peter Drucker has written that the chief strategic
resour ce of the next ten yearswill be neither capital
nor knowledge, but the ability to form powerful
partner ships.

Winning the race to the future and the rest of
world reguires astrong sense of purpose and speed.
Y et, few companies, if any, havewhat it takesto run
theraceontheir own. Theideaof racing asateamis
somehow uplifting to the human spirit. Thelogic of
bringing many heads (or sets of skills) together to
achievewhat was previously considered difficult or
impossible on anindividual basisis somehow com-
pelling.

A powerful partnership with another firm can
giveyour company thecritical massand momentum
it needsto capturethe attention of theworld market,
to develop the next generation of products and
services, or to fill the gaps in your knowledge or
skillsinajust few monthsthat would otherwisetake
years. Tobesure, wehavejust witnessed someof the
biggest strategic alliancesand mergersthat will ever

happen. Daimler and Chrysler, Citicorp and Travel-
ers, MCl andWorldCom, AT& T and TCI, Monsanto
and Cargill, to mention only afew. Inthe past year,
there have been a grand total of 10,401 worldwide
dedls, adding up to $1.3 trillion dollars.

Itisnot only megamergersand powerful strategic
aliancesthat are defining what the new partnerships
areall about, itisthat thelinebetween companiesand
their customers has become blurred. In a world
whereproducersand consumersareconstantly inter-
mingling to produce products and services neither
could create on their own, it may bewiseto consider
every transaction an aliance.

Based on studying over 25 major mergers and
dozensof strategic alliances, we at Robert Hargrove
Consulting have seen that in the next ten years,
business will be done in a fundamentally different
way that represents a shift from the traditional hier-
archy to the extended enterprise web or network.

A study by Andersen Consulting revealed that
today’ s successful companies launch three to four
timesthe number of collaborativeinitiativesthanthe
medium or low performers. And yet, al that glitters
isnotgold. For every merger or alianceor outsourcing
joint venture that succeeds, three fail to reach their
objectives.
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Why so many mergers and
alliances fail to reach their
goals.

There aretwo reasonswhy mergersand alliances
fail. Thefirstreasonisthat, although many CEOsand
their executive groupsare good at figuring out adeal
that makes strategic sense, they oftenlack arealistic
blueprint or step-by-step process for making the
merger or alliance successful.

It starts with pre-merger planning. According to
consultant, Joel Yanowitz of Arthur D. Little, “It
may sound absurd, but many companies go into
mergerswithout any clearly defined purposeor goas.”
They also tend to lack a step-by-step roadmap for
dealing with the issues of post-merger integration.
For example, creating shared goals, creating orga-
nization alignment, working together at strategic
and operational levels. It was just this issue that
made Bank of America’'s merger with Fidelity
Bancorp extremely difficult.

Thesecond reason isthat the companiesand their
leaders often lack the necessary collaborative atti-
tudes and skills. The human factors are often under-
estimated and can play acrucial roleinthe successof
amerger or aliance. The more strategic amerger or
aliance is, the more it is likely to bring together
people who not only have large egos, but who also
havediffering goalsand cultural orientations. While
differences can lead to lighting creative sparks, they
can also ignite conflict. This was the case with the
IBM’s acquisition of Lotus Development Corpora-
tionand AT& T’ sjoint ventureswith the Spanish and
Swiss Telecom.

For apartnership to succeed, therenot only needs
tobeashared purposethat isbhig enough and compel -
ling enough for people to subordinate their egos to,
but al'so amajor commitment to fostering collabora-
tive attitudes and skills. When this doesn’t happen,
therecanbemajor problems, suchaspower struggles.

Motorolais aprime example. In 1996, Motorola
launched a project called Iridium. It began as an
ambitious attempt to create the world’ s first global

satellite phone network. By surrounding the planet
with 66 low orbit satellites, Motorola planned to
overcome the constraints of ground level cellular
communications which basically involved putting
relays on telephone poles. Iridium would use satel-
lites to beam the signals directly to handsets.

Iridium was Motorola’ s $3.4 billion bet on the
complete globalization of wireless telecommunica
tions. Toimplement thisambitiousproject, Motorola
created an exceptional consortium of 17 equity hold-
ing partners which included various national tele-
communications companies and other companies
like Raytheon, Lockheed Martin, Krunichev Enter-
prise (the Russian rocket supplier), and Nippon Iri-
dium (itself an coalition of 18 Japanese partners).
Thefirst satellite launches took place in 1996, with
wireless global communication services slated to
begin in 1997.

The art of the merger lies in being able to
integrate the strategic focus and basic
steps in building powerful partnerships
with the necessary collaborative attitudes
and skills.

Y et, in January 1998, theWall Street Journal was
reporting delays in Motorola's launching of new
products. In May, thetouted Iridium satellite service
was still not available. Also, a month later, the
company’s alliance with Compag and IBM to build
a computer chip that could compete with Intel fell
apart. Wall Street reacted by dramatically reducing
the price of Motorola s stock.

Thisledtoarareexerciseof public soul searching
by Motorola Chairman, Chris Galvin. What wasthe
reason for the costly delays?How could Motorolal et
competitor Globalstar, led by Loral (a specialist in
spacecommunications), beatittothepunchinlaunch-
ing the first global satellite network? Why did the
effort to build a powerful computer chip with other
partnersleadto bitter finger pointing andwrangling?

According to Galvin, “Our vice presidents and
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project leader engineers at Motorola come up with
great ideas for strategic ventures that can lead to
innovative products, but the truth is they don't
collaborate or communicate well on a day-to-day
basis.” Hesaid thereasonfor thiswaswhat hecalled
a“warring tribes syndrome.”

Galvinsaidthat M otorolaengineersstruggledfor
power and dominanceover each other, used adivide
and conquer approach in forcing their will on their
various partners, and were often downright uncoop-
erative.

Why some company leaders
are good at mergers,
dlliances, and joint ventures.

Y et, there are notable exceptions to the debacle
above. Themergersof Asea, Brown& Boveri (ABB),
Bank of America and Charles Schwabb; also the
aliances of Corning and Siemens, and Cisco Sys-
tems and Dataquest. Does bigger equal better? No.
The challengefor leadershipisto bring two compa-
nies together so as to create something that never
existed before—not just do the same thing better—
or ssimply consolidate bricks and mortar.

Look at the joint venture between Shell and
Mohil. It led to the formation of Aera, a creative,
autonomous, highly profitable, amalgamation of
two giants. It representsthesuccessful cloning of the
best DNA cellsof both of itsparentsand the creation
of a separate but effective network. Says Peter
Senge, “While five people can pull off amerger, it
takes aligning 100,000 people to make it work...”
and collaborative attitudes and skills.

Roger Ackerman, Chairman of Corning Inc., is
an excellent example of a leader who is good at
creating innovative alliance partnerships where
people from different cultures think and work to-
gether. Says Ackerman, “We have a passion for
growth,” which requires coming up with products
that changeeverything. “Inthe80’ s, wesaw that we
had the potential to transform telecommunications
with fiber optics. We had invented fiber opticsinthe

60's, but we didn't know anything about cable or
distribution. Weknew inthesesituationsyou haveto
act fast before the window of opportunity closes. So
went went looking for a partner.

“We went to AT&T, but they didn't see this
incredible opportunity for business growth because
they were too invested in fixing their wire based
phone network. And they were not open, nor had a
collaborative attitude. Instead, we went to Siemens
where there was awhol e different attitude.” Today,
Corning’ sfiber optic businessisgrowing at arate of
100% ayear and saysAckerman, “ half theworld has
still not received itsfirst phone call.”

The challenge for leadership is to bring
two companies together so as to create
something that never existed before—not
just do the same thing better.

Theexperiencewith AT& T and other firmstaught
Ackerman and Corning a great deal about making
sure Corning had the skills and attitudes necessary
for future partnerships like the one with Siemens.
Ackerman spent oneday amonthfor ayearinthemid
90’ swith histop management team coming up with
aset of |eadership practi cesthat would poise Corning
for dramatic growth in the year 2000 and beyond.

“Some of these leadership practices were a bit
quirky,” said Ackerman, “such as openness, rigor,
curiosity, focus, toleranceof eccentricity. Welooked
inthe mirror hard and asked ourselves: What doesit
mean to be an open person? What doesit mean to be
arigorous person? tolerant? curious? and so on.”

It seems that many other companies would be
served to do something similar. A study by Arthur
Andersen of 6000 company executivesrevealedthat
only four percent of today’ sleadersfelt they had the
skills and capabilities necessary to lead the virtua
organizations of the 21st century.

Thestudy emphasized that acritical skill that was
missing was leading network organizations that,
instead of being hierarchal, are egalitarian in nature.
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Other skillsincluded collaboration, communication,
coaching, and managing relationships.

Theart of themerger liesinbeing abletointegrate
thestrategic focusand basi c stepsin building power-
ful partnerships with the necessary collaborative
attitudes and skills. This report addresses itself to
this. Part 11 of thisreport will look at the attitudesand
skills needed to make various kinds of partnerships
succeed. Part 111 will provide a step-by-step road
map to follow.

Part Il. The Skills and
Attitudes of Successful
Alliances, Mergers, JVs

We have found that the following skills and
attitudeswere crucial for successin alliances, merg-
ers, and joint ventures: 1) Lateral Leadership,

2) Breakthrough Thinking, 3) Authentic Dialogue,
4) Attitudeof Collaboration, 5) Coaching and Facili-
tation.

Skill T: Lateral Leadership

In the past, the CEO was like an emperor who
presided over thecorporationwithtop-downcontrol.
Today, there is just as likely to be a Co-CEO (or
leader) who must collaborate with othersin order to
manage an alliance, merger, or partnership. While
thetop-down |eadership that we haveinherited from
the past is smoothly and quickly executed by most
managers without even having to think about it, the
new lateral leadership stylerequired for alliancesis
often executed haltingly and with some awkward-
ness.

There are four aspects of lateral |eadership that
need to be devel oped: 1) Shifting fromthe old power
of authority to the new power of collaboration; 2)
Lateral thinking—reaching goals and solving prob-
lems by thinking differently which leads to doing

Skillsand attitudes crucial for
success in alliances, mergers, and
joint ventures:

1) Lateral Leadership

2) Breakthrough Thinking
3) Authentic Dialogue

4) Attitude of Collaboration
5) Coaching and Facilitation

different things; 3) Being a knowledge broker or
bringing extraordinary combinations of people to-
gether in an extended enterprise web; 4) Being a
“convener”—getting peopleto sit down at the table
to discuss a merger takes leadership, it just doesn’t
happen.

For example, last year during the Frankfurt Auto
Show, Juergen Schrempp, Chairman of Daimler-
Benz, a man known more for authoritarian than
collaborative leadership traits, pounded his fist on
the table so hard in talking with executives that
papersflew inal directions. He had been in strategy
sessions with executives all day looking for waysto
give Mercedes a competitive edgein the world auto
market. Hewasn't happy with the answers he heard.

That night, as he stood in his hotel room looking
out the window at the gilded buildings that stood in
the Schafhaussen Square, it came to him: apartner-
ship with another firm. Schrempp was definitely
thinking outside the box, when Chrysler entered his
mind. Who would imagine a German company that
held the benchmark for luxury autos would partner
with an American company like Chrysler that sold K
carsto middle Americansto keep itself out of bank-
ruptcy? His next step was to convene a meeting.

Infact, theroad tothebiggest industrial mergerin
history started with a seventeen minute meeting on
January 12th at Chrysler Corp’s silvery, sleek, new
headquarter complex in Detroit. It wound through
luxury hotels in New York City, executive dining
rooms at Deutsche Bank AG Frankfurt, and a secret
rendezvous in Switzerland before concluding May
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1stwithachampagnetoast at the Dorchester Hotel in
London at 10:30 pm. In between, therewereadozen
or more secret meetings between a handful of high
level executives of Daimler Benz AG and Chrysler
Corp shuttling across the Atlantic. There were tons
of details to be worked out.

Getting people to sit down at the table to
discuss a merger takes leadership, it just
doesn’t happen.

However, thesenitty gritty’ sweren’twhat wason
Juergen Schrempp’s mind when he called Robert
Eaton, Chrysler Chairman, while attending the De-
troit Auto Show in January, 1998. The messagewas,
would Mr. Eaton please sit down with him for a
meeting? When they sat down, Mr. Schrempp’s
agendawas audacious, “1 would liketo explorewith
you the possibility of amerger.” The merger would
give the highly profitable Mercedes a stronger U.S.
distribution channel and a core competence in light
trucks and sports utility vehicles. It would provide
the highly profitable Chrysler more international
clout than it presently had.

Themerger didn’t comeout of theblue. For about
six months in 1995 and 96 the two companies had
held many gatherings to discuss the possibility of a
major joint venturein Latin Americaor Asia. Those
talks came to nothing, but executives from both
companies got to know each other and get comfort-
able with each other’ s corporate culture.

After the merger papers were signed and the
smoke cleared, there were many pundits who won-
dered whether the tough guy Schrempp would be
abletowork asasuccessful CEO with Robert Eaton
of Chrydler. Others who knew about Eaton’s prac-
ticed skillsat co-leadershipthought differently. Eaton
had already proven hisability to think and operate as
a co-leader when Chrysler CEO, Lee lacocca, re-
signed and made him CEO and Robert Lutz Presi-
dent. Lutz was an ex-Czech fighter pilot with a
reputation for not getting along with CEOs. If Eaton
had treated him as a subordinate, Lutz would have

parachuted out fast. Instead, he treated him as an
equal and the two became excellent partners.

Says leadership expert Warren Bennis, “Eaton’s
great skill is being able to submerge his own ego to
get along with adifficult partner in order toreach the
soaring goals he sets.” It was Eaton who graciously
offeredtoresignand et Schrempp takeover asCEO.
Instead, Schrempp felt moved to offer to resign as
well. This created the opening for Eaton to pose the
idea of being Co-CEO’s. Both men agreed to make
al major decisions by consensusor passthetorch to
another leader.

Says Edward E. Lawler, a business professor at
the University of Southern California, “If ever there
was an ally with Schrempp, it is Bob Eaton.”

Thelessonsin this story about lateral leadership
not only apply to CEO’s, but also to leaders at all
levels of the organization who are going through a
merger or aliance building process.

Skill 2. Breakthrough Thinking

How do you knit two organizations with differing
goals and orientations into a single team?

AsNicholasNegroponte, of the MIT MediaLab,
hassaid, “Y ou seethefuture best through peripheral
vision. Sometimeslooking strai ght ahead just misses
the big picture.” Breakthrough ideas often come out
of leftfield. ASAT& T CEO Mike Armstrong said of
the AT&T and TCI merger, “Why hack your way
through the jungle doing everything yourself when
thereis afreeway ten feet to the right of you?” The
merger not only gave AT&T alocal line into your
home, but also it opened up rich possibilities.

An Arthur D. Little study of 2000 executives
revealed that by far the executive’ shiggest source of
tension in various kinds of alliance partnerships and
other business situationswas being ableto reconcile
the tension between two necessary but seemingly
contradictory goals, that could only be solved by

breakthrough thinking or seeing thingsin anew way
e How do | run my SBU and till find time to
integrate with partners?
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*Howdol createastructurethat isdecentralized
enough to foster innovation, yet centralized enough
to coordinate functions?

e Howdol| build worker confidenceandtrust, yet
consolidate operations?

The study revealed that the managers also had to
deal with another kind of tension — the tension
between the need to be separate and the need to be
integrated. Whether it's a matter of partners in a
merger or aliance, businessunitsof alarge corpora-
tion, teams in business units, or even individuals on
teams, there is always varying degrees of competi-
tion between the different parts and varying degrees
of cooperation. The ability to managethistensionis
the key to creating effective collaboration within an
organization and between organizations.

The solution to both kinds of tension requires
breakthrough thinking. This requires the ability to
transform the tyranny of the “either or” into the
genius of “both and.” In other words, to transform
“either or” dilemmasinto“bothand” propositionsby
seeing thingsinanew way. NUMMI, ajoint venture
of Toyota and General Motors, faced a dilemma
which involved the need to improve customer ser-
viceand theneedto reduceinventory. Reframing the
dilemmalead to ajust-in-time approach to manufac-
turing. They looked for small changes that could
make a big difference, such as reduction of change
over time.

In essence, aliance partnerships require leaders
who are capabl e of reframing issues and coming up
with innovative solutionson aday-in, day-out basis.

Skill 3. Powerful Forums for
Dialogue

Conversation is the vehicle for capturing collective
intelligence of the group in attending to the complex
issues and problems a merger presents.

Our research showsthat areal quality of dialogue
is a powerful vehicle for both exploring a potential
aliance partnership or knitting two recently merged

Breakthrough thinking involves the abil-
ity to transform “either or” dilemmas
into “both and” propositions by seeing
things in a new way.

organizations together into a single team, and deal-
ing withthecomplex issuesinvolved. In many merg-
ers, however, dialogue often showsup asmissing: 1)
Thereisalack of forumsthat are powerful enoughto
bring stakeholders together and explore issues in
depth; 2) The agendas of team meetings tend to be
jam packed, keeping discussions of complex issues
on a superficia level; 3) People mistakenly equate
being a good “aliance partner” with nodding their
heads in agreement or avoiding conflicts; 4) People
do not have any training in the art and practice of
collaborative conversations or, if they do, have not
sufficiently mastered it.

CollaborativeGatheringsfor bringingunlikely
collabor ator s together. One way that leaders can
foster dialogueisto sponsor coll aborativegatherings
that introduce peopl e, lay out thegoal sof thepartner-
ship, aswell astherolesinvolved. For example, the
Mars Project landed a scientific payload called the
Rover on the surface of the red planet on July 4th,
1997. This feat was made possible through lateral
leadership and breakthrough thinking. NASA’s Jet
Propulsion Lab created an alliancewith other NASA
labs, Hughes Aerospace, and over a dozen other
firms.

Early in the project, Mission Director Brian
Moorhead held a collaborative gathering where he
announced thegoal sof theproject, then asked people
from different professions and organizations (e.g.,
astro physicists, geologists, engineers, MBA's, etc.)
to explain their job to a layperson. The informal
dialoguethat wascreated at thismeeting had al asting
effect over the next two years.

Collaborative Conver sationsor “ Deep Dives’
for focused problem solving. Thereal so needsto be
a forum for focused problem solving on complex
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issues. AT&T Chairman, Mike Armstrong, regu-
larly interrupted merger talkswith TCI’ sJohnMalone
and their staffs when he suspected a complex issue
needed deeper reflection and said, “Wait a minute,
let's do a deep dive on this.” He and others would
then discusstheissuefor hourson end, if necessary.

Thesekindsof forumsneed to be consciously and
intentionally created to foster collaboration. At Rob-
ert Hargrove Consulting, we have developed a pro-
cess called a CollabL ab—an accelerated solutions
environment for helping clients gain the insights
needed to deal with the complex issues of a merger
or partnership.

Skill 4. A Universal Attitude of
Collaboration

Inmost alliances, thereareteamsand processes. The
distinguishing success factor iswhether thereisan
attitude of collaboration.

As Charles Handy has written, in the future,
organizations will be important as organizers, not
employers. What that means is that in the future,
most professionals are most likely to be working on
some project with peoplefromthreeor four different
organizations. Whenyour company i sthinking about
reachingitsgoals, it would be wiseto bethinking in
terms of bringing an extraordinary combination of
peopletogether in an extended enterprise web based
on a scheme of semi-permeable boundaries.

In other words, what is required is a universal
attitude of collaboration in which the notion of “in-
siders’ and “outsiders’ becomes blurred. If you call
up a company looking for a partner in a win/win
propositionandthey aremoreinterestedin screening
your call becauseyou are an outsider thanthey arein
finding out what you're up to, you are probably
looking in the wrong place.

This universal attitude of collaboration not only
means blurring the line between insidersand outsid-
ers, it means being open to exploring new ideas,
especially thosethat may initially seemlikethey may
come out of left field and that may require doing

something different. AT& T’ searly rejection of fiber
optic cable was probably predicated on the fact that
the company was heavily invested in its wire based
phone network.

Although many organizations may try
to get collaboration by setting up teams
and processes, these teams and processes
may not be collaborative in their attitude.
Itis possible to be part of a team and suffer
from “silo mentality,” “not invented here
syndrome,” or “Let George do it!”

The universal attitude of collaboration involves
being akind of alchemist, who delightsin bringing
together acrazy combination of people and creating
something that never existed before. It involves
creating a corporate culture where people look at
being invited to a brainstorming session on a new
product or service as an honor. It involves seeing
yourself as having one piece of a puzzle that, com-
bined with other piecesof apuzzlethat othersinyour
group may have, can create something truly extraor-
dinary. The early invention of radar, for example,
was made possible by an alliance that combined the
skills of physicists and engineersin one team.

Finally, it isimportant to point out that, although
many organizations may try to get collaboration by
setting up teams and processes, these teams and
processes may not be collaborativein their attitude.
Itispossibletobepart of ateam and suffer from*“silo
mentality,” “not invented here syndrome,” or “Let
Georgedoit!” For example, Ford Motor Company in
Australiafound that it waslagging behind most Ford
operationsin production, deliveries, and sales. They
had set up teams and processes, but the real barriers
to collaboration and communication remained, the
onesin peopl€’ sheads. Theresultsdid not improve.

The head of the factory set up athree day off-site
with peoplefromthefactory, part suppliers, distribu-
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tors, thead agency, and outside design people. Atthe
meeting, they decided that what was missing was a
universal attitude of collaboration that would allow
people to collaborate smoothly, whether they were
on ateam or not.

They began to instill an attitude of collaboration
by: 1) Getting rid of their top down attitudes and
treating everyone as a colleague; 2) Creating shared
understood goals that gave everyone involved the
feeling they were part of some great undertaking; 3)
Creating a series of shared values, such as learning
vs. knowing as embodied in the slogan, “Y ou may
not know as much as you think”; and 4) Providing
transparency of information regarding production
guotas, sales, etc. In six months, Ford Australia
increased on-time deliveries by 85% and sales by
65%.

Skill 5. Coaching and
Facilitation

Coachingisthevehiclefor instilling each of theskills
and attitudes mentioned above.

It is important not to underestimate the level of
personal and organizationlearninginvolvedinmerg-
ers, strategicalliances, or partnerships. M ost manag-
erswerenot born lateral leadersor systemsthinkers,
and collaborative attitudes often run counter to our
business tradition. This learning will require more
thana“talking head” inacorporatetraining roomfor
two to three days. It will require masterful coaching
and facilitation.

A book or classroom intervention can show you
theleadership practicesyou need, but may not get to
the underlying beliefs and assumptions which actu-
aly shape your behavior. One of the key things a
coach doesisto help peoplerecognizewhenthey are
espousing a certain set of leadership practices, but
acting in away that is 180 degrees opposite.

Toillustrate the point, in attempting to settle the
recent GM strike, CEO John Smith began a conver-
sation with Union Reps saying, “we have to find a
better way to work together,” citing the importance

of collaboration and communication. Fifteen min-
utes later, there was a disagreement about some-
thing. Smith became very vocal about getting his
way, lecturing the union folks about world class
competition. He became so heated, he began pound-
ing hisfist on the table.

Executives can play a vital role as *““con-
versation partners” to help local line lead-
ers do the breakthrough thinking needed
to reframe complex issues that the merger
surfaces. Also, there is an often underes-
timated need for skilled facilitators in a
merger process to help inter-organization
groups with differing goals and differing
orientations come into alignment.

At Robert Hargrove Consulting, we have ob-
served that executives are the business people who
receive theleast amount of coaching, and who often
need it the most. The same applies to executives
providing coaching to others. Executives can play a
vital roleas" conversation partners’ tohelplocal line
leaders do the breakthrough thinking needed to
reframe complex issues that the merger surfaces.
Thenthere’ stheoften underestimated needfor skilled
facilitatorsin amerger processto help inter-organi-
zation groups with differing goals and differing
orientations come into alignment.

Y ou can almost guaranteethat themerger will not
roll out as planned. It can be highly effective for
executives and line leaders to sponsor collaborative
gatheringsinorder tobuild shared goals, makeplans,
launch projects, etc. Just asimportant isthe need for
other gatheringswhose purposeisto document what
happened, reflect on events, and modify actions in
theface of unintended results. Skilled facilitation of
such gatherings can lead to sharing insightsinto the
merger process that are not only valuable now, but
which can also be applied in the future.
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Part lll. A Five Step
Process for Strategic
Alliances, Mergers, Joint
Ventures

The purpose of the stepsisto put some fence postsin
the swamp to allow leaders to map the territory.

As said earlier, the art of the merger lies in
combining the attitudes and skills mentioned above
with the tangible stepsin the merger process. Inthis
part, we are going to look at the specific stepsin the
merger process. Thisincludes everything from pre-
merger planning to post-merger integration and be-
yond. The purpose of the stepsisto help you to map
the territory in your own mind rather than provide
answers to every question.

Step 1. Clarify Your Strategy:
|dentify Your Best Potential
Partners

In most companies, people go about their busi-
nesstrying to reach strategies and objectives amidst
difficultfactsand circumstances. A strategicalliance
can be smart move that can dramatically increase
your leveragein reaching your goalson achessboard
that is shaped by change, complexity, and competi-
tion. Suddenly, where there were obstacles, thereis
anew opening for possibility and successful action.

In considering creating somekind of partnership,
it isimportant to be clear about your own goals and
motivations. A good questiontoaskis, “What new or
existing opportunities could we realize more effec-
tively by combining our own capabilities with those
of an appropriate partner?” An insightful answer to
this question requires a profound understanding of
your company’s strategic direction, markets, and
corecapabilities. It al sotellsyouwhat kind of partner
to look for.

A Five Step Alliance Process

1) Clarify Your Strategy—I dentify
Your Best Potential Partners

2) Create Glue—Shared Goals,
Values, Best Practices

3) Build a Transition Structure—
Multidisciplinary

4) Seek Synergiesthat Multiply,
Not Just Add Value

5) Focusing on Collective Work
Products—Quick Wins

To clarify your goals and motivations for going
into partnerships, agood question to ask at acollabo-
rative gathering is: In the race to the future and the
rest of theworld, are we seeking to: 1) build critical
mass, 2) reach new markets, or 3) plug different
knowledge or skill gaps? Once we know what the
basic purpose of the dliance is, there are certain
types of partnerships that we can use to get there.

a) Co-option: Weusethiswordto definecreating
a partnership that helps to build critical mass or to
neutralize a competitive threat. For example, Royal
Bank in Canada merged with Bank of Montreal, its
number one competitor, in order to gain the critical
mass needed to compete on the world stage.

A good question to ask is: What new or
existing opportunities could we realize
more effectively by combining our own
capabilities with those of an appropriate
partner?

b) Co-specialization: Co-specialization can be
used to create anew market or enter an existing one.
Itinvolvestwo companieswithdifferent, but comple-
mentary skills combining their strengths to create
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new value. Corning “ co-specializing” with Siemens
to launch the fiber optic cable business is a good
example. It can also be away to crack open a new
market. Coca Colaknows about the beverageindus-
try, but could only break into the Chinese market by
forming alliances with people who understood
China’ s distribution system.

¢) Filling Gaps: Thisinvolves finding partners
who canfill gapsinknowledgeor skill that allow you
to get there better, faster, cheaper than on your own.
TheCEO of Xerox inthe80’ swasamazed by thelow
number of defects in Fuji products when he visited
their plant. Xerox then formed a partnership with
Fuji Copiersto learn toimprove the quality of copi-
ers. Thisled to the Xerox quality program.

Onceyou figure out what your goalsand motiva-
tions are, there are afew other questions to keep in
mind when selecting apartner: 1) Which companies
can become more successful by making us more
successful ? 2) Which companies have the skills and
capabilities we need? 3) Which companies have a
proven track record of successwith alliancesand are
known for their attitude of collaboration? Keep in
mind that once you select apartner, itisimportant to
to develop a strong business case by rigorously
thinking through the possible gains, as well as the
drawbacks.

Step 2. Create Organization
Glue—Shared Goals and
Culture

While much of the headlines about mergers fo-
cuses on the strategic and financial factors that the
deal hingeson, the art of the merger liesin focusing
on the human factorsthat are essential to its success.
It startswith recognizing that mergersbring together
two firmsthat have differing goals and orientations,
and people whose way of seeing and responding to
the world varies greatly. There needsto be away to
createalignment or youwill seeasthequotationfrom
William Butler Y eats says that, “Things fall apart,
the center cannot hold.”
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Partnersneed to create somekind of gluethat will
hold the two organizations together. This could in-
clude using collaborative gatherings to: 1) create a
shared vision, 2) build shared values, 3) adopt afew
rules of governance, and 4) develop best practices.

Mergers bring together two firms that
have differing goals and orientations, and
people whose way of seeing and respond-
ing to the world varies greatly. Partners
need to create a kind of glue that will hold
the two organizations together.

1. Shared Understood Goals. A good example of
where creating shared goals played an important role
in making a merger successful was the Smith Kline
and Beecham merger. Robert Bauman, Chairman of
the Beecham Group, and Henry Wendt of Smith
Kline cametogether before the transaction was com-
pleted and created a shared vision. The two CEO’s
plus about 20 senior managers from the two compa-
nies held a series of collaborative gathering for over
two weeks in mid-November, 1997. To insure se-
crecy, they metinthebasement of Smith Kline' sNew
York lawyer's office. The various players got to
know each other very well during the formal and
informal discussions and came together around a
vision of “integrated health care.”
2. Shared Values. Another form of organizationglue
istocreatealist of shared valuesthat becomethebasis
of leadership practicesfor both organizations. Honda
M otor Company wasasmall motorcyclemanufactur-
ing company after World War I1. But by themid 80's,
a Fortune article made a wry reference to the most
popular family car in America: the Honda Accord.
Honda was the first Japanese company to enter the
luxury car market. It was the first to meet U.S.
emission standardsandthefirst to set up anintegrated
auto manufacturing plant in Marysville, Ohio.
Thisand other accomplishmentswerelargely due
to an innovative management culture that was based
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on asingle value, “Let’'s Gamble.” Honda not only
actively cultivated thisvalueinitsown organization,
but in its network of partners—advertising firms,
parts suppliers, and distributors.

3. Adopt aFew Rulesof Gover nance. Inanetwork
world, where people do not have traditional bosses
theway they doinahierarchy, thequestion of, “Who
has control?” is less important than the question,
“How do we govern?” A good answer comes from
Dee Hock, former chairman of Visalnternational, a
loose confederation of banks, merchants, and credit
information suppliers. In spite of many overlapping
boards and different management cultures, Visais
considered a very well run organization that can
operate decisively.

The reason is that when Dee Hock took over as
Chairman, heemphasized theimportanceof creating
“afew rules’ that would be used asabasis of making
decisions. This occurred by convening a group of
Visa' sinitial members and creating alist of critical
minimal specifications. Visa s ongoing governance
processensuresthat these* specifications’ arecrafted
and adjusted as the network grows and learns.

4. Best Practices. A fourth way to create organiza-
tion glueisto hold agathering of the two companies
and ask peopleto explorebest attitudesand practices
incritical areas. Ask peoplefrom both sides: How do
you run your businessin the area of R& D? market-
ing? production? Also, look at how the people who
are most successful in your industry do things, to

give yourselves a benchmark. Then choose the best
way that will fit your goals and objectives. Thisisa
goodway to craft ashared management culture. Inthe
mergers we have helped with in financial services,
auto, biotechnology and other fields, people beginto
see, as a result of this, that the old way was not
necessarily the best way.

Step 3. Create a Merger
Transition Structure—

From Hierarchies to a Fluid
Network Organization

Indesigning amerger transition structurethat will
knit the two organi zationstogether, it isimportant to
keep in mind that today’s organizations were de-
signedfor functionality, not for complexity. Peoplein
anetwork of firmsusually do not report to each other
theway they doinahierarchy. Breakthroughthinking
and collaborative attitudes and communication skills
are needed to create fluid network structures. At the
sametime, structureinfluencesbehavior. Puttinginto
placestructures can foster breakthrough thinking and
the emergence of collaborative attitudes and skills.

For example, ABB (a merger of the Dutch Asea
and the Swiss Brown and Boveri) represents afluid
network organi zation of 60 companies. Thisnetwork
isconnected by alarge number of counselsincluding
an executive committee that makes broad gauged
strategic decisions, a board for every business area,

asingleteam in a coherent way.

A merger transition structur e can providethe meansto knit thetwo organizationsinto

Merger

CEO | Execu_tl ve - ceo
Committee
I I
. Strategic Strategic Marketi
Magalk:f‘g CFO Alliance/ Alliance/ CFO aéae;ng
Operations Operations
Company One Company Two
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country counselsto connect all companiesinacoun-
try, and functional coordination teams that span a
business area. In addition, executives travel con-
stantly spreading the word about the importance of
coordination. Average employees are connected by
exchanging visitsregularly with othersfromall over
theworld, and everyoneinthe company isconnected
through e-mail or its abacus system.

A good way to initiate atransition structureisto
create aMerger Executive Committee (MEC) made
up of people from both sides. The MEC plays akey
roleininsuring the vision and values, aswell asfew
rules of governance will be upheld. In the case of a
larger firmacquiringasmaller one, it makessurethat
such statements “Don’t worry. Nothing is going to
change,” actually iswhat happens. The MEC hasthe
responsibility of providing astrategy that allowsthe
latent synergies of two firm's partnership to be
realized.

The MEC appointsamerger manager who works
with ateamto define projects, time schedul es, moni-
tor progress, and handle contingencies asthey arise.
Merger project managers are assigned key projects
and are expected to deliver in away that meets key
performance parameters and time schedules. With
coaching in collaboration and communication, as
well asregular opportunitiesfor feedback and learn-
ing from peers, these individuals can become in-
creasingly adept at |eading the organizationinfuture
acquisitions or alliances.

Step 4. Seek Synergies in
Innovation and Cost that
Multiply, Not Just Add Value

Theideabehind analliance partnershipistobring
parties together whose differences represent the la-
tent potential. Yet, this potential must actualy be
realized in order to justify managing a bigger and
more complex organization. Therefore, it isimpor-
tant for managersto seek synergiesininnovation and
cost that multiply, not just add value. A good ex-

ample comes from the $30.09 billion merger of
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Sandoz and Ciba-Geigy into a company called
Novartis, which was announced in early 1996 amid
aflurry of big dealsin the pharmaceutical industry.

A collaborative approach to achieving cost
synergies. At an early gathering of executivesfrom
both sides, Daniel Vasella, Novartis' president, pre-
viously head of Sandoz PharmaDivision said, “ The
company has been created not through internal
growth, but in adeal.” Someone from the Ciba side
responded, “The reinvention process that has to
occur is one to change it from aleader in sizeto a
leader in performance. We need to usethe merger as
acatalyst for change.”

A collaborataive gathering is an effective
way to bring diverse groups of people
together from both companies to discover
synergies in innovation and costs.

Novartis management calledfor acompany wide
review and, where appropriate, the reengineering of
al processes, from research and development to
marketing and sales. “ During negotiations, wedidn’t
want to involve too many people, so we took atop-
down approach,” said Raymond Breu, Novartis
chief financial officer. “However, whenit cametime
to arrive at goals for reducing costs and jobs, we
decided to use a bottom-up approach.”

Worldwide, Novartis deployed 600 task forces,
each holding their own gathering to find cost syner-
giesin specific areas, toidentify possible cutsand to
create a time plan. The groups were supplied com-
petitor benchmarks for industry costs. Thisresulted
in atarget for cost reduction of two billion Swiss
Francs, $500 million morethanthebenchmarks. “ By
thetimewecompletedthemerger,” said Vasella“we
had all these plans, done by the responsible manag-
ers, not MBA guys. So, on Jan. 1, 1997, we said,
‘Okay, doit.” It will taketwo yearstoimplement the
changes.

They committed themselvestoabreakthrough
in the oncology drugs. Pharmaceutical companies
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liveor dieby their research and development, soitis
not surprising that these two sectors received the
most scrutiny in Novartis' review. Research discov-
ers new drug candidates, while Development shep-
herds these new chemical or molecular entities
through the laboratory and clinical trialsthat lead to
regulatory approval. From discovery to new drug
approval oftentakes10yearsor more, and 9 out of 10
drug candidates fail somewhere along theway. Any
increased efficiency in this process would pay dis-
proportionate returns.

Tofurther innovative breakthroughs, the number
of drug development projects was reduced on both
sidesfrom 165 to 15. Thenthey weighted each of the
remaining ones. For example, their first priority was
to achieve a breakthrough in oncology drugs, acure
for certain kinds of cancers by 2005. They then
needed to design an organization that would bemuch
more focused so they could accomplish these goals.

It is important in a merger is to maintain
the flexibility to have people from both
sides shifting back and forth between strat-
egy and operational accomplishments.

Traditionally, both Ciba Geigy practiced innova-
tioninaseria (or sequential manner). Senior execu-
tives would decide which drugs to allocate capital
investment to. The Research areawould developthe
drugs, thenthe Devel opment areawoul d test them, to
be followed by the Quality Control Department,
whichadministered moretests. Innovationwasoften
dlowed down by thefact that the Quality areadid not
have an opportunity to be involved until after six to
seven months of testing. Then, they would start
shooting holes in the testing methods or outcomes,
requiring everyone to go back and start over.

Accordingto Doctor Robert Herrling, the merger
created an impetus for change that allowed them to
implement a new approach, “We wanted to reduce
hierarchical levelsand be more collaborative, so we
could increase the speed of drug development.” In
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essence, they decided to get the Research, Develop-
ment, and Quality areas al working concurrently.
Training was provided in collaboration and commu-
nication. Getting everybody thinking and interacting
together immediately lead to a rapid increase in
speed and productivity.

Step 5. Focus on Collective
Workproducts—Quick Wins

Each success becomes the nexus of an expanding
circle of successes.

One of the most important things to keep in mind
in a merger is to maintain the flexibility to have
people from both sides shifting back and forth be-
tween strategy and operational accomplishments.
Failuretodo so canlead to disaster. Inthe 80's, there
wasjointventurebetween AT& T and Olivetti. AT& T
was supposed to bring its advanced PC technology.
Olivetti its marketing clout.

Thetwo firmstalked about how they would build
a PC that would capture the world market by using
AT&T spowerful machineand Olivetti’ suser friendly
operating system. In the end, the two firms never
moved from this strategy to learning something from
each other about making and selling computers. Sev-
eral yearsinto the alliance, the computers of the two
companies were totally incompatible.

The moral of the story is to move quickly from
strategy tooperational levels. A great way totranslate
latent synergies of a partnership into realities is to
focus on collective workproducts. In the case of
Olivetti and AT&T, it might have worked to jointly
build apersonal computer that combined their differ-
ent strengths or perhaps a new service offering.

We havefound in our work with companiesthat a
shared assignment where there is individual and
collective accountability for resultsisagreat way to
build team work and collaborative learning. It is
important to have peoplefrom both sidesinvolvedin
the teams and for there to be deadlines and clear
deliverables.

It is a good ideato use what we call the “break-
through technique” so as not to make the task over-
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whelming. This means focusing on quick wins—

thingsthat can beachievedinweeks, not months. For

example, aprototypeof anew product, anew service

package that wows customers, a catalog that com-

bines both company’s products and prices, a sales

presentation that combinesboth companiesoffering.

» Quick wins are visible—arge numbers of people
on both sides of the house can tell the difference
between tangible achievements and hype.

* Quickwinshbuild ateamacrosstraditional bound-
aries.

* Each success can be transformed into a widening
circle of successes that leads to both cost and
growth synergies.

Robert Hargrove is CEO of Masterful Coaching,
Brookline, MA, aninternational consulting firm. He
is the author of Mastering the Art of Creative Col-
labor ation. He has wor ked with hundreds of |leaders
on creating successful partnerships.

Masterful Coaching

1689 Beacon &. Quite 1, Brookline, MA 02445
(617) 739-3300, fax 738-9149

email: info@masterfulcoaching.com
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