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Abstract

Mergers and acquisitions are an economical strategy of organisations to ensure
sustainable growth, to improve their competitive advantage and the achievement of
economies of scale.

Information Technology is an integral part of organisations and meshed into every
component of these organisations. The scope of the integration may vary from one
component to the next. The importance of Information Technology cannot be

underestimated, since it is facilitating the organisation to reach its specific goals.

The process of mergers and acquisitions are complex enough without adding stress
from the different Information technologies and systems. The technical decisions in
companies are often being made by technical experts, but managers need to take
greater responsibility for these decisions, knowledge and practical know-how, to ease
the process of mergers between organisations and departments.

The objective of the study was to develop a framework that can be applied by
organisations to assist them, with the use of effective Information technologies and
systems to successfully complete the merging of two or more organisations. The
framework could also be useful to general management of Information Technology in
any organisation, regardless of its intention to merge.

Even should an organisation achieve great successes, these successes will create new
and more challenging opportunities. This suggested framework will lead the way to
overcome the challenges of the new opportunities and improve the performance of the
company.

The competitive environment, in which any organisation functions, is ever changing and
that within itself holds a variety of challenges. In an even faster changing Information
Technology and Systems environment, it becomes a nightmare to merge two or more

organisations. Information Technology and Systems being the centre of any




organisation, structuring a merger or acquisition around this component, from the start
of the process, should ease the transition and assist in attaining synergy.

Organisations need to implement value innovation, rather than striving to match or
outperform the competition. The strategy of the organisation is always changing to
ensure that the organisation is performing optimally in the industry. Not restructuring nor
automation, but a conscious redesign process.

The management of Information Technology within the organisation is important and
whatever is being redesigned, is to be done so within the rules and should be managed
throughout, using the available capital (human, organisational, intellectual and
relationship) this framework suggests. There are no retrenchments, unless inevitable.

No man is an island is often said of our lives. Within the organisation there is also no
department that could function on its own. Therefore, all knowledge and information
available need to be assessed and managed to ensure that Information Technology and

Systems is used efficiently in the quest for sustainable competitive advantage.

Specific metrics needs to be developed, evaluated and benchmarked against those of

competitors, to identify areas of improvements.

The result of a literature study was to identify the components of the framework. With
information gathered from the empirical study the final framework was developed and
discussed.

Key Words:
Merger and Acquisitions, Aligned commitment, Business process

redesign/reengineering, Ethics, Governance, Information, Information audit, Information
Technology, Innovation, Intellectual property, IT Investments, Knowledge management,
Law of requisite variety, Organisation design and culture, Outsourcing, Security
management, Strategy, Structure.
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Chapter 1
Nature and scope of the study

1. INTRODUCTION

This mini-dissertation focuses on the development of a framework that can be used
by Information Technology companies involved in mergers and acquisitions. The
volume of mergers increased exponentially in the last decade, accompanied by a

failure rate that cost companies more money and resources.

A vast array of articles and research focus on mergers and acquisitions and various
aspects relating to mergers of two or more IT organisations. However, in this study
an attempt will be made to create a conceptual framework to assist organisations
during Mergers and Acquisitions. The study will aim to provide a conceptual
framework guiding organisations to look at certain business aspects, related to
information technology, during the merger and acquisitions process.

This chapter contains the problem statement and a discussion of the research
objectives, with reference to the specific objectives as well as the general objectives.
The chapter also includes an overview of the research method and concludes with a
brief overview of the chapters.

1.2 BACKGROUND AND PROBLEM STATEMENT

Mergers and acquisitions are part of the current economy as much as the production
schedule is part of production management. Companies are looking increasingly at
mergers as a way to expand their business.

The primary drivers behind mergers and acquisitions can be classified into several
categories like Economies of Scales, Customer Demand, Changing Business




Models, Globalisation, Diversification, Ego and Scavenging for Value, but at the
heart of these drivers is growth (Mack, 2005:7).

Mack furthermore predicts that in the next five years, 70 to 90 percent of Gartner's
clients, will be involved in some form of merger and acquisition activity, will it be the
acquirer, the target or part of a divestiture.

Merger and acquisition failures can be reported to be in the range between 30 and
70 percent (Mack, 2002a:2), depending on the studies’ methodologies and definition
of failure (Mack, 2005:8). The reasons for these failures vary from culture differences
(Mack, 2002a:2), vision vs. strategy, culture shock, overpayment, inadequate due
diligence, poor execution, ignoring customers and business partners, negative
market response and too much change (Mack, 2005:9-10).

There is probably nothing as disruptive to an enterprise as a merger - it typically
involves most of the company’s key people and business processes (Mack,
2002a:2). Robert Mack (2005:8) quotes research done by Robert F. Bruner when he
reports that one-third of mergers and acquisitions destroyed value, one-third claimed
to break even and one-third found that mergers and acquisitions created economic

value.

Mergers, acquisitions and divestments are not business as usual. They have specific
time constraints, information limitations and cultural issues. They require different
skills and capabilities, and agility in Information Systems (hereinafter referred to as
IS) processes, architectures and systems (Anon., 2006:4).

Mittal Steel is an example of an organisation involved in mergers, the challenge for
Mittal Steel was to bring together a host of different Information Technology (IT) set-
ups (Riley, 2006:27). “Merging companies will find it easiest to consolidate networks,
datacentres and e-mail systems. Business applications are more difficult to
consolidate, because the choice of application is specific to the processes of the
individual business unit” (Hadfield, 2006:10).




Information System (IS) and business managers must examine the impact of
mergers and acquisitions on established projects and infrastructures. Integration of
the correct systems and the timing of the integration process will be dependent on
strategic, competitive and cultural considerations. During the transition phase, a new
culture will emerge and information sharing will be critical to enable the evolution of
the new culture (Mack, Gerrard & Frey, 2002:4-5).

The consolidation of different business models also impact on the success of
mergers and acquisitions. Gartner identified three mutually exclusive models for
corporate consolidation: Absorption, Stand-Alone and Merger of Equals (Mack,
2002b:4). This by itself can be a major stumbling block during mergers and
acquisitions.

Studies have been done on the different frameworks for mergers and acquisitions,
more specifically stages during the merger process, but limited studies have been
done on the Information technology components that need to be considered in the

merger process.

Although the macro economical climate has an impact on the success of Mergers
and Acquisitions, the factors that more often than not determine whether or not a

merger and acquisition is successful, are of micro-economical nature.

The importance of information technology within today’s business environment can
not be underestimated. “Information enables organisations to plan, allocate,
coordinate, and control resources more efficiently, while responding to a changing
environment (Dibrell & Miller, 2002:620)".

IS should understand the organisation’s business context, the strategic link between
the organisation and its technology. Any changes to your organisation will impact the
IT department of your organisation (O’'Brien, 2004: A3-A7).



The stages in mergers and acquisitions are as follows:
(a) Screening;

(b) Initial Candidate Evaluation;

(c) Detailed Candidate Evaluation;

(d)  Closing the Deal;

()  Executing the merger or acquisition; and

® Operational review (Mack et al., 2002:11-33).

From the abovementioned stages it is apparent that mergers and acquisitions
require many resources and effort from management and employees to make it
work. Information technology needs to provide the necessary systems to assist
management in this process.

1.3 RESEARCH OBJECTIVES

Research objectives are divided into general and specific objectives. The scope of
the study will focus on the Information Technology / Systems (hereinafter referred to
as [T/S) arena.

1.3.1 General objectives

With reference to the problem statement the general objective of the study is to
provide a conceptual framework to assist companies involved in mergers &
acquisitions to ensure optimal and sustainable success.

1.3.2 Specific objectives

The specific objectives of the study are:

o the development of a conceptual framework to assist companies during the
merger and acquisition process; and

¢ to identify the components included in the framework.




1.3.3 Secondary objectives

The secondary objectives of the study are:

¢ Use the conceptual framework to manage information technology, something

not limited to organisations involved in mergers.

¢ Use of financial indicators and trends as an indicator of possible changes in
the external environment.

¢ Identification of possible equation to predict the windows of opportunity in
which to change IT/S.

14 RESEARCH METHOD
The research methods used in this study is predominantly a literature review with an
empirical study.

1.4.1 Literature review

The literature review will be based on articles, books, masters and doctoral theses
as well as internet surveys. The following databases will be consulted: EbscoHost,
EmraldOnline, Gartner Group, RSAT, News 24, GoogleStudent and Free
Management Library. The literature review will be conducted to assist in the
development of a conceptual framework to assist companies during mergers and
acquisitions.

1.4.2 Empirical study
1.4.21 Research design

A survey design is used to obtain information regarding the components included in
the conceptual framework to assist companies during mergers and acquisitions.
Participants were informed of the purpose of the survey. This research instrument
was used to gather voluntary responses about the effects of mergers on

organisational structures.



1.4.2.2 Participants
Some 31 participants from 154 different IT departments, companies, organisations,
or departments took part in the study.

1.4.2.3 Data gathering

Questionnaires were distributed throughout the IT departments collecting general
information such as home language, ages, gender, race, qualification, and years
working for their company. The questionnaires were used to identify possible

components for the conceptual framework.

1.4.24 Data analysis

Statistical analysis was carried out with the 15.0 for Windows program (SPSS,
2006). Descriptive statistics e.g. variance are used to explore the data (Levine,
Stephan, Krehbiel & Berenson, 2005). Correlations as well as differences between
specific data were also determined, and Chi-Square tests and Pearson correlation
coefficients were used to assist in this (Field, 2006).

1.4.2.5 Research procedure
All the respondents that satisfied the research scope were used in the data and
statistical analysis. These were then used in the finalisation of the conceptual

framework, conclusion and recommendations.




1.5 CHAPTER LAYOUT

The chapter layout is as follows:

e Chapter 1: Introduction
o Introduction to the study with background and problem statement as
well as research objectives and research method.

e Chapter 2: Background to the study
o A review in the literature into the components that are recommended to
be included into a conceptual framework used during mergers and

acquisitions.

e Chapter 3: Literature review
o ldentification of the core components of information technology, critical
review and categorisation of components identified in the previous
chapter. Identification of possible frameworks to use in the

development of a conceptual framework for mergers and acquisitions.

e Chapter 4: Empirical study
o An empirical research done by questionnaires to determine the
components that need to be included into the framework that is used in

the mergers and acquisitions process.

e Chapter 5: Conclusions and recommendations
o Combining the results from the empirical and literature review to
develop a framework that is recommended to improve the success rate

of mergers and acquisitions.




Chapter 2:
Backqground to the study

21 INTRODUCTION

Information technology (hereinafter referred to as IT) has become more and more
tightly intertwined with business operations and strategy over the years (Applegate,
Austin & Mcfarlan, 2005:119). There are many approaches to modernise IT
infrastructure and managers need to understand that flexibility cannot be sacrificed
in the quest for efficiency (Applegate et al., 2005:122).

The following three issues are consistently regarded as important to managers in
organisations:

1) using IT to improve productivity and quality;

2) creating and maintaining competitive advantage through information technology;
and

3) redesigning business processes to better support company strategy (Frenzel,
1999:16-17).

The top five IT issues are as follows: aligning IS and corporate goals, instituting
cross-functional systems, organising and using data, implementing business

reengineering, and improving the IS human resources (Frenzel, 1999:17).

The introductory statements foretell that many managerial issues and questions
need to be addressed relating to IT. This chapter will address the matters and
through a literature review attempt to construct a concise list for incisive investigation
when mergers and acquisitions are reasoned. Emanating propositions will then be
plotted into a potential framework.




2.2 ITISSUES

The notions that are argued include the following:
e Businessand IT
o Business Process Redesign/Engineering (hereinafter referred to as BPR)
e Ethics
e Innovation
¢ Intellectual property
e IT audit
¢ Knowledge management
¢ Managing information systems
¢ Organisation design and culture
¢ Qutsourcing
e Return on IT investments
¢ Strategy

There is a vast array of other issues that fall outside the scope of the study. These
issues will also differ in importance based on specific organisation characteristics.
The abovementioned issues will be reviewed in this chapter.

2.21 Business and IT
Once more, Frenzel (1999:8) asserts that IT depends on a collection of specialised
knowledge and skills that are important to the firm, but not necessarily available

generally. IT organisations operate as businesses within businesses, supporting all
other functional units in diverse ways.




Table 2.1 presents some of the aforementioned important functional units and the IT
applications that typically support them. It is important to know the impact IT has on

the company and where it is used within the company to reach business goals.

Table 2.1: Functions and IT applications supporting them

Product development Design automation, parts catalogue
Manufacturing Material logistics, factory automation

Distribution Warehouse automation, shipping and receiving
Sales Order entry, sales analysis, commission accounting
Service Call dispatching, parts logistics, failure analysis

Finance and accounting Ledger, planning, accounts payable

Administration Office systems, personnel records

Source: Frenzel (1999:9)

The table above supports the opening statements made in this chapter that IT is
becoming more inextricably interconnected in any business and its strategy. The
latter is to be discussed later in this chapter.

Paul Strassmann, as quoted by Frenzel (1999:18-19), presents a model of
Information Management Superiority premised on the idea that IT management only
has value within the context of business management. This superiority is sustained
by five reinforcing and interacting ideas:

* Governance: Guiding the company individuals and groups to achieve
business objectives.

* Business Plan Alignment: IT business plans should be aligned with company
business plans to be valuable to the company.

* Process Improvement: All activities need to be regularly evaluated to identify

areas where improvements can be made.
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