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A holistic view on human
resources due diligence

In addition to serving the purpose of identifying and quantifying risks, HR due diligence can help to
kick-start integration planning and execution. In order to do this it is important to make a balanced
appraisal of the target’s talent and reward structure and not focus only on pension liabilities,
employment contracts and labour law issues (although these areas are important).

Without spending unnecessary time and money the team responsible for HR due diligence
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can highlight and ideally also quantify:

e Differences in compensation and benefits programmes between seller and potential buyer.

New research findings:
The role of the manager
in M&A situations

e Market competitiveness of base salaries, bonuses and benefits in the target company

to determine any necessary cost increases post-closing.
e Competence distribution and staff headcount in different parts of the organisation to

analyse the ‘value’ of employees in the target.

3
M&A training for
HR executives

e Level of harmonisation of HR processes and programmes to assess the target’s actual

management model and governance structure.

FigureO1l. Mergers and Acquisitions (M&A) framework
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Due

diligence

Regardless of economic climate, Towers Watson
recommends three critical steps for dealmakers:

¢ Be diligent about due diligence. Careful and
informed analysis during the bid phase is
essential to avoid making potentially significant
mistakes. Successful buyers understand how
to manage this process with appropriate speed
in an environment of incomplete information.
They also understand the nuances of conducting
due diligence across borders when access to
information may be more limited.
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Integration
planning

Business performance

Integration
execution

Engage your internal deal partners early. Getting
a head start on integration planning adds value
and having ‘M&A-ready’ leaders and managers
helps to jump-start the integration process.
Focus on integration execution. Grab synergies
fast and maintain momentum in key areas

of value, such as leadership, communication

and talent retention, all of which continue to

be key differentiators between successful and
unsuccessful deals.
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The role of the manager in M&A situations

Towers Watson recently conducted a study focusing ¢ Learn what was done to prepare people

on the role of people managers during the post- managers to help their staff through the

closing integration phase. Our main objectives for transaction.

the study was to:  |dentify best practices to help HR and people
managers more effectively manage people

* Understand how organisations undergoing
mergers and/or acquisitions define expectations
for people managers in the integration process. Respondents were located in six countries, as

shown in Figure 02.

integration.

Figure 02. Location of respondents

The study gives interesting insights to employee retention, engagement and the importance of effective
communication. Figure 03 shows some examples:

M 30% United States
14% Canada
M 14% China
14% Germany
14% Japan
14% United Kingdom

Figure 03. Effectiveness of tactics for retaining employees

0% 20% 40% 60% 80% 100%

Retention bonuses

Equity grant (for example, stock, restricted stock or options) in the new company
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Promotions to more senior level

Personal outreach by leaders and managers
67

Participation on one or more taskforces related to integration

Lateral moves to new roles

Moves to different locations
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Il Mostly/highly effective Somewhat effective B Not at all/not very effective

Only one manager in four had experience of measuring employees’ engagement level during the M&A
integration process — a surprisingly low number.
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Figures 04 and 05 show if employee engagement was measured and its level throughout integration.

Figure 04. Was measurement of employee Figure05. Employee engagement compared to prior integration

engagement part of integration process?

M 34%
56%
N 10%

M 34% Yes
56% No

Effective communication is key throughout the integration process. Figure 06 presents how managers
judged senior management’s ability to communicate.

Figure 06. Perception of senior leadership
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Effectively communicate the mission and view of the new organisation
6

Are effective at leading the organisation through the integration
67

||

Exemplify the value of the new organisation

Are trustworthy

Effectively communicate the case for change to meet the organisation’s
objectives for the merger or acquisition

Are personally committed to developing the talent most critical to
the organisation’s success

Demonstrate the ability to inspire and engage others

Encourage employees to take calculated risks to generate new ideas
and improve business performance

Have a sincere interest in employees’ satisfaction and well being

M Tend to agree/agree Neither agree nor disagree M Tend to disagree/disagree

M&A training for HR executives

Traditionally HR professionals in Nordic companies became involved in M&A projects at a late stage —
typically during integration/implementation. This was even more evident when companies acted as buyer.

We now see increased HR function involvement when Nordic companies seek M&A opportunities.
This trend is supported by findings in a Towers Watson Global Pulse Survey.

Better/much better
About the same
Worse/much worse
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Figure 07. Early involvement by HR leads to more successful deals

0% 20% 40% 60%

100% Delta

Target evaluation

Due diligence

Integration planning

Integration implementation

M Very successful deals M Less successful deals

As a result of requests from clients, Towers Watson
has designed a M&A training programme for Human
Resources. Participants are HR professionals and
M&A generalists seeking a better understanding of
HR in an M&A context.

Our M&A training programme is structured so that
HR can play a more critical and impactful role in

the support of future transactions. Groups that
participate in M&A training are in a better position to
add the most value in future deals

The training can focus on the following elements:

¢ Understanding different types of transactions —
mergers, acquisitions, divestures, joint
ventures — definitions and descriptions of each
phase of a transaction, best practices and HR’s
role in the critical areas of a transaction.
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e Mapping of individual’s current capabilities and
identification of desired skills to be added in order
to be part of a M&A team.

e Application of learnings and practices to be used
during integration planning and implementation.

¢ Appreciation of the nuances of cross-border deals
including regulatory and cultural dimensions.

Further information

For further information about Towers Watson’s M&A
capabilities in the Nordic region please contact

Anders Tapper
+46 8 506 417 10
anders.tapper@towerswatson.com

Towers Watson is a leading global professional services company that helps organisations improve performance through effective
people, financial and risk management. With 14,000 associates around the world, we offer solutions in the areas of employee
benefit programmes, talent and reward programmes, and risk and capital management.

Towers Watson is represented in Sweden by Towers Watson
Pennsylvania Inc. (USA) Filial, Towers Watson AB and
Towers Watson (Sverige) AB Kungsbroplan 2 SE-112 27
Stockholm Sveavagen 155, SE-113 46 Stockholm.

The information in this publication is of general interest
and guidance. Action should not be taken on the basis of
any article without seeking specific advice.

To unsubscribe, email eu.unsubscribe@towerswatson.com
with the publication name as the subject and include your
name, title and company address.
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