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Research, Development & Technology
assessment during
Acquisition & Mergers

Executive summary

International capital markets have seen a growing
number of corporate mergers and acquisitions over
the past few months of 2013. Although this is may
be just a momentary snapshot of what is happening,
a trend appears to be developing, powered by three
driving forces, in particular: healthy corporate bal-
ance sheets, low interest rates with inexpensive
refinancing opportunities and marginal growth. As a
result due diligence, the series of exploratory activities used in evaluating a
company prior to finalization of the M&A, has been increasing, especially in
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the US. The traditional approach to due diligence focuses on several key
areas: financial, legal and regulatory, and accounting and tax. Without ques-
tion, each of these areas is highly important but we find that Research, De-
velopment and Technology (R,D&T) is largely being ignored and is arguably
one of the larger mid to longer term drivers for growth and often the major
reason for the M&A in the first place!

The integration of research and development units following a merger or an
acquisition requires a very broad and widespread integration project using
many disciplines. Within integration there are many benefits of a well-
managed R,D&T integration, but we find that unintended outcomes due to
poor pre-work or inexperienced R,D&T integration can be disastrous revers-
ing these benefits. One reason for the lower effort input into R,D&T pre-
and post- acquisition, even though the mid to long-term benefits are sub-
stantial, is due to a short termism view. However lower effort in the short
term on R,D&T will eventually have a large detrimental effect on the com-
bined businesses in the longer term.

Prior to purchase or merger there are two important technology manage-
ment questions for R,D&T:

e  Within the two technical organizations what are the technical benefits
of merger— strategically and organizationally?

e Do the external technical forces pose a threat or an opportunity to the
combined concern?

These two questions can and should be answered ‘very quickly and togeth-
er’, if you put together a very experienced team made up of both internal
and external individuals. If the team is experienced and objective enough it
will have most of the answers to the above. We use a very experienced core
team and a selected group of World experts who can very effectively and
efficiently answer these questions based on their combined experience. We
can demonstrate success in several cases.
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nu Angle s view
on R,D&T inte-
gration after M&A

“International capi-
tal markets have
seen a growing
number of corpo-
rate mergers and
acquisitions over
the past few
months of 2013”

“One reason for
the lower amount
of effort input into
R,D&T pre- and
post- acquisition,
even though the
mid to long-term
benefits are sub-
stantial, is due to a
short termism
view.”
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“In the first part
of 2013 interna-
tional capital
markets have
seen an even
higher growth in
the number of
corporate mer-
gers and acqui-
sitions”

“The traditional
approach to due
diligence focuses
on several key
areas: financial,
legal and requla-
tory, and ac-
counting and tax
but we find that,
as in the past,
Research, Devel-
opment and
Technology is
largely ignored ”

Introduction to R,D&T and
post merger integration

In 2011, investment banks reported that
more than 21,000 mergers and acquisitions
were completed, with a collective price tag
estimated at more than $1.9 trillion. Alt-
hough they are known as highly effective
means of achieving growth and a strategic
advantage, these transactions have their
pitfalls. Statistics indicate that a third of these deals fail, and another third do
not bear out the expectations of the merger partners.

Several factors are influencing merger and acquisition activity. Achieving
economies of scale, broadening geographic market coverage, and more effec-
tively competing have helped to create a flurry of acquisitions in the market-
place but some parts of the business are ignored in the process.

In the first part of 2013 international capital markets have seen an even high-
er growth in the number of corporate mergers and acquisitions. Although
this is may be just a momentary snapshot of what is happening, a trend could
develop, powered by three driving forces in particular: healthy corporate bal-
ance sheets, low interest rates with inexpensive refinancing opportunities
and marginal growth.

As a result due diligence, the series of exploratory activities used in evaluating
a company prior to finalization of the M&A, has been increasing, especially in

the US. The traditional approach to due dili- r
gence focuses on several key areas: financial, ~1
legal and regulatory, and accounting and tax. M

Without question, each of these areas is highly

complex and important but we find that, as in

the past, Research, Development and Technol- :l
ogy (R,D&T) is largely ignored but is one of the

major mid to longer term drivers for growth.

Acquisitions involve two major components, each of which influences their
success: (1) strategic and financial analysis before making the deal and (2)
firm integration after the deal is closed. Both components are crucial if the
rewards are also to be achieved in R,D&T. The first component should focus
on the benefits of improved productivity of R,D&T versus the costs, risks and
management time.

In component (2) an R&D acquisition is successful if the buyer can then inte-
grate the acquired company in a way that increases performance through the
realization of knowledge synergies. Knowledge synergies are achieved, for
example, when the parent and the acquired unit increase revenues or reduce
costs through jointly developed new products and the use of previously un-
known process know-how.
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More short term effort is required in
R,D&T integration during and after
M&A

There are several strategic drivers or reasons why you would want to get in-
volved in an M&A, according to Mark N. Clemente and David S. Greenspan,

“The potential
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FIGURE 1: BENEFITS OF A WELL-MANAGED INTEGRATION OF TWO R,D&T GROUPS

gratlon carrled Source nu Angle analysis plus:

Integratlon and Reorganisation of Industrial R&D: Deficits and Perspectives of Empirical
out over the Research, Christoph Grimpe, December 2005
« Brenner, M. S. (1990). R&D cut before - not after - acquisition. Research Technology
IaSt 20 years. Management, 33, 15-18

. « Chakrabarti,A. K. and Souder, W. C. (1987). Technology, innovation and performance in
One Importa nt corporate mergers: A managerial evaluation. Technovation, 6, 103-114

headline is the
response given to the questions on the benefits of good R,D&T post-merger
integration (Figure 1).
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“It is unex-
pected and sur-
prising the low
amount of actu-
al effort often
put into R,D&T
work pre- and
post- acquisi-
tion relative to
the other areas
of the two busi-
nesses like fi-
nance, opera-
tions and mar-
keting”

“Due to the
complex issues
above we use a
very expetri-
enced core
team and a se-
lected group of
World experts
who can very
quickly answer
these questions
based on their
combined expe-
rience”

Low effort in R,D&T relative
to other areas of the business

It is unexpected and surprising the small amount of actual effort often put into
R,D&T work pre- and post- acquisition relative to the other areas of the two
businesses like finance, operations and marketing. In the sectors that rely on
technology as a source of differentiation (e.g. Pharma, OTC, Consumer Goods,
Electronics etc.) the impact of high quality rapid integration of R,D&T carried
by an experienced global team of advisers is enormous.

A diagram of the relative
amount of effort (in resources
and external costs) versus the
actual mid- to long-term re-
wards taken from a number of
sources shows almost no
effort is expended on R&D
during post integration (figure
2). Research is clearly the o ‘ Research

Substantial
effort

4
‘ Financial functions
* Marketing &Sales
Production
Back office

Distribution

Relative amount of effort

Almost no

highest risk and most difficult nital effort
to assess during pre- and post-
merger but has the highest
long term reward. It has the
potential to ‘charge the rules
of the game’ in markets and create ‘completely new growth platforms’ out of
the integrated companies.

Mainly short Some Substantail

term benefit longer term positive impact
benefit

Mid to longer term reward

FIGURE 2: THE AMOUNT OF EFFORT PUT INTO PMI BY ATEAM
AND THE LIKELY REWARD IN THE LONGER TERM

Yearl  Year2  Year3  Yeard  YearS  Year6  Year7  Year8
Financial functions | I

One reason for the lower

Procument

effort on R,D&T work pre- Back office I
. Production .
and post- acquisition, even Distribution L
o Marketing &Sales . [ |
though the mid to long-term . =" [ —
benefits are substantial, is Research

i i i FIGURE 3: TIMESCALES TO POSSIBLE FULL BUSINESS BENEFIT
the time to business lmpaCt' IN DIFFERENT AREAS OF THE BUSINESS

A Short term view WI” even- Source: nu Angle analysis plus:

. Hagedoorn, J. and Duysters, G. (2002). The effect of mergers and
tual |y have a detrimental acquisitions on the technological performance of companies in a high-tech
effect on the business. Fig-

environment. Technology Analysis & Strategic Management, 14, 67-85.
ure 3 is based on the views of many executives and a number of articles
written on the subject
Due to the complex issues above we use a very experienced core team and a
selected group of World experts who can very quickly answer these questions
based on their combined experience. By operating as a flexible virtual network
with senior peers we avoid the classical problem of having to deploy young

consultants with little or no relevant experience simply because they are avail-
able at the time.
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“Prior to purchase
or merger there
are two important
technology man-
agement ques-
tions.

These two ques-
tions can and
should be an-
swered very
quickly, with mini-
mal analysis if
you put together
a very experi-
enced team. If
the team is expe-
rienced and ob-
Jective enough it
will have most of
the answers at its
finger tips”

The approaches used

Objective and in-depth effort is therefore needed for R,D&T to ensure the
longer term large business benefits of PMI.

Prior to purchase or merger there are two important technology management
questions:

1. Within the two technical organizations what is the technical benefits of
merger? What are the similarities and crossovers and can they be exploit-
ed. Where are the likely economies of scale and where is there room for
cost reduction?

2. Do the combined external technical forces pose a threat or an opportuni-
ty? Where are these likely to come from and can the joint technical or-
ganisation deal with them?

These two questions can and should be answered very quickly, with minimal
analysis if you put together a very experienced team. If the team is experi-
enced and objective enough it will have most of the answers at its finger tips.

We approach the
first question within

Within the two
technical organizations
there are always seven
common elements:

Company A’s R,D&T

Company B’s R,D&T

the framework of

« what are the
similarities and can

seven important the they be
aRsD) ) exploited?
common elements (Jechnology 3 « where are the
. Sy differences and can
fOU nd in all R&D pr‘gcg,eszes they be managed?

« where is there
duplication of effort

Information and systems z:;xhat should be Information and systems.

FIGURE 4: TESTING THE SEVEN POSSIBLE ELEMENTS OF TWO R,D&T ORGANISATIONS

organisations.

Within each ele-
ment there are a set
of important questions as shown in figure 4.

1. Initial questions 2. Post merger or acquisition

Our overall approach is Pre-acquisition

. 1 3 6 7
centered on a solid pro- FEaeawas——"—" Atticulate &
i Carry outa
questions to answered in arTy out technology \sharacterise Identify
cess carried out by a LRI | i hvoiony | oo, \techmaooy | intsoration\ - opions fo
Y - Withinthe two technical oy \across boih | piatforms | synergy | organisa-
. . organizations what are strategy, potential of ) tional
senior joint team with the technical benefits of roadmapping 5 both structures
merger — strategically and growth " Review then
) 5 and organizationally? platform RD&T implement
our Cllents. Th|5 prO- s Do the external technical papers etc. | project chosen
forces pose a threat or projects portfolio
. e : 2
cess is modified to fit an opportunity?

Create a common implementation plan

different PMI situa-
tions. A diagram of the FIGURE 5: THE STRUCTURED BUT FLEXIBLE APPROACH USED
main elements of the process is shown in figure 5. Following the original pre-
acquisition questions there are a set of interlinked tasks aimed at delivering
the right set of R&D programs along with managed technology platforms and
the optimum structure for the integrated R&D. We then create a common
implementation plan agreed by senior management.
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“All these asso-
ciates are very
experienced in
many aspects
of technology
management
and PMI”

About nu Angle

We were formed over 8 years

ago to assist senior manage-

ment with technology and
innovation management is-
sues. We made a large in-
vestment in a growing network
of many thousands of experts
and software making us able
to provide technical and com-
mercial advice that companies
many hundreds of times larger
than us, find impossible to
replicate. The two founders
are:

e Dr Steve Bone trained as
chemist and materials
scientist. He has over 25
year’s experience in tech-
nology and innovation
management.

e Dr Peter Allen trained as
a physicist and has 20
years’ experience in
Technology and innova-
tion consulting

Our senior team

All these associates are very experienced in the many aspects of Research,
Development and Technology Management and M&A. We normally use a
core team of 2-3 associates and 10-15 experts sourced globally. All the pro-
jects are managed by one of the founders of nu Angle and also have access to
many other technical experts from a large database. Typical team members
include:

positions in Blue-chip companies. Richard now focuses as an advisor

Dr Richard Philpott: PhD in biochemistry. Number of R&D leadership
H to healthcare, life and chemical science companies.

Mark Gallon: graduated in chemistry and joined ICI Colours & Fine
0 Chemicals, where he held several international marketing positions.
He began his consulting career with PA Consulting Group in 1989. He

is an expert in due-diligence and technical core competency thinking.

Dr. A. Robert Wasson is based in Pittsburgh. Has a Ph.D. in Materials

& Science and Engineering as well as a S.M. (M.B.A.) in Management.
He has spent over 16 years in management consulting roles with A.T.
Kearney, Strategic Decisions Group, Toffler Associates, and Kalypso.
His consulting focus has largely been across all aspects of the idea-to-
commercialization process

Dr Yousef Zawahreh trained in biomedical materials science. He con-
ducted research into materials for orthopaedic implants, with an em-
phasis on advanced polymer composites. Now working as a technolo-
gy scout, he identifies and evaluates external technologies for leading
multinational corporations

Recent cases in R,D&T pre - & post merger integration

e For a UK OTC company we assisted with the assessment of potential new
technologies prior to acquisition of another similar company

e  For arecently acquired fan and motor company we assessed the im-
portant technology platforms to manage and put in place the most rele-
vant R&D structures

e We carried out a due diligence of possible companies in building products
and advanced materials that would add to the company’s growth
platform strategies

e We examined possible companies in the manufacture of a number of gas-
es that would add to the technology strategy objectives of a European
chemicals company
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