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Abstract

The increasing challenge of how to balance “soft” human factors with “hard”
financial factors in mergers and acquisitions (M&A) to be successful is not new.
However, the real challenge lies in the question of how, and with which yardstick,
to measure and compare the human factor in both the acquiring and the acquired
companies in all phases of M&A. In this study, a model for measuring and
comparing the human factor with competencies is presented. The model enables
the measuring of soft factors with quantitative criteria. A tripartite individual
competency components construct is conceived. cognitive, affective and conative,
to which the personal value system is added. The model discussed is based on
empirical findings and the cases of two companies and literature. The model
enables companies to compare differences in competencies and thus to plan
activities how to overcome those differences and achieve a higher success rate in
M&A.

Key words: Mergers and acquisitions, competencies, M&A success, model for
M&A success.

JEL classification: G34,J24, M 12, O 15

1. Introduction

Global mergers and acquisitions (M&A) activity reached $4.4 trillion in 2007
(Dealogic, 2008). The volume of deals in 2007 was 21 percent higher than in 2006
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and for the first time in five years and only the second time ever the volume in
Europe, with $1.78 trillion, was higher than the U.S., with $1.57 trillion (Dealogic,
2008), which was approximately 10 percent of the country’s GDP (Bao and Edmans,
2007). Besides growing in number, the size of individual takeover deals has risen
to unprecedented levels, where some mega-deals have already surpassed a value of
one hundred billion dollars. Current M&A activity is undergoing its fifth wave and is
characterized by typically high-valuations, horizontal deals in the financial services,
energy, telecommunications, and high-technology sectors (Angwin, 2001). Despite
the popularity of external growth strategies, empirical studies of many scholars
suggest that more than half of them fail to produce results; at best they are break-
even situations (Hassan et al., 2007; Harding and Rouse, 2007).

Empirical studies of consummated acquisitions and their post-acquisition integration
bring us to the conclusion that the high failure rate is a consequence of the current
management and governance approach. They reason the M&A process with good
practices and measure it with predominantly financial yardsticks. We argue that
managers should also focus on companies’ core competences and values, on financial
and non-financial performance by aligning the organizational structure and culture.
The success of most acquisitions hinges not on dollars but on people (Harding and
Rouse, 2007).

Although M&A is a very competitive business activity, it is possible to succeed.
But how does one succeed at an activity in which the odds of success are so slim? It
is argued that in today’s increasingly holistic environment executives of acquiring
companies should implement the concept of balanced management of “financial”
and “human” capital. Such an integrated approach can ensure long-term success in
M&A through balanced management of critical success factors (CSF), thus delivering
financial benefits from the deal (KPMG, 1999; Bertoncelj and Kovac, 2007). CSF
in M&A are the set of circumstances, facts and influences that contribute to the
overall deal outcome (Lim and Mohamed, 1999). Rochart (1979) suggests that CSF
are a useful tool that can be controlled by management in order to achieve desirable
outcomes. Similarly, Turner (2004) claims that if CSF are adequately identified and
controlled, the chances of success can be greatly increased.

The topic of CSF has received significant interest in the last couple of decades,
especially when it turned into empirical research (Pinto and Prescott, 1990). Two
major sets of CSF in M&A have been identified by KPMG (1999): hard and soft.
In their breakthrough study they identified six CSF, three hard and three soft. Their
list of CSF has been expanded to ten CSF, five hard and five soft by Bertoncelj and
Kovac (2007). According to Fortune and White (2004) more CSF could mean a
higher degree of success in projects. Additionally, Hoang and Lapumnuaypon (2008)
suggest that CSF developed later are more complex than those of the previous decade
since more recent CSF cover both hard and soft aspects. Each CSF is a powerful
change force and contributes in its own way to the overall acquisition result, but
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when implemented together as a single factor, they have a major impact on the
success rate.

Soft issues should be carefully considered, as “human” capital plays a critical role
in M&A, even though it often takes only second place to commercial and financial
considerations (Huang and Kleiner, 2004). It is the great irony of business practice
that the only economic component that can add value in and of itself is the one that
is most difficult to evaluate. The almost infinite variability and unpredictability of
human beings makes us enormously more complex to evaluate than other tangible
assets (Fitz-enz, 2000).

Intangible items such as management talent, management expertise, and relationships
cannot be appropriately measured in numbers; however, they are the success factors
in an innovative economy. Integrating soft factors is becoming an important challenge
of M&A, and implementing a measurable method is even more important.

The purpose of this paper is to provide a framework for the empirical work, especially
the practitioners. The research asks the question: How can one build a model to
take into account “soft factors” as a predictor of M&A success and as a basis for
an integration plan? The competency concept, besides other manifoldness benefits,
offers the opportunity to investigate usefulness in that manner. Hence the focus of
this article is competencies as a measure of human factor impact on M&A.

2. Theory and hypotheses

Measuring the soft factors in economic terms is being challenged. Ulrich (1998)
believes that part of the answer lies in the concept of competencies. Competency
can be treated as a mediating factor between the requirements of a job and the
potential capacity of an individual as competence-in-use. Further, in contemporary
work contexts, attitudes and values necessary for ensuring the commitment and
identification of an individual with work are becoming more important.

Definition of the term competence is not clear. According to Ruth (2006), depending
on whether one is a psychologist, management theorist, HR manager, educationalist
or politician, it takes on different emphases. Hence Hoffman (1999: 281) suggests
that it “shifts according to the context of its use and requirements of the user”.

Different perspectives of competence definition can be recapitulated. From a practical
point of view a useful distinction is made by Boon and Van der Klink (2001), who
define competencies in terms of three distinct perspectives: competencies as individual
characteristics; competencies as characteristics of organizations; and the notion of
competencies as a tool to structure and facilitate communication between education
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and the labor market. Despite the fact that the interest of this article is competencies
as an individual characteristic, it is beneficial to clarify the constructs.

In human resources management the concept of individual competence is widely
used (e.g. Boyatzis, 1982; Schroder, 1989; Burgoyne, 1993). Nevertheless creating
a precise definition is still a matter of much discussion. Most authors on individual
competence refer to the set of skills that an individual should possess in order to
be capable of satisfactorily performing a specified job. Practicing managers, when
discussing individual competences are mostly concerned with performance, fulfilling
tasks, improving efficiency and increasing production, which was well pointed out
by Taylor (1911). Ellstrdm (1997) defines competency as a broader concept than
skills by grasping affective and motivational factors and personality traits next to
different kinds of skills, e.g. technical skills.

Speaking of individual competencies, employees are a key agent, and thus a wide
range of factors influence their competencies. Individual competencies are influenced
by his or her knowledge, skills, beliefs, attitudes, affection, motivation, drive, volition,
intuition. According to Garavan and McGuire (2001) this reasoning advocates that the
study of competencies should take place within a context which addresses the employee
as a whole person. Thus we argue that a more holistic approach towards the competency
model is needed. Hodkinson and Issitt (1995) argue for a more holistic approach to
competence in the caring professions, integrating knowledge, understanding, values,
and skills that reside within the person who is the practitioner.

We agree with the aforementioned authors that personal traits can not be avoided in
a discussion of competencies. Some authors related to personal traits in competency
models (Mangham, 1986; Barrick and Mount, 1991; McClelland, 1998; Mansfield,
2004; Boyatzis, 1982; Klemp and Spencer, 1982; Spencer and Spencer, 1993).
White (1959) introduced motivation into the term competencies by presuming a
relationship between cognitive competencies and motivational action. He defined
competence as an effective interaction (of the individual) with the environment and
added motivation in addition to competence as achieved capacity.

Only cognitive abilities do not explain competencies sufficiently. Especially the
US approach emphasizes an individual’s behavior and attributes, self awareness
and social skills and is more personally oriented. McClelland (1998) claims that
competencies are fundamentally behavioral and susceptible to learning.

Harvey and Butcher (1998) describe the specific meta-abilities relevant to managers
as meta-abilities (cognitive skills, self-knowledge, emotional resilience, personal
drive). According to Harvey and Butcher (1998), cognitive skills, which are not
solely defined by intellectual capacity, consist of the key thought processes required
to understand and resolve problems or issues. Self-knowledge is the capability to
see oneself as others do, being clear about one’s own motivations and values, and
distinguishing between one’s own needs and those of others. Self-knowledge is



Andrej Bertoncelj, Darko Kovac * A conceptual model of individual competency...
Zb. rad. Ekon. fak. Rij. * 2008 * vol. 26 = sv. 2 * 215-237 219

the first step towards developing flexibility in dealing with diverse and complex
managerial situations. Emotional resilience is the meta-ability made up of self-
control and self-discipline, the ability to manage emotions appropriately, personal
resilience (coping with pressure and adversity, “bouncing back”), a balanced view
of the self (both positive and critical; ideal and realistic). Personal drive refers to
personal achievement orientation and motivation. It addresses the area of personal
ambition for responsibility and implies an ability to motivate oneself and others as
well as to take personal risks.

The OECD (2000) definition of competencies focuses on a functional approach,
which places complex demands facing individuals at the forefront of the concept
of competence. According to this viewpoint, competencies are structured around
demands and tasks. Fulfilling complex demands and tasks requires not only
knowledge and skills but also involves strategies and routines needed to apply the
knowledge and skills, as well as appropriate emotions and attitudes, and effective
management of these components. Thus, the notion of competencies encompasses
cognitive but also motivational, ethical, social, and behavioral components. It
combines stable traits, learning outcomes (e.g., knowledge and skills), belief-value
systems, habits, and other psychological features. In this view, basic reading, writing
and calculating are skills that are critical components of numerous competencies.
According to the OECD (2000), acquiring competencies is viewed as an on-going,
lifelong, learning process. This process occurs in multiple settings. The settings and
social institutions relevant for the development of competencies besides school are
family, peers, work, political life, religious life, cultural life, etc. The conception of
competencies as learned contrasts with one in which competencies are considered
innate, inborn characteristics.

The cognitive and affective side of competencies is well defined by the aforementioned
authors. Less is known of the conative side of competencies. Authors believe that
the conative side should be added into the competencies equation. In researching
competences, the conative side was omitted because the concept of behaviorism and
cognition prevailed in the mid-20th century. Some authors (Snow et al., 1996; Huit
1999; Kolbe, 1997) have renewed interest in the concept of the tripartite theory of
the mind; due to that omission it is believed that some description of the concept is
useful. However, when explaining conation, the problem we face is that conation is
difficult to separate from cognition, emotion and behavior (Snow, 1989). Moreover,
when measuring cognition or emotion, conative components are often interweaved.
For example, the Wechsler scales of intelligence include a conative component
(Cooper, 1997; Gregory, 1998). The Goleman’s construct of emotional intelligence
includes both affective (e.g. empathy, optimism, managing emotions) and conative
(e.g. setting goals, self-regulation) components (Goleman, 1995). On the other hand,
some authors claim that conation has cognitive and affective, as well as volitional,
components (Gollwitzer, 1990; Snow and Swanson, 1992).
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Conation as an emerging concept can help to clarify the competence model. There
are several definitions of conation:

- as the use of will, or the freedom to make choices about what to do (Kane, 1985;
Mischel, 1996);

- as aproactive aspect of behavior (as opposed to reactive or habitual), which is the
personal, intentional, planful, deliberate, goal-oriented, or striving component of
motivation (Baumeister et al., 1998; Emmons, 1986);

- as “the tendency to take and maintain purposive action or direction toward goals”
(Snow et al., 1996: 226);

- and as “the achievement aspect of ability, the process through which we fulfill
our goals” (Kolbe, 1997: 10). In addition, Kolbe (1997) claims that human beings
have a conative style, or a preferred method of putting thought into action or
interacting with the environment. It is separated from a person’s intelligence or
personality type.

To summarize several definitions, conation could be defined as the volitional steering
of action toward some goal.

Some authors (Cappelli and Singh, 1992) argue that competitive advantage is potentially
created by competent employees, where such competencies are firm, specific and
difficult to imitate. On the other hand it depends on the transferability of competences
whether employees will be organizationally bound. It is presumed (Sullivan et al.,
1998) that employees with highly transferable competencies are not organizationally
bound, as their competencies are portable and can be used to good effect in different
organizations. On the contrary employees with low transferability of competencies are
less employable, as they are bound by their present employer’s specific-specific skills,
which may not be effective in other employment (Hirsch and Jackson, 1996).

Bottom line competency models seek to identify the ideal combination of skills,
knowledge, attitudes and experience, the possession of which enables employees
to become high performers with the potential to add value to the organization
(Gorsline, 1996).Evidently, definitions of individual competencies are ambiguous
due to the complexity of construct. As previously mentioned, authors emphasize
different elements, mostly knowledge, skills, emotions, and behaviors. It is hard to
divide the unitive concept into different independent parts. Thus we believe that each
individual competency is united construct, which is composed of cognitive, affective
and conative components as a combination of functional and personal competencies
and a personal value system. Those components all result in certain behavior. With
the cognitive component we comprehend knowledge and skills, which has replaced
1Q (intelligence quotient). IQ is nowadays treated anyhow as an inadequate measure
of successful performance. With the affective component we embrace emotional
flexibility, recently referred to as EQ (emotional quotient). The conative component
represents personal drive, the volitional steering of action toward some goal or the



Andrej Bertoncelj, Darko Kovac * A conceptual model of individual competency...
Zb. rad. Ekon. fak. Rij. * 2008 * vol. 26 = sv. 2 * 215-237 221

way we take actions, which is especially important from a practical point of view. It
could be embraced as VQ (vitality quotient). Casse and Claudel (1999) comprehend
Vitality Quotient (VQ) as a measure of basic drive that compels a person to ensure
the accomplishment of his “Project-to-Live” and intensity of the Will-to-Live.

Individual competences are dynamic (Ordanini and Rubera, 2008; Smart et al., 2007,
Slack et al., 2004; Pandza et al., 2003). They change and should be adapted and
adopted according to technology changes, market changes, CSF changes, strategy
changes, product range changes, etc. They should be assessed accordingly and
changes to the mentioned variables accordingly accommodated.

So we could summarize the definition of individual competency as a unitive
performance-oriented measurable personal and functional characteristic based on
an individual’s value system. This system is composed of cognitive, affective and
conative components, which all result in certain behavior, which are dynamic and
the acquiring of which is an on-going process (see Figure 1).

Figure 1: Tripartite individual competency components construct

Cognitive component

(knowledge and skills)

Affective component Resglt in perfonpance
(emotional flexibility) oriented behaviour

Conative component
(volitional steering of
action toward some goal)

Competency
(As measurable personal characteristic)
Base on individual's value system

Source: Authors

For building the model we understand the conative component of competencies
as an important part of the tripartite competency components dichotomy which is
not teachable. It is inborn, instinctive, and a natural knack of individuals (Kolbe,
1997). The conative component of competencies could be comprehended as the art
of competencies. Even though acquiring components of competencies is a lifelong
learning process, it does not influence all three components of competencies in the
same way. The cognitive component of competences can be learned and the affective
component of competences can be acquired through the process of professional
socialization; the conative component of competences is inborn and can be only
fostered (Bertoncelj and Kovac, 2008).
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For the purpose of this article and the model of measuring the M&A success rate with
the tripartite model of competencies, the authors use the term individual competency/
competencies. The different level of competencies acquisition can explain, in
addition to other reasons why employees resist changes which M&A represent.
According to Bijlsma-Frankema (2001), in the last 15 years, management of “the
human factor” in mergers and acquisitions has been recognized as an important
source of success by an increasing number of authors (Kimberly and Quinn, 1984;
Kilmann et al., 1985; Pritchett, 1987; Bueno and Bowditch, 1989; Cartwright and
Cooper, 1992; Gilkey, 1991; Lubatkin and Lane, 1996). We argue that the selection
of takeover targets exclusively on the basis of financial ratios should be upgraded
by the human factor and should be evaluated with non-financial ratios as well. So-
called soft factors should be taken into the equation of M&A success and combined
with the economic logic of corporate performance and social capital, measured in
quantitative and qualitative terms.

Considering soft factors, the impact on the M&A success rate of two Slovene
companies was observed and analyzed. It was the basis for the hypotheses:

HI: The M&A success rate can be measured with soft, i.e. human, factors.

H2: A model of tripartite components of individual competencies as a measure of
“soft, human factor’ can, as one of the variables, predict the M&A success rate.

3. Methodology

Data were gathered in the context of broader research of the HRM model in Slovene
company in the industry segment of builders’ of carpentry and joinery which acquired
part of the program of a competitor in 2008. Both companies were privatized in
the late 1990s. The acquiring company (Company 1) had, in the year 2007, €41.5
million of total revenues, and the acquired company (Company 2) had, in the year
2007, €31.1 million in total revenues. At the time of acquisition company 1, which
was founded in 1948, had 654 employees and company 2, founded in 1955, 518.
Company 1 acquired part of the program of company 2 with 92 employees and €8
million of revenue. The relevant companies do not have a competencies system in
operation yet, but company 1 is in the process of developing one.

The first internal regulations which define job descriptions and work content (tasks,
activities, duties, accountabilities) were analyzed in detail for both companies. HRM
managers, as experts, were asked for their opinion. One competency was selected for
the purpose of building a model, i.e. making furniture. A definition of components
of the named competency was made and offered for line managers’ opinions of
both companies in the focus group. The next step was to make a definition of a
named competency in the focus group with the goal to be clear and unambiguous.
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Four questions produced by Mirabile (1998) were used: if a competency can be
described in a way that others can understand and agree with; if its demonstration
can be observed; if it can be measured; and if can be influenced by some method
of development. A list of elements of the named competency was made. Several
answers were offered. Each of the three components of the named competency were
selected and clustered as Table 1 exhibits.

Table 1: Difference of level of mastering competency to make furniture in Company
1 and Company 2 with differences

Companyl Company2 Differences Total
s | 2| 2
5| £| £
5] £ £
£18|38
3 o = =
=1 54 g 2
- . AT - 5 s | 2| E
% 5 5 PRV E|l & g 2| £ s
£ E £ £ £ E £ gl 2l 8| 2 |z|¢z
S22 s222 IR EERELE
g § gl & Sl 5| 3|28
Zl S| 2 gl | g8l 8] = = | 9|92
Cognitive component
Mastering wood 8 7 7 8| 30| 7,50] 0,58/| 8 6 7 8| 29[ 7,25| 0,96 1| -0.25| -3,3%]| -1,7%]| 0,08] 0,13
Mastering tools 9 9 8 8| 34| 850 058/ 8 7 8 8| 31| 7,75| 0,50 3] -0,75|  -8,8%| -4.4%| 0,07] 0,06
Mastering technology 9 7 8 9| 33| 825 096 8 7 7 8 30| 7,50[ 0,58 3 -0,75[ -9,1%| -4,5%]| 0,12 0,08
To saw 910 9 8| 36/ 9,00 082 9 8 9 8| 34] 850 0,58 2| -0,50] -5,6%| -2,8%| 0,09| 0,07
To plane 10 9 7 9] 35| 875| 1,26/| 9 8 10 8| 35[ 8,75| 0,96 o[ 0,00 0,0%| 0,0%]| 0,14| 0,11
To slash 9 8 8 9| 34| 850 058]| 9 8 9 9f 35[ 875 050]| -1| 025 2,9%| 1,5%| 0,07[ 0,06
To drill 8 7 8 9| 32|800] 082[| 7 8 7 7| 29[ 7,25| 0,50 3 -0,75( -9,4%| -4,7%]| 0,10| 0,07
To grind 8 910 9 36[ 9,00 082[] 8 9 9 9| 35| 8,75] 0,50 1| 025 -2,8%]| -1,4%| 0,09] 0,06
To lacque 7 9 8 9| 33]825| 096[[10 7 8 9| 34f 850| 1,29 -1 0,25 3,0%| 1,5%| 0,12 0,15
To polish off 8 9 9 of 35875 050[] 8 8 8 8| 32| 8,00] 0,00 3| -0,75] -8,6%| -4,3%| 0,06| 0,00
To construct 9 910 9| 37| 925 050[f 9 8 9 9| 35| 875[ 0,50 2| -0,50[ -5,4%| -2,7%]| 0,05| 0,06
To pack 9 9 8 9] 35|875] 050]] 9 8 8 9| 34| 8.50| 0.58 1] -0.25] -2.9%]| -1.4%] 0.06] 0.07
Total cog.comp. | 410] 8.54] 0.74 393| 8.19] 0.62 19{ -0.35] -4.2%) -2.1%] 0.09] 0.08
Affective component
Accuracy 9 7 8 9| 33| 825 096 8 8 7 6| 29| 7,25 0,96 4( -1,00 -12,1%| -6,1%]| 0,12| 0,13
Creativity 7 8 8 71 30| 7,50| 0,58[] 6 7 8 7| 28| 7,00] 0,82 2| -0,50] -6,7%]| -3,3%| 0,08] 0,12
Organizing work effectivelly| 8 8 9 7| 32| 8,00 0.82[| 8 7 8 7| 30[ 7,50| 0,58 2| -0,50[ -6,3%| -3,1%]| 0,10| 0,08
Self dependance 9 9 9 8] 35]875] 050[]10 8 8 8| 34| 8.50| 1.00 1] -0.25) -2.9%| -1.4%] 0,06] 0.12
Total aff.comp 130{ 8.13] 0,71 121] 7.56] 0.84 9] -0.56] -7.0%]| -3.5%] 0,09] 0.11
Conative component
Analytical 7 6 6 5| 24| 6,000 082[| 5 6 6 5| 22 550| 0,58 2| -0,50[ -8,3%| -4,2%]| 0,14 0,10
Following procedures 8 7 7 8| 30| 7,50 058[] 6 7 6 8| 27| 6,75] 0,96 3] -0,75| -10,0%| -5,0%| 0,08] 0,14
Mastering changes 9 7 6 7| 29| 725 1,26[| 8 7 6 7| 28] 7,00{ 0,82 1] -0,25] -3,4%| -1,7%| 0,17 0,12
Dexsterity 9 8 9 8] 34]850f 058[] 8 8 9 8| 33| 8.25] 0.50 1] -0.25) -2.9%| -1.5%] 0,07] 0.06
Total con.comp. | 117] 7.31| 0.81 110 6.88] 0.71 7] -0.44] -6.2%]| -3.1%]| 0.11] 0.11
Values
Honesty 9 8 7 9| 33| 825 096 7 6 7 8 28| 7,00 0,82 5] -1,25] -15,2%| -7,6%| 0,12] 0,12
Equality 8 7 6 8 29| 7,251 096|| 5 6 & 9| 28 7,00 1,83 1] -0,25] -3,4%| -1,7%| 0,13] 0,26
Open communication 910 9 9| 37| 925 050{ 8 9 7 & 32| 8,00[ 0,82 5| -1,25( -13,5%| -6,8%]| 0,05| 0,10
Corporate entrepreneurship 8 9 8 9| 34| 8,50 0,58]] 5 6 5 7| 23| 5,75| 0,96 11 -2,75] -32,4%]|-16,2%| 0,07 0,17
Affiliation 9 7 8 9| 33825 096]| 3 4 5 4| 16| 400] 0,.82]| 17| -4.25] -51,5%]-25,8%| 0,12| 0,20
Motivation 7 8 9 8| 32| 800] 082[| 6 7 5 6| 24f 6,00] 0,82 8| -2,00] -25,0%|-12,5%]| 0,10] 0,14
Team work 8 9 7 9 331825 096[] 6 7 8 6| 27| 6,75] 0,96 6| -1,50] -18,2%]| -9,1%| 0,12[ 0,14
Self-confidance 8 9 9 9| 35875 050[| 6 7 9 8] 30 7,50| 1,29 5| -1,25( -14,3%| -7,1%]| 0,06| 0,17
Expertise 8 9 9 9] 35/ 8751 050]] 8 9 8 9] 34f 8.50] 0.58 1] -0.25) -2.9%| -1.4%] 0.,06] 0.07
Total 301] 8.36] 0,75 242] 6.72] 0.99] [ 59[ -1.64] -19,6%] -9.8%][ 0,09] 0,15
| TOTAL 958]26,61 866]24.,06 92

Note: Means are based upon a ten-point scale 10 (1 means least, and 10 most)
SD = standard deviation

Source: Authors
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The goal was not to find the best definition of the named competency, but to use it
just as an example to build a model for measuring the human factor and predicting
success of M&A based on it. The approach might not be accurate enough considering
HRM practices, but sufficient to use it as an example for building a model. Line
managers in both companies evaluated four workers from each company to find
out the level of mastering selected components (cognitive, affective, and conative)
of competency making furniture. A ten-point Likert scale was applied in a manner
that each component can be mastered in levels 1 to 10 (1 being the least, and 10 the
most).

The challenge is to extract the conative component of competency. Four elements
of conative competency were offered: analyzing, following procedures, mastering
changes and dexterity. There are few tools to measure the conative component of
competency. One ofthemis the Kolbe AT™ Index (Kolbe, 1997) whichis making its way
into managerial practice. Deamer and Earle (2004) developed the EMAQ (Enterprise
Managers Assessment Questionnaire) as a suitable psychometric tool for assessing
the potential, initially at the individual level, for a successful entrepreneurial venture.
Atman (1987) developed the GOI (Goal Orientation Inventory), an instrument to
assess goal accomplished style. Simultaneously, personal values were defined in the
same way as described above with using companies’ business plan where companies’
values are exhibited as a base. The values do not change in different competencies;
they are the same for all individual competencies in a certain company.

The next step was to calculate differences in competency components for making
furniture between the evaluated workers from both companies for each element of
components.

Statistic in which a certain term denotes:
- Elements of Cognitive components: CG1, CG2,.....CGN

CG1, ,— appraisal of worker 1 in Company 1 about CG1 acquisition
CG1, , — appraisal of worker 1 in Company 2 about CG1 acquisition
CG2, | —appraisal of worker 1 in Company 1 about CG2 acquisition

CG2, , — appraisal of worker 1 in Company 2 about CG2 acquisition, etc.

- Elements of Affective components: A1,A2,....AN

Al - appraisal of worker 1 in Company 1 about A1 acquisition
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Al, - appraisal of worker 1 in Company 2 about Al acquisition
A2, | —appraisal of worker 1 in Company 1 about A2 acquisition

A2, - appraisal of worker 1 in Company 2 about A2 acquisition, etc.
- Elements of Conative component: CO1, CO2,..., CON

CO1, ,— appraisal of worker 1 in Company 1 about CO1 acquisition

CO1, , — appraisal of worker 1 in Company 2 about CO1 acquisition

CO2, , - appraisal of worker 1 in Company 1 about CO2 acquisition

CO2, , - appraisal of worker 1 in Company 2 about CO2 acquisition, etc.

- Elements of Values component

V1, ,—appraisal of worker 1 in Company 1 about V1 acquisition
V1, , - appraisal of worker 1 in Company 2 about V1 acquisition
V2, - appraisal of worker 1 in Company 1 about V2 acquisition

V2, - appraisal of worker 1 in Company 2 about V2 acquisition

P1 means Company | (acquiring company)

P2 means Company 2 (acquired company)

The mean value for each element of a certain component of competency and the
mean value for all elements of a certain component of competency were calculated.
The difference of mean value between Company 1 and Company 2 for each element

of CG1 - AX_,, was calculated and the formula for CG1 is presented:

N

_ _ — 1 1 &
AX 61 = Xpacor - Xpicar = WZG 12,n - WZG ll,n )
n=l1

n=1

N - number of elements t
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The above calculation reveals if the assessment of certain elements of the cognitive
component of competency acquisition in the acquired company are on average
higher or lower compared to the acquired company. The positive value means
that the acquiring company will benefit. It is the same for other elements of other
components of competencies.

The difference of the mean value between Company 1 and Company 2 for all

elements of CG1 - AX, cc1 Was calculated. Presented is the formula for CGl:

_ _ 1 <& — 1 <& —
AXCG = XPZCG - XPICG = ﬁZXPZCGn - WZXPICGn
i=1 i=1

A positive value means that the acquiring company will benefit. It is the same for
other elements of other components of competencies.

The percent of the difference of mean value between Company 1 and Company 2
for each element of CG1 - AX_ and additionally the percentage of the difference of
mean value between Company 1 and Company 2 for all elements of CG1 - AX_

were calculated. Presented is the formula for CG1:

A)? Z)?chcn _Z)?PICGn
AX'CG (%) _ = CcG _ i=1 i=1
XPICG 7
X n
iz=1: PICG)

The weighted average between Company 1 and Company 2 for each element of
components of competencies and additionally the weighted average between
Company 1 and Company 2 were calculated for all elements of components of

competencies. Presented is the formula for CG (CG - X, vee):

)?PICGI >l<Nl+)?1)2€c1 *N2
N1+ N2 )

XUCGI =

N1 — number of workers in company 1, N2 — number of workers in company 2

The percentage of the weighted average between Company 1 and Company 2
and Company 1 according to values of the average of Company 1 was calculated
for each element of components of competencies. Presented is the formula for
CGl1- AX (%):

P1UCGI
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XUCGI — XP]CGI

A)?vP]UCGl (%) =

P1CG1

The above calculation reveals the percentage of a certain element of a certain
component of competencies improvement or aggravation comparing situation before
M&A.

The percentage of the weighted average between Company 1 and Company 2 and
Company 1 according to values of the average of Company 1 was calculated for
all elements of components of competencies. Presented is only the formula for
CG-AX (%):

P1UCGI

X, X

UcG —_ “ PICG

A‘}?vPlUCG (%) =

P1CG

The above calculation reveals the percentage of a certain component of competencies
improvement or aggravation compared with the situation before M&A.

The coefficient of the variation for the element CG1 was calculated for company

l- CVPlCGI:
N [e—
Z (CGll,n - XPlCGl )2
n=1
PICG1 e CG1
N ; 1,n

The above calculation was made for all certain elements for both companies. This
information reveals how homogeneous the acquiring company is in a certain element
of a component of competency (values above 0.1 are desired).

The coefficient of a variation for all CG1 elements was calculated for company
1-Cr,

P1CG
1 N
CVprco = WZCVPICGn
n=l1

Thisreveals the average variability of certain elements of components of competencies
for acquiring company.

All calculations were made for all components and values for both companies.
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4. Discussion

In the described case it is premature to evaluate M& A success, but certain correlations
can be made after finishing the process which is still in progress. However, the results
show that differences exist in all components of the observed competency.

Presented model surpasses critique of competency models which attempt to formulate
universal models for varying contexts, and for viewing competency models as work-
role characteristic without interpreting the overall situation (Garavan and McGuire,
2001). On one hand, the model is universal and multidimensional being composed
of cognitive, conative, effective component and values, and on the other hand it is
work oriented.

The average coefficient of the variation does not differ much between the observed
companies; the level of homogeneity is similar. The assessment of elements of
components shows that mean values are lower in the acquired company almost in all
elements, and means that competency acquisition is lower in the acquired company.
The percentage of mean differences reveals that the acquiring company will have
to pay attention to those elements in which the percentage of difference is highest.
The average difference in the cognitive component is 4.2 %; in the affective 7 %; in
the conative 6.2%. The differences in values are higher (on average 19.6%) where
affiliation stands up. Weighted differences are lower. The bottom line results exhibit a
possible hindrance in “soft” CSF of M&A measured by components of competencies,
though the difference is not so high that it could not be overcome.

Hypothesis 1 was confirmed. We believe that with the presented model it is possible
to measure the impact of soft, human CSF on M&A success rate. The basic problem
in measuring the soft, human factor is how to measure it. With the built model of
tripartite competencies components a measurable yardstick is offered which is, after
adjusting in both companies, comparable.

The model is congruent with the competency model developed by Cheetham and
Chivers (1998) with five dimensions: meta competences (communication, self-
development, creativity, analysis, problem solving) and with four professional core
components at the hart of the model, all of which were considered to be important
to effective performance, knowledge/cognitive competence, functional competence,
personal or behavioural competence and values/ethical competence. Moreover, the
model enables us to measure the aforementioned factors.

Hypothesis 2 was consequently confirmed as well. A model of tripartite components
of individual competencies as a measurable “soft, human factor” can, as one of the
variables, predict the M&A success rate.

For the purpose of building a model only one competency was analyzed in detail.
Thus we can not predict the overall success rate of observed M&A. On one side
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only one competency was observed, and only four workers in each company were
evaluated.

Though Grzeda (2004) suggests moving beyond competency to proficiency, the
M&A success rate can be evaluated with competency model. We concur with
Garavan and McGuire (2001) who claim that worker oriented competence models
see measurement concerned with the generation of lists of behaviours or personal
attributes that relate to effective role performance, and that a yardstick to measure it is
needed. In addition, they state that it is difficult to arrive at a universal understanding
of a notion of competence that is amenable to measurement for the purposes of
benchmarking levels of competence across industry sectors.

Boon and Van der Klink (2001) point out the problem that many organizations
possess very fixed and rather global listings of competencies and do not make efforts
to produce a set of firm-specific descriptions or take proactive steps to develop these
competencies. Indeed it is a critical point in process of measuring M&A success rate
with model of competencies.

Moreover, an additional problem well addressed by Garavan and McGuire (2001) is
whether competency frameworks should be based on current organizational priorities
or should be future oriented and derived from an organization’s vision statement.
With the described model and approach such dilemmas can be overcome. According
to Evans and Lindsay (2002) one of the greatest limitations of the Taylor system and
the promoters of scientific management is their failure to make use of some of the
most important assets of any organization, such as knowledge, talent and creativity
of its workers.

5. Model of tripartite competency components

The purpose of this paper was not to do extensive research but to provide a framework
for empirical work, especially for the practitioners. Moreover, its purpose is not to
compete with existing concepts of developing competencies, but rather to make a
model for measuring and, preferably predicting, the M&A success rate with using the
tripartite competency components model. The way how a certain company develops
competencies is not the focus as long it is measurable.

Several approaches towards competency development exists (Mansfield and Mtchell,
1986; Fine, 1988; Cheetah and Chivers, 1998; Mirabile, 1998; Armstrong, 2003;
Serpel and Ferrada, 2007). It would exceed the purpose of this article to go deeper
into the matter. As an example, one competency was extracted and selected for a case
of building a model of predicting M&A success with a competency model, i.e. the
competency to make furniture.
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Due to the reason that approaches to competency development vary, the first obstacle
to overcome is to unify the systems. If companies already have a certain competency
system, a problem might occur in making a uniform definition of components of a
certain competency in both companies, acquired and acquiring, and to assure the
same measure. An HRM specialist should be engaged in both companies to eliminate
indistinctness. By using several approaches such as analysis, interviews, focus
groups, workshops, job analysis, critical-incident technique, observations, etc. the
problem might be reduced.

Figure 2: Model for measuring “soft” KSF as one of indicators for M&A success rate
with components of competencies construct

Company 1 | Cognitive competencies component [Ny ALL+AI24ALS Aln=Al
J+AL2+AL3.. A Aln=

Of coenii .
Company 2 | Cognitive competencies component V cognifive competencies component
Company 1 | Affective competencies component
Py P PO NG 01 4422 4423,k A= 2
L~ Of affective competencies component

Company 2 | Affective competencies component

Company 1 | Conative competencies component k\‘
A3.1+A32+A33....+A3n=A3
L7 Of conative competencies component

Al+A2+A3+A3= An
of “soft” KSF impact on
M&A success rate

Company 2 | Conative competencies component

Company 1 Personal values N AL+ A4 < A3+ Adn—Ad
1+ A4 D n=

/ Of personal valuse

Company 2 Personal values

Source: Authors

When the competency framework is unified, the level of competency acquisition
can be assessed for each worker. Differences in individual competency components
between company 1 and company 2 can be calculated for each employee who should
master a certain competency component. The sum of all differences (plus or minus) in
a particular component can be measured to predict M&A success. It should be done for
all three components and finally summarized. Then differences in personal values are
added (see Figure 2). The result reveals a potential difficulty in the M&A process on
one hand and in which component the difference is highest. In addition it indicates on
which components emphasis should be put in the integration plan on the other hand.
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In this section a model for empirical analysis is formulated. What certain expressions
denote is explained. The statistical model for measuring soft CSF as one of the
indicators for the M&A success rate can be expressed in the following formula.

The mean value of differences in mean values of Company 1 and Company 2

considering all components — X, ;

_ 1, — _ _ _
N W(AXCG+AXA +AX,+AX, )=
Lyx ZX LI of FURLE o G
L N — P2CGn P1CGn N = P2A4n N o= PlA4n
N 1 & — 1 <y —
_ZXPZCOn __z P1COn N P2Vn ﬁ XPan

The mean value of percentages of differences in mean values of Company 1 and
Company 2 considering all components — X ¢ (Y0)

X, 06) = (Ao (96) + AT, (%) + ARy (%) + AT, (%))

The mean value of percentages of differences in weighted mean values of Company
1 and Company 2 considering all components:

1 _ _ _ _
X (%) = (AXP]UCG(%HAXPIUA(%>+AXPIUCO(%)+AXPIUV(%))

N — Number of components

This piece of information tells us the percentage of how much soft CSF will impact
on the M&A success rate, i.e. how much the acquiring company will gain or “lose”
with the acquired “soft factor”, measured by the model of competency components.

6. Conclusion and future research

The results of our study, suggest that a recommended approach for acquiring
companies to pursue is performing an in-depth analysis of the competencies model
in early stage of M&A process. Such an approach would enable acquiring companies
to include soft CSF in the integration plan and to set goals for certain competency
education and training (cognitive and affective components) or enhancement
(conative component). Though the presented conceptual model has yet been used in
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only few cases, it could be intuitively presumed that its implementation could help
the successful integration of workers in the M&A process, especially with additional
value system analysis, which was not conducted in presented case.

We argue that it is possible to measure the impact of soft human factors on M&A
success rate with the presented model. Hence, we are confirming the hypothesis
1. The basic problem in measuring the human factor lies in the question of how
to measure it. With the model of tripartite competencies components we propose a
measurable yardstick which after its adjustments in both companies would enable
a mutual comparison. The presented model of tripartite components of individual
competencies is still a work in progress but we nevertheless believe that the
measurement of human factors as one of the variables can help predict the M&A
success rate and hence the hypothesis 2 is confirmed as well.

Also, there are certain restrictions which need to be addressed in any future studies.
These limitations simultaneously provide research opportunities. Future attempts
should strive for exploring a uniform competency systems in acquiring and acquired
companies, as a worthwhile direction due to the high failure rate of M&A deals. They
should take into consideration the fact that such a competency system is dependant
on the evolutional development phase the companies are in and may not be in place
in either company or only in one of them.

At last, we are aware that there is a cluster of other variables influencing the
aforementioned conclusions and reason that further longitudinal and international
studies and in-depth analyses are needed. It would be interesting to compare them
with our findings, which is a matter of future studies, preferably in more than one
emerging economy of Central and Eastern Europe. However, our analysis does
provide a framework for a promising investigation in that field.
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Pojmovni model pojedinacnih sposobnosti o¢ekivanog uspjeha u
spajanjima i preuzimanjima

Andrej Bertoncelj', Darko Kovac®

SaZetak

Pronalazenje najbolje moguce ravnoteze izmedu “mekanih” ljudskih ¢imbenika i
“tvrdih” financijskih ¢imbenika s ciljem uspjesnih spajanja i preuzimanja (M&A4)
oduvijek je predstavljalo veliki izazov. Medutim, pravi izazov predstavija pitanje:
na koji nacin i kojim mjerilom mozemo utvrdivati i usporedivati ljudske ¢imbenike
u okviru poduzecéa koja se preuzimaju i veé¢ preuzetih poduzeca, u svim fazama
M&A? Ovo istraZivanje predstavlja model mjerenja i usporedivanja ljudskog
cimbenika i sposobnosti. Model omogucéava mjerenje mekanih cimbenika kvantita-
tivnim mjerilom. Koncipirane su tri komponente u okviru pojedinacnih sposobnos-
ti: kognitivne, afektivne i konativne, uz primjenu osobnog sustava procjene.
Razmatrani se model temelji na empirickim rezultatima, na primjerima dvaju
poduzeéa i literaturi. Model poduzeéima omogucéava usporedivanje razlika, kako
bi mogla planirati nacin njihovog savladavanja i posti¢i vec¢u razinu uspjeha u
M&A.

Kljucéne rijedi: Spajanja i preuzimanja, sposobnosti, uspjeh M&A, model uspjeha
M&A
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