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Managing A Merger Process — Market Practice And Costruction Of
Temporality

Introduction
Merger processes as market practices

We assume that the economic motive for mergingfismts under one ownership is to benefit
from a more effective coordination between thegorgces than could be achieved had they
continued under separate ownership. The reseatetatiire on M & A and experience
expressed by managers show that the process tevadfie, more or less clearly expressed,
effectiveness objectives underlying the merger sieci ('the deal”) is both lengthy and
problematic. The historic odds against acquisit@atue creation are often put forward in
management literature (e.g. Dobbs 2006). Changetugiing investments and divestments)
need to be performed and to be stabilized, botregards the internal resources of the two
merging firms but also in relation to external n@ses for which the merging units have
limited or no control. These external resourcesl@enselves undergoing change. ("a moving
context). The outcome of the resource combinatamiseved during the merger process are
uncertain and may be differently interpreted byoimed actors. Several concurrently ongoing
change processes, both internally and in the cgntiexing the over-all merger process may
interact in unpredicted and difficult to control yga

The merger process can be seen as one type of npagktice (1) aimed at re-organizing
resource interdependencies, thereby (re-)constgidtie conditions for market practice (2)
that refers to exchange with counterparts in theketaontext.

The above attributes of the merger process sugtfestdemporal dimensions of merger

activities (Market Practice 1, M1) are importantéase changing and stabilizing resources
are interdependent, not completely known by aatorslved and influenced by the "moving
context”. Market practice 2 (M 2) is in itself undeing change and stabilization, partly due
to the merger process, partly due to strategic tatem and partly due to contextual
influence.
Perceptions and interpretations of the market aratket dynamics differ between the
merging actors, due to their positions in the mirkeeir experiences, cognitions, strategic
intentions etc. Boundaries of what is perceivedhasrelevant market tend to change during
the merger process.

Purpose
The purpose of the paper is to explicitly link tesrgd profile concepts to analyses of market

practices during merger processes by a re-intefpoatof an earlier reported deep case study
(Andersson, 1996; 1996a). The construction of toae be seen as part of the process of



"creating orderliness” in business operations. &ample, merging firms might need to use
new forms of planning and scheduling as ways tsttant temporal complementarity among
temporally assymetric business contexts and op&stilhe research question posed is:

How does the temporality of the merger process [Miffect the transformation of the
separate market practices (M 2) in the merging canngs to new joint and stabilized
practices?

We base our paper on three conceptual frameworkeetevork perspective”, an ANT related
"market practice” approach and literature on "temaity and organizations”.

Conceptual Base
The network perspective

We refer to a common IMP perspective as concermarjcs of exchange relationships,
interdepence between relationships, interdependegtvecen resources (internal and external
to an economic actor), markets as dynamic strustiRerceptions and interpretations of the
market and market dynamics differ between actomunBaries of what is perceived as the
relevant market changes over time, e.g. due tanatenalization, convergence between
technologies, changes in institutional market refies Market processes have both spatial and
time dimensions.

An important base influencing strategic actionsabfocal actor is its "network theory”,
defined as the actor's set of systematic beliefeutlmarket structure, processes and
performance and the effects of its own and othstrsitegic actions (Johanson & Mattsson,
1992). Included in the network theory is also tltods view of time and temporality
(Andersson & Mattsson 2006). Temporality aspects part of single actors’ (social)
construction processes, and are also embeddedainlissed network "norms” and processes
of norm creation (Helgesson et al 2005).

A market practice perspective

To analyze market practices we draw on the coneéptodel proposed by Helgesson et. al.
(2005) distinguishing three broad subcategoriesmairket practice: exchange practice,
representational practice, and normative practiee Figure 1).

Exchange practiceefers to the continuous activities that purportémporarily stabilise
certain conditions (the parties to the exchange,ekchange object, the price, the terms of
exchange) so that an economic or intra-organizati@xchange becomes possible. This
includes both highly idiosyncratic activities ancdm® general ones that go into creating a
specific economic exchange with an external copaftror intra-organizational exchange
within a firm. We include in market practice whaewabove defined as strategic actions.
Market practice 1 refers to efforts to somehow dgeancoordinate and stabilize Market
practices 2 of the merging actors in order to reaehger objectives.

Representational practiceefers to activities that contribute to depict keds, how they
work, and how focal firms are positioned in the kearcontext. E.g. description and analysis
of the potential market for a new product or analys the profitability of different types of
customers. One important part of representatiorettige is the conceptual and theoretical
foundation for a specific description and analy3ise "network theory” concept referred to



earlier is an important aspect of representatipredtice. Also for this practice we distinguish
between Market practice 1 and 2.

Normative practicerefers to activities that contribute to establabjectives for how a
market should be (re)shaped and work accordinguth :iorms and also for how specific
actor(s) in the market define norms they consideaftect their over-all objectives. Some
examples on the macro level are "market reformehegal rules of competition and on the
micro-level, individual firms” over-all strategibjectives and economic control systems. An
example of Market practice 1 is development and mamication of the objectives of the
merger and of Market practice 2 setting of objexgifor a common logistics system.

The practices are linked to each other throughnshaf translations (Callon 1992). Thus,
normative practice may produce rules and tools ltleabme employed in exchange practice,
as well as indicate measures and methods of measnteto be used in representational
practice. Representational practice will producéhboarket descriptions that can be drawn
upon in normative practice, and different typesresults that feed back into on-going
exchange practice. Exchange practice, finally, rentato representational practice through
more or less systematic measurements and into tiwemaractice through the interests it
creates among actor(s).

We thus assume that construction of time is paramd interacts with market practices.

QuickTime och en
TIFF (LZW)-dekomprimerare
kravs for att kunna se bilden.

Figure 1

Temporality and temporal profiles perspectives

Part of the "construction of time” concerns the ghicated timing problem, where each
individual actor more or less explicitly consideesjuences of strategic actions, influenced by
constructed views of e.g. time horizons (and nektwarizons.) This sequence is contingent
upon changes in the context, and thus also otbenected actors’ "temporal constructions”,
whether common with other actors or not.

We use, refering to Sztompka (1993), the conceemitoral profile” to capture the
temporal characteristics of a market process. Wectséming, sequencing, duration and
speed as time dimensions of market episodes ardinating as a further time function in
the temporal profile, assuming that in connectioithwstrategic market changes, these
dimensions are underlying organizers of the actmg the actions. Actors” temporal
orientation (in terms of their temporal profilesayndiffer and actors might act to reduce the
temporal assymetry by temporal integration.

Reflected in the actors’ behaviour, they act wifiedent time horizons and take different
time perspectives. They act in interplay with threoVving context”, for example they take



different temporal vantage points and different gemal viewing directions. (Pieters &
Verplanken 1991). Dynamics of markets is affectedniterplay between actors with different
time horizons and time perspectives. Changes in tiime perspective of actors, and
subsequent adaptations of their market percepi®mffected by changes in the market,
including the type of change in focus in this paper a merger process.

An actor’s strategic action is importantly influedcby its "network theory”. The network
theory includes both spatial and time dimensiorest Bf the network theory is the actor’s
network horizon, (a spatial dimension), anothet jgathe actor’s view of temporality.

We assume actors to have different time perspegtiwet these cannot be expected to remain
stable during the whole course of a change procHss.temporal profiles of the change
processes themselves are subject to change. Dilmnghange processes tensions between
different dominating profiles between actors in therging firms and between them and
actors in the market context will surface. We cdasisuch changes, in the merging firms and
in their contexts, to importantly influence the @uhe of the merger process.

The Merger of Two Biotech Companies

The theoretical/conceptual base presented aboVvéwveéction 3. be applied in analysis of an
earlier published case, a merger process betweencbmpanies in the biotech industry
(Andersson 1996). Pharmacia Biotech (BTG) acqultk@® Produkter in late 1986. The
"core” merger process by which a new joint orgatiraand strategy for the company (BTG)
is formally established, is finalized in 1989. Thmsocess, beset with problems and
undeliberately extended in time, is Part Il in case description. However, to understand the
core merger process and its consequences, we eolisigecessary to put it in the context of
processes before 1986 (Part I) and after 1989 (RarfThe core merger process sets the
scene for efforts to change market practices inntleeged firm from 1989 and onwards,
especially in the distribution and logistics adias, in the organization of the international
marketing organization, and in the after salesiseractivities. The case comprises some 350
pages and is only presented here as an illustradroour later conceptual analysis.

Part | Prologue: Two Companies with Different Backgnds and in Different Stages of
Development

In 1986, Swedish Phamacia Biotechnology (BTG) aeguits Swedish competitor in the
same line of biotech business, LKB Produkter AB B)KThe motives for the acquisition
encompass ideas of various "synergies” and "comeigarities” between the companies. The
historical origin of the two companies were similaoth were born from product innovations
in separation technology. However, the two compariad developed in two different
directions. BTG was the more "academic” companyhwitnportant relations in local
(Uppsala) and international research networks, evhiKB had developed into an
international, progressive, “industrial” companynh the 70s and early 80s. LKB and
Pharmacia historically regard each other as comgpetbut at the time of the merger it is
mainly in one minor functional area that they coteder the same customers.

LKB has a strong position in instruments and sesjcbut is lagging behind some
competitors in the development of chemicals/reayeamtd applications. The process of
handling sales through wholly owned sales subsetiaaind sales support offices instead of
directly or through agents is continuously accetedia



As regards R&D, both companies are considered torbéhe frontline. During the first
half of the 80s, LKB has mainly launched a largenbar of modified versions of existing
instruments while BTG has been handling researah dgvelopment with a more open
product system oriented focus.

LKB is, during the 80s moving through three stagksrganizational adaptation: from an
organization based on techniques to product otientéo a more market and customer driven
organizational adaptation.

In 1986, a few months before the merger, LKB begmsmplement a regionalization
project. Other ongoing change processes in the etiagk network are related to the
specialization/divisionalization which started earlin many sales subsidiaries. LKB's
subsidiaries are used to act independently inioglab central headquarters, e.g. as regards
pricing, product and customer strategies but uadesry strict profit responsibility. The LKB
philosophy in the 80s is to create decentralizdasisliaries with stable, local contacts. The
decentralization of service support resources médatshe distances to instrument users are
short in most markets. Most technical support @&etw are performed within the customers'
premises. In 1986, LKB had reached a more advalesed in handling after sales services
than Pharmacia BTG.

The different philosophies in LKB and Pharmaia rdgay instrument services are a
natural consequence of the different historicakgasunds of the two companies. Pharmacia
BTG, has been used to a constant, high level sgatesase and stable, high profit margins. As
a supplier of systems with a base in chemicalseratian instruments, the company is used to
high profit margins on the chemicals, reagents aoldimns, and also on the advanced
application support services. Pharmacia BTG's akmtistrument service function is still
relatively small in 1986. and without significatagegic influence.

LKB, on the other hand has in the 80s as an indlistnanufacturer experienced
competition in standard laboratory supplies andh&hrg profit margins on instrument sales.
LKB became aware that profit margins can be in@éds/ increasing the sales of spare parts
and repairs. During the first half of the 80s thentcal, coordinative service support unit
begins to grow and is coordinated with the othetre¢é management functions. The relatively
frequent contacts and short "distances” (in albeets) between the central units in the LKB
organization increase the opportunities for theregimstrument service function to influence
product development, production and marketing.

Pharmacia's centralized control system at the tiftbe merger is quite different from that
applied by LKB. Pharmacia BTG’s central product tanin Uppsala had product
responsibility world-wide. Subsidiaries were seemtcally as the product units' own, local
representatives in the various markets. Techniealice policies were centralized. BTG's
market subsidiaries were cost centers rather thafit penters.

LKB and BTG handle customer relations differentiyhile LKB by tradition has built the
activity and resource structures around its tedirskills in instruments and technical after
sales services, Pharmacia BTG has created an pagani and resource structure
emphasizing the actual application activities, udahg aspects of both the hardware and the
application support services.

The major differences (or similarities) are summapdn the the tables below.

1. Routines and Business Operations

BTG LKB

Customer Relations Long term, academic Long term, industrial
institutions customers




Distribution Deliveries according to Delivery from local stocks on
contract customer order

Production In-house External suppliers

Research and Development| Chemicals, few long term | Equipment, many short term
projects projects

Service Support Application service, early in | Maintenance, upgrading, long
process term

Economic Control Centralized, cost centers Decentralized, profitemsn

Organizational Culture Academic Industrial

Product Portfolios Chemicals, few instruments| Many instruments, few

chemicals

Sales Principles Application:chemicals some| Instruments and some

instruments ,systems chemicals, some systems

2. Ongoing Process of Change at the Time of theii&itapn

BTG LKB
Mergers and Acquisitions | Little experience Some experience
Rationalizations Little experience Recent experience
Regionalizations Modest efforts Major efforts
Internal Integration of Ongoing integration Ongoing disintegration
Biotech Operations With
Other Business Areas

Part II: The Core Merger Process Between BTG An@ [(K986-1990)
Background

The objective of the acquisiton of LKB was to creat new, dominating international biotech
supplier. There are obvious similarities betweerBlahd BTG at the time of the acquisition -
similar technologies, a concurrent, increased esipan high global market shares. Pharmacia
presents a number of reasons for acquiring LKB. [bhg-term strategy from the early 80s is
to develop a strong position in the biotech sugplginess and create a biotechnology based
drug and diagnostics product development prograve. fotives for the merger are advanced
(Joint press release, 1986-10-09. p. 3)

-Growth Together LKB and Pharmacia will have almost gpB0cent market share world

wide in the two central separation techniques, niakine new company the market leader

in a situation where sales growth is beginningete@l out and new Japanese and American

competitors are appearing on the stage.

-Complementary resources for systems selling amdlynt developmentKB's strong

position in instruments and BTG's long traditioncilemicals are seen as complementary

and help to speed up the development of a systeanted biotech business already going

on in each firm.

-Scale economiesPositive scale effects can be achieved in matwfiag.

-Synergies due to globally overlapped marketing islidnses. By keeping the established

local positions and identities, i.e. maintainingadsales channels in the short and medium

range time perspective, it will be possible to defdhe market shares and maintain



customer relations. In a later stage, cooperatiorsales and distribution will lead to
important synergies.

-Other synergiesin addition to the biotech operations, the meg@jso involves synergies
in the diagnostics area.

In addition, not mentioned in this announcement

-Complementarities related to marketing/serviceivatats and customer group$&Vhile
LKB has developed a strong position in the instmiirisiness among academic research
institutions, based e.g. on a well-developed tewiniservice support organization,
Pharmacia BTG has become well-known for its knowho the separation media area
and for its application service support.

Initial merger strategy

In December 1986, preliminary merger plans andreeige strategy for the whole integration
process are presented. A plan divided in threespmrtpresented: Orientation Phase
(December-86 to March-87), Decision Phase (Jan8arie June-87) and Accomplishment
Phase (encompassing a period of around two years).

The principal idea is to integrate the two orgatwes in a specific order: Production,
R&D, Administration, Finance and Economy, Persorare Information, and lastly, Central
Marketing and Local sales organizations. The gsates based on the assumption that
disturbances in the sales activities shall be mieoh Otherrwise, it is acknowledged, market
shares and customers will be lost. Profit margires sdill fairly high in 1986, and a loss in
sales is asumed to be difficult to compensate bytdbrm cost reductions.

The acquisition shall be regarded as a commonnsiffe action with important long-term
effects but also short and medium term synergiedl bk realized. The joint BTG and LKB
biotech business operation is to grow as fastesatial market for biotech at the time, around
10-15 per cent per year. LKB shall maintain itsniity and its own sales companies in the
initial phases. LKB's long experiences of interoasil equipment sales shall be utilized in the
new organization.

Seven work groups are formed for the integratioocess: R & D, Production, Central
Marketing & Sales, Administration & Economy, Perseh& Information, Diagnostics, and
Bioprocessing. As BTG has no separate, centralidiabg function, the responsibility for the
subsidiaries is taken by the corporate manageniéet.managing director of BTG becomes
responsible for the integration process. Consudfamaining six months, are brought in.
Towards the end of 1986, after a number of analils®s been performed, the new, formal
organization is presented. Pharmacia managergppmeraed for most leading positions in the
new functional organization.

Revisions Of Merger Plans

The original merger plans are revised several tinGgge important revision concerns the
order in which the different units are merged, heotthe time schedule. The marketing
subsidiaries in each local market start to integrrlier and much faster than originally
planned, and without centralized control, while gmcess of integrating production and
R&D units takes much longer than originally planned

Presenting A New Organizational Structure



In February-March 1987 the new general, joint orzaion plans for the home organization
and for the marketing subsidiaries are presentedun&tional organization for the home
organization is chosen. The integration of the dabtdivisions and the integration of the
diagnostics divisions are to be handled more & $&parately. The latter are to be merged
imediately all the way from R&D to the sales unifhe merger process for the biotech
divisions are considered complicated. It is decideat integration should start with the
central production and R&D units in order to avpidduct and research overlaps. No new
products are to be launched before a thorough ecicnanalysis has been performed. BTG-
LKB project groups with responsibility for merginthe different central functions
(EconomyAdministration, Personnel/Information, R&Dentral Marketing and Production)
begin their work during Spring 1987.

The Subsidiaries Start To Merge

In retrospect, several explanations will be advdreeeto why the original plans to wait with
involving the marketing units in the integratioropess are revised. One explanation relates to
the economic and administrative control systemeddy during the first quarter of 1987 the
Economy/Administration project group starts to adrmporate the 16 LKB subsidiaries in
Pharmacia's established economic and accountingersysAs stated above, LKB's
subsidiaries have been used to act independerttlyrigier a very strict profit responsibility.

At a meeting in Uppsala in February 1987, the Mamadirectors of BTG and LKB's
subsidiaries world-wide meet to discuss the intigna of the marketing and sales
organizations. It is stressed that the integrabibthhe two marketing subsidiary nets is now to
start, but in small steps, without affecting thdydsales and marketing routines.

Contrary to plan, the change process during thé mexths, is characterized by a steady
acceleration of the merger activities, however wuthany direct centralized control or
involvement. For central management it is diffidolthold back and control the process when
local management in the subsidiaries speed up ribeegs. It is reported that many of the
LKB subsidiaries experience the integration pro@sa hostile take-over and during the six
months that follow, the managing directors of ait three of LKB's sixteen subsidiaries leave
the organization.

Irrespective of whether LKB's and Pharmacia's sliages are located in the same or in
different geographical regions in a market, LKBidbsidiary resources are in most cases
transferred to the local Pharmacia organizatiostelad of successively educating and training
the two companies' sales and service personnehenfarmer competitor's products, as
decided in the original plans, LKB's resources adilities in many countries are completely
transferred to the Pharmacia organizational uiiany of LKB's sales and service people
leave during 1987.

It proves difficult to convert remaining BTG and BKpersonnel to market also the
formerly main competitor's products. Some minoioratlization effects are reported as
marketing support units in the two companies melgeé this cannot compensate for the loss
of sales personnel due to the accelerating mengereps. The damage proves difficult to
repair in cases where LKB has built up stable custorelationships. If customers are
customers to both Pharmacia and LKB it is easieepair the damage. However, a number of
LKB customers are lost during the first year of therger. How many is not and will never
really be known. The formal administration of cus&y accounts is taken over by the
Pharmacia subsidiaries, but initiatives and effaxs analyze customer effects and to
reapproach lost customers are left to the initeat’each single subsidiary.
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To reduce uneasiness among customers, writtenrexpas for the merger are sent out,
both from the central marketing offices and frora thcal subsidiaries. The loss of sales and
service personnel during the initial merger procesto some extent compensated for by
employment of new sales and service representatiasce, in the subsidiaries, new product
and customer portfolios are handled in 1987 byxdure of LKB, Pharmacia and completely
new sales and service personnel, but heavily ddednay former Pharmacia principles,
routines and traditions. The reduction in sales a@aentuated by the general downturn or
levelling off in the sale of biotech instrumentsli®d7.

Officially, the integration of LKB's and Pharmasigales subsidiaries is terminated during
1987. The Managing Director of the new biotech camy renamed Pharmacia LKB
Biotechnology, announces in 1988, that the merfi¢h® sales organizations now is nearly
completed. However, many of the practical probletoscoordinate the activities and
stabilizing new routines remain. There is a "gehé&raling”" in the new company that the
merger so far has affected customer contacts aadties negatively.

The integration of the central marketing suppoitsuim 1987 is founded on the results of
the initial situation analysis concerning produatgsrkets and customers.

Two years later, in 1990, as a result of a numbdereorganizations, all central product
divisions are located in BTG’s Uppsala operations.

Merging The Production Units

Another important reason for the reverse ordeheintegration process, with limited central
control of the local marketing organizations, iattthe central organizations in Sweden have
to direct attention to the complex processes agrdting the biotech production, R&D and
central administration units respectively. The gné&tion problems for these activities result in
and set the stage for forthcoming changes in phdistribution.

The group responsible for the production integratjwroject becomes occupied with
problems to coordinate two production philosophaasd a number of geographically
dispersed production units. The process also iesludoordination with the changing
marketing organization, and the links to the neverimg R&D organization, its projects and
product portfolio. Contributing to the complexity forming a new production organization is
the rapidly levelling off of the almost unbrokenesaincrease since the 70s. The overcapacity
that already exists in the new production operatiatill marginal in the beginning of 1986, is
increasing.

The new, joint Pharmacia LKB Biotechnology orgatiama now encompasses five major
production sites in Cambridge (LKB) Bromma (LKB) phala (BTG), Umea (BTG) and
Milwaukee (Pharmacia). Although efficiency and eatlization aspects shall be in focus, it is
stated in March 1987 that transfer of producticsotgces shall be in both directions, between
the different BTG and LKB sites. People employedhia LKB instrument production are
worried that it will be difficult to integrate thpartly overlapped production operations in
Bromma and Umed. LKB's representative in the prdmcproject group, the former
manager of the whole LKB-Bromma Division, resignApril 1987.

Discussions of the division of work between Bromamal Uppsala concerning production
as well as R&D and central marketing continue arediatensified during the first half of
1988. Problems accumulate as former LKB personeavd the company. However, it is
announced in March 1988 that the new LKB-Pharmsitiecture now is basically set and that
the integration process can now be considerechigisDuring the autumn of 1988, plans are
developed for extensive modernizations of the paséicant premises in Bromma. In March
1989, there are signs of improved use of produatapacities in Bromma, despite indications
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of another bad year for the whole biotech instrumedustry. A new operating manager is
also appointed. An important task for the new pobdiivision is to continue rationalization in
production, based on a continued rationalizatiahiategration of the product programs.

In November 1989, to improve coordination betweeodpction units, including R&D,
and to improve integration and coordination witk tbreign marketing units are stressed as
crucial priorities. In December, the new Managingebtor states that one of the main
priorities for Bromma is to re-establish the loshtacts and information exchanges with the
local marketing subsidiaries!

In September 1990, as a result of decreasing sahekafter several months of internal
analysis of the production organization and thesgmé and future product and product
application areas, a new organisation, the newaleet Biosystems Group, is introduced by
Pharmacia. The new Managing Director for the Bibbtetogy organization signals the
launching of a new production organization. In @etQ Biosystem's decision to reorganize
the production activities is announced. The denissoto move all production from Bromma
to Uppsala and Umea.

Merging R&D Units, Product Portfolios, Stocks Andministrative Routines

Linked to the process of merging the marketing gmdduction organizations are the
processes to merge product portfolios and stocksluding storing and distribution
procedures, and the large R&D units. All units haweadapt to a number of old and new
administrative routines and information exchangeeays.

One of the main reasons for the acquisition wag théB and BTG manufacture
complementary product ranges. Both companies hameessively emerged as system
suppliers, providing customers with instrumentsemoltals and accessories, application
services, and technical services. However, astkstdieve, the two companies have developed
different capabilities and customer relations iesén four areas.

Merging the two instrument portfolios proves to delifficult task. In addition, the new
integrated product portfolio, broadly consisting Ld{B's 140 diversified instruments and
Pharmacia's 15-20 instruments, needs to be adaptbed merger of the ongoing and planned
product development projects in the two organizetiolrhe merger starts during a period of
rapid introduction of new instruments. At the satilee as having to handle a merger of
product portfolios and R&D projects - without logipace and without losing customers in
the marketing and sales activities - the new omgiun almost immediately has to take on
the important tasks of rationalization and capttast reduction, due to the sudden drop in
1986 in demand.

The rapid technological development within the grawbiotechnology field requires a
rapid development of new instruments and supptiesipport the technological advances. For
the joint project groups (including product managesnral marketing and R & D personnel)
responsible for analyzing the R&D situation in 1986s not easy to analyze the overlaps
regarding customers, products, techniques, and Rfd@jects and to what extent they
complement each other. A large number of interneétmgs take place from December 1986,
throughout 1987 and even in 1988. One rough esomaft the overlap in the ongoing R&D
projects and in R&D resources in the beginning@87L- from a LKB perspective - indicates
that in one third of the projects there is a tataerlap with the projects in BTG. BTG
management considered it important to stay on tbetline and to provide the marketing
subsidiaries with new products and systems. Coantly;, for the future, the new integrated
R&D organization shall direct efforts to the dey@ieent of integrated systems: instruments,
media, accessories and methods.
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In May 1987, BTG's R&D manager presents a numbeguitlelines for the R&D
organization and operations. The strategic guidslifor the future given to the five R&D
units in Uppsala, Bromma, Cambridge, PiscatawayMihgdtaukee are: it is now necessary to
increase the knowledge of customers' activitieswtwk in project form but increase the
contacts between project groups and R&D centrekeép up the technological competence
e.g. through stable contacts with academic anctclvasearch, to support an "entrepreneurial
atmosphere”, and to improve internal communicagxchange.

It is generally acknowledged that during 1987 ilve R&D centers shall remain and that
relocation of projects will start at the earliestthe middle of 1988. One reason is that a
common R&D organization has to be introduced fibgtsed on project groups and a new
central coordination unit. In addition, LKB's and@®'s project routines (from idea to finished
project) have to be standardized and coordinatotines with the central marketing and
production project groups have to be worked oue piocess of reducing the project overlaps
starts, but the process of creating a new R&D argdion takes longer than planned. The
continuous information sent out during the first d#nths of the process, indicates the
problems to integrate the 230 Bromma and Uppsaksarehers in a new R&D organization.

On September 1st 1988, the new R&D organizatiopresented. One of the practical
problems that has to be handled during the remeioid£988 concerns the introduction of a
common information system for planning and econonuatrol of R&D projects. LKB's
powerful system is to be introduced in the new R&iganization by the end of 1988. This
process, in turn, is affected by the planning fod antroduction of a completely new and
integrated administrative information system foe tiwhole BTG organization. The new
integrated information system is to take the newtd&ihnology Group a step towards
becoming an industrial, distribution and produciwfl oriented organization.. During the
1990s - by linking the production and marketingtsiio the system - it is assumed that the
company will be able to move further towards custowrder based production with a high
degree of direct distribution.

The administrative project group ("the AU Grouphieh has the responsibility for the
difficult task of implementing the new system pbelato all the ongoing organizational
changes affecting Pharmacia LKB Biotechnology, ddtrces a step-wise implementation
program. Special information system work groups farened centrally and locally. During
1989, the implementation of the new information lextgye routines and systems overlaps
with the start of an intensified capital rationalibn program for distribution. The Capital
Rationalization project, initiated by the new BTGmager, is given high priority and speeds
up the process to create administrative and infoomaoutines to support a new efficient
distribution system.

Overall, the new production organization, the R&RDits, the projects and the new
distribution oriented information system have todaapted to a number of reductions in the
new product portfolio. A comparison of the two canpes' product portfolios indicates a
strong product overlap. The process to adapt artsfiorm the product portfolios begins in
1987, following a period of intense analyses okgmg products, ongoing projects and long
range product strategies. The immediate overlaphandled in two ways. The products that
overlap are either to be replaced by new productsne of them to be discontinued over a
period of up to two years. An immediate effectlod tntegration is that the overlapped part of
LKB's separation media program is stopped. LKBigited large scale chromatography
program overlaps completely with BTG's products andcessively all LKB products are
being discontinued. In electrophoresis and moledolaogy, both companies' product lines
remain unchanged. It is estimated that the newraledistribution stores in Uppsala, after the
transfer of Bromma stocks, contain over 24,00Cclkedi A large number of these are low
frequency instrument parts.
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In addition to the integration problems relatedRi&D, information systems and product
portfolios, an important difference between BTG dr{B which causes a great deal of
disturbance concerns the economic control systdings generally acknowledged that
imposing Pharmacia's centralized economic, cosiecdocused, control system, as early as
in the first quarter 1987, on LKB's decentralizpdhfit center-focused marketing system is an
important reason for the “brain-drain” in LKB's sidliaries and the escalating problems to
integrate marketing operations.

Merging The Service Support Operations

In broad terms, LKB's and Pharmacia BTG's custa®ehange relations have been centered
around the suppliers' provision of instruments, nticals and reagents, accessories,
application support services, including traininggthods and written support, and technical
support services, encompassing installations, thgplg of spare parts, repairs and up-
gradings of installed systems. However, as statea/eg there are important differences,
especially in terms of the role of technical suppmnd after sales services in interaction
withcustomers.

The problems to merge the technical instrumenticeractivities and resources are
experienced on the central as well as on the swlpgitevels, not only due to the different
views that the companies have on the operationsy@s but on the way they are and should
be integrated with the other customer related exgbactivities.

Problems that the local service organizations maator general difficulties in merging
the two nets of marketing subsidiary organizatiddse to differences in size, historical
development, and power in relation to the home mmgdion, both LKB's and Pharmacia's
subsidiaries are already before the merger hetasmgess. The new central service support
organization, formed in Uppsala already in early87l%has to interact with a truly
heterogeneous global marketing organization. Thiegmation of the service support
operations at subsidiary level due to the rapidepaic merging the subsidiaries, caused a
noticeable loss of competence and knowledge tolbammhtacts with LKB customers.

As LKB's service technicians by tradition have b&srated closer to their customers and
have been given the responsibility both for inatédhs and continuous technical services,
they generally have more intense and continuouses contacts when the merger starts.
As the responsibilities for instrument service &tis in many cases have been performed
also by sales people and by application serviceesgmtatives (especially within the BTG
organizational units), it is necessary to work out,each market subsidiary, an intra-
organizational structure and policy for how, whew dy whom customer contacts shall be
handled. These division-of-work adaptations are enktally, without much interference
from the central units in Sweden, which, at theetirre busy handling the integration of the
central support functions.

During 1987, efforts are made, by a number of sliasi managers to move local service
resources (mainly former LKB technicians and serviesources) to centrally located work-
shops, following established Pharmacia policiesweieer, it is argued that the risks are too
high that LKB customers will be lost in the processce many of these customers have
chosen LKB because after sales service has beeitaldealocally. Eventually, the
centralization trend stops. Early in the integnafwocess, it is decided by top management in
Uppsala that all administration and economic pemoice control shall follow the old
Pharmacia BTG routines. In practice, this means tthea remaining LKB service personnel
has to adapt to an "older" system, which in pads gimilar to the system abandoned in LKB
some years before.
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Creating A New Central Service Division

As early as 1987, a new central Instrument Serfucetion is established in Uppsala. The 2-3
years that follow are to a large extent devotedpdsition the new division within the
organization and to establish coordinated and staikd routines for economic control and
administration of the service support activitieke3e processes take place in a situation when
the new central unit is constantly shrinking.

An important task in the early integration proces$o ensure that, together with sales
and marketing units, the loss of customer (espgdi&B customers) contacts is minimized.
In addition to the routines and procedures thaehavbe worked out with the local service
units, it is necessary to coordinate activities aoticies with local subsidiary management
and local subsidiary sales and marketing unitsolicies need to be developed concerning
installations, demo. Instrument, repair, pre-inatadn checks, the extent of free services to be
supplied, etc.

Internally, the positioning process includes théatrens to a number of units and
divisions. Contacts have to be worked out with thev BTG R&D, Production and
Marketing Divisions. Contacts with the R&D departiteeare needed to plan for new product
launches and new service demands due to changmggis. In the meetings with the central
marketing/product divisions, the conflicting demareh the service and the sales divisions
have to be handled. The sales divisions are sgph#lat the pace in the sales efforts shall be
kept during the merger process not to lose matkates. The service department is signalled
to concentrate efforts on newly launched and ilestadystems. This stands in contrast to the
efforts to handle and also keep old customers @ldbr systems. While the sales departments
are working with a 1-4 year perspective in instratreales - and want the service departments
to be supportive in their focus on the first yeafscustomer contacts - service departments
normally make their main profits after this warsaperiod. The contrasting philosophies need
to be adapted by increasing the intensity of irgerontacts and the frequency of joint
meetings.

Parallel to this, the actual service support ragineed attention. The mixture of former
LKB, Pharmacia and new service policies and rostihave to be adapted, stabilized and
institutionalized in the new marketing organizatiamd be coordinated with the rest of the
organization. The process to increase the confrglabal service activities and introduce
more standardized exchange routines in the marketystem proves not to be easy and
require a number of measures during the merger

1990: A New Integrated BTG Organization Takes Shape

In 1990, a new M.D. for the new Pharmacia LKB Babieology Group is appointed, and is
given the responsibility for the major necessargrganizations. Much effort has been
devoted to analyze and decide on a new productiganization, in the light of increasing
overcapacity. The difficulties encountered in regngation of production is considered to be
a major reason for the resignation of the former.MIhe of the new MD’s first decisions
concerns the production organization.

The intended and unintended consequences of thi#udel of actions and reactions in the
merger of LKB and BTG set the stage for the impurtstrategic meeting in 1990. The
meeting is arranged as the start of a number airizgtional change projects to handle the
repercussions of the fusion and to meet the coectudownturn of the whole biotech related
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industry. These change projects arise from a stdhat has been shaped by many major
changes in Pharmacia's biotech operations in the®dd986-90. The focus on merging
marketing, production, administrative units, eeparately, has resulted in processes whereby
"isolated” or loosely linked central and local angational units have emerged. In 1989-90, it
is generally acknowledged that the merger procasing the preceeding years as an
undesired effect has reduced internal coordinaimhcontacts between, above all, the central
and the local subsidiary units and also betweenstlissidiaries and the customers. This
develoopment need to be arrested and reversed.

The subsidiary organizations during the precediegop have implanted a mosaic of
internal routines and organizational arrangemetitsis acknowledged in 1989-90 that
something has to be done about this global netilodidiaries. The lack of stable coordinative
routines between HQ and the subsidiaries and ta leeterogeneity is the cause of growing
internal concern.

The stocks of chemical products, instruments, speamts and accessories is growing
towards the end of 1989. Both in the local subsiesaand in the central warehouses in
Uppsala and elsewhere, the stocks of slow movindymts are growing rapidly. A mixture of
distribution routines and policies penetrates titeaicorporate organization. As regards the
services, the heterogeneity of local policies fgplecation and technical services is increasing
and the level of central coordination and standaitthn of the technical services especially is
rapidly decreasing.

Part Il After The Core Merger Process: New ConedcChange Projects And Yet Another
Merger

The difficult core merger process of the two comeartasted for approximately three years.
Some of the unexpected consequences became thesoaigd triggers for a number of
strategic marketing changes in the following yeddse more merger and three major
interconnected change projects can be identifiéelctiig both the internal organizational
network and the external relations to customengpléers and others.

In one of the biggest business deals ever in Swetlerwhole Pharmacia corporation was
financially merged into a conglomerate, the stateed Procordia Group. Processes began to
reorganize Procordia's health care related orgamig including a merger of Procordia
owned Kabi and the Pharmacia Corporation to whieh BTG belonged. From the end of
1989, through the pre-merger planning process, faoioh the official establishment of
Pharmacia Biosystems AB in June 1990 until theyed8l92 Pharmacia's biotech supply
operations go through major organizational chandgé® practical integration and change
process begins during the second half of 1990 antrues with varying intensity throughout
1991 until in February 1992 Pharmacia Biosystemsié@Bissolved and BTG returns to its
earlier organizational status.

One of the three major marketing change projeasgjring in 1989 and merging with a
capital rationalization project soon after concdrm@hysical distributionand stocks of
instruments and chemicals. It reached implememtagiage in the Spring of 1990, moving
towards customer order based production with higlgrele of direct distribution and a
completely new way to distribute instruments, cheisi and accessories. The captital
rationalization project efforts to tear up the didtribution and capital management routines,
becomes an important motor in the processes tdaje@emore efficient, "industrial” way to
use distribution resources in BTG.

Concurrently, a centrally coordinated project st@rto restructureafter sales service
operations. During the core merger process, mudtK&'s after sales experience had been



16

lost, to a large extent depending on the above ioveed differences between LKB and
Pharmacia as regards customer relations, serviage@y, and service organisation. After
Sales activities were not prioritized until earl@s9 Then effforts to develop and implement
service contract business began. This was met wéfor difficulties due to differences in
subsidiary organization, policies and local madatditions. The regionalization project (see
below) had started earlier and made it difficultmany cases for the after sales project group
to find people to interact with in subsidiaries.

Thus, during the same period, the company’s oldiomabased, net of marketing
subsidiaries was rearranged and adapted to the in&wnational situation. In this
regionalization project regions and sub-regions were formed. Heawphasis was put on
reorganizing market organizations in Europe. Irtipalar, radical changes are implemented
that aim to modify the old, country based systenthwiew direct contacts between
subsidiaries, and establish an integrated Europesketing organization with a new central
coordination and support unit in Brussels and migiense vertical contacts with the central
marketing support and production units. The pldae mclude the restructuring of the units
in the other major regions: North America, Far Eastl Japan. The organizational change
implies a new logic for global presence, which tdasge extent is driven by internal
efficiency considerations, but also by the conairieternationalization and global sourcing
strategies of some important biopharmaceutical otnsts. Within the regionalization
program, ideas to develop a key account systerhdodling customer relationships in a new
way were concretized.

Analysis

The processes that lead the merging firms, as a emworation, onto new roads of
development, after the "deal”, are complicated amerdependent. To implement the merger
a number of processes are designed by corporatagearent, e.g. the initial functionally
defined integration processes, each with a prgjemip, Even so they do not emerge as easily
defined and delineated change projects. A multimidehange actions taken by a great many
organizational units, groups and individuals cresltet appears as a quite chaotic period in
the history of the company. Even if management m#éyence the temporal profiles they are
difficult to control completely. Also developmerggternal to the merger may unexpectedly
cause redirection of the the processes. We asshatettie preparations for the “deal”,
(objectives, analyses, communication) enter int rikerger process (Market practice 1) as,
more or less explicit and clear and more or lessroonly agreed upon, a priori norms,
representations (descriptions, network theoried)ideas about exchange (resource transfers,
communication) between the two firms. During the Mdcess, however, they may be
considerably changed. Also such changes can berseetemporal profile perspective. E.g. a
modified "after sales” strategy may be formulatedooe, after or concurrently with extensive
communication between organizational units and apgcific change in sales reporting
routines.

In this section we will use our conceptual framekwagarding networks, market practice
and temporal profiles to analyze the merger prod&fesrepeat the research question:

How does the temporality of the merger process (Miff¢ct the transformation of the
separate market practices (M2) in the merging comgm to new joint and stablized
practices?
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Next, we will interpret some of processes descrieove and develop a set of propositions,
with reference to the case and the conceptual fraume that might be used to guide further
research on the subject matter.

Revisiting Some Processes

Sequencing merger projects

To implement the merger a number of processesnérally designed by management, e.g.
the functionally defined integration processes, headth a project group, as regards
Production, R & D, Adminstration, Finance and Eaogo Personnel and Information,
Central Marketing and Local Sales. Management veatdeschedule these processes in a
specific sequential order (more or less as abogealse of their supposed interdependencies
and because of their assumed influence on on-geiagionships to customers (M2). We saw
in the case how the initial sequential ordering wasnged. The merger of the sales
subsidiaries began earlier than planned and wakdarut with more speed and less duration
than expected. Merger of sales subsidiaries weoedotated on the local level with little
influence from central management and with littleorination with the other merger
processes mentioned above. Thus M1 execution disted the representational practice
stated initially that relationships with custom@w?) should not be disturbed during the early
core merger process.

The lack of central attention to what happenedh@ subsidiaries made the subsidiary
merger process more decentralized and much caedrdl the acquiring party at the local
level. Linked to this was a rapid implementationRifarmacia’s economic control system
which emphasized central cost control rather thecedtralized profit measurement and thus
ill suited as a governance mechanism for the LKBketapractice (M2). The subsidiary
merger process and the economic control systermgdyroinfluenced the exit of LKB
personnel, which in turn had a negative effecthendstablished LKB-Customer relationships
(M2) as well as on inputs from the local, formerB.Kales/service organization to the merger
process involving central units, especially Proguctand R & D. Thus, coordination
attributes of M1 influenced the other dimensionshie temporal profile. M1 also included an
early change of economic control systems in canfvth LKB norms. LKB personnel
leaving BTG reduced resources available for M2.rBegntational practice residing in LKB
subsidiaries was lost. Thus M1 contributed to adesired change in M2 by seriously
disturbing relationships between the former LKBarigation and its customers and also to
further M1 problems to handle "vertical” relatiobstween subsidiaries and central units, thus
contributing to a prolongation of the merger preces

Proposition 1.Sequencing different M1 processes without exptioibrdination between
these processes will likely extend the period nemio create and implement new joint
M2s.

Proposition 2 The increased speed of single change processhe M1 process without
coordination between them will likely negativelyfeadt the speed to establish new joint
M2s

Proposition 3 Attention will be sequentially directed at diftet exchange relations in
different parts of the network which will impacetlestablishment of joint M2
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The merger influenced by downturn in customer ceima

M1 was strongly affected by an external, unforedd@mprocess: the downturn in demand for
biotech products and services. Overcapacity in ymtion became evident. This made it
urgent to prioritize cost saving and capital ragidration in production and logistics. A
number of reductions in BTG"s product portfolioftbainstruments and chemicals and mostly
affecting LKB products, are made. A capital ratiaretion program mostly aimed to affect
inventory and distribution activities is prioritdeAt the same time, it was still considered
important not to loose pace in the developmentiatrdduction of new instruments since the
industry is characterized by rapid technologicaledepment.

Proposition 4.Unforeseen major changes in M2 during the M1 preeewill likely lead
to changes in the temporal profiles of M1 processes

The complex merger of Production and of R & D

The merger of production and of R & D started edmly became more complex and took
longer time than expected. It was difficult to a/s& the overlaps and complementarities
between BTG and LKB as regards customers, prodteztbniques and R & D projects. This
aspect of representational practice was extendetima. Also when the new R & D
organization was presented, a common adminstratieemation system for planning and
economic control of R & D was not yet fully devedap It was assumed that this information
system, in the 90s, when linking also the productod marketing units to R & D, should
help BTG"s development to become an industriatridigion and product flow organization
including customer order based production and @ higgree of direct distribution. The
information system development is an M1 processuhi&influence future M2 processes in
terms of norms, representations and exchangeeiigpdral profile should preferrably be
coordinated with not only R & D merger but also kt production and marketing.

Proposition 5.Focus on coordination of activities within singleange processes without
coordination between M1 processes will likely calsger speed and longer duration in
the process to establish new joint M2s.

Merging the service organizations

The initially launched merger processes did notc#ipgally focus service support
organizations, in spite of the fact that as regatdsegies and routines the two companies had
quite different market practices reflected alsahia their more general handling of exchange
with customers and that aspects of service alse weplied by the merger objectives,
especially systems selling ambitions (M2 before aftr merger). The LKB routines
emphasized local activities handling instrumentirepnd maintenance in the long run and in
close interaction with customers. The Pharmacidines for service of instruments were
more centralized, less developed and more focusedapplications, before and during
installation. A new central service support orgation formed soon after the merger had to
interact with a number of central, internal unésjerging during the merger process but also
the quite heterogeneus, globally dispersed markbésidiaries, each with more or less
different service policies and routines, withinvesl as between subsidiaries.

Proposition 6.Depending ornwhen controversies concerning norms appear in M1 the
norms will have different impact on creation of npmt M2s .
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Processes before and after the core merger prosesse

Before the core merger process starts in 1986 twiloe companies have initiated change
processes that continue as the core merger dtat®xample, in 1986, a few months before
the merger, LKB begins to implement a regional@atiproject. Other ongoing change
processes in the marketing network are relatedvéospecialization/divisionalization which

started earlier in many sales subsidiaries. In aentong-term perspective, the different
philosophies in LKB and Pharmacia, that surfaceh&s core merger starts, are a natural
consequence of the different historical backgrowfdbe two companies.

Even if the core merger process ends late 1989/€880 new market practices (M2) are
far from developed and stabilized. We have refetcedne new merger and three projects
aimed at changing M2.Soon after Pharmacia was eejby Procordia, a new business group
Pharmacia Biosystems was launched but never fufiplemented. However, during its
existance it had important effects on the managémkethree concurrent change processes
involving the marketing subsidiaries: regionalieati physical distribution and after sales
service. One consequence was that some M1 procdesés other directions, were
temporarily stopped or delayed and as a resulhdetin time. For others however there was
very little influence because these processes w@edinated at a lower organizational level,
BTG rather than Pharmacia-Procordia.

The regionalization project was partly a continoiatof an LKB project that was stopped
by the Pharmacia/LKB "deal”. The objective was tormeffectively handle changes of M2
that were related to internationalizing customeisect distribution, services etc. The
distribution and capital rationalization projectanalso a continuation and integration of two
earlier M1 processes aiming to reorganize logisegs stocks, lead times, service levels. The
after sales service project, initially was les®ptized, and encountered serious problems due
to the heterogenity and on-going regionalizatitwe, fibss of LKB after sales experience and
the difficulties to reconcile the different servigmlicies in LKB and BTG. Efforts to
formulate and get subsidiary acceptance for "seremntract” policies and routines were not
very successful in the time period studied.

Proposition 7.Convergence between the parties” M2 is dependeritoav the temporal
profile of M1 considers the on-going change proesss M 2 before the merger.

Proposition 8 The timing of the overall M1 process will affabtie creation of new joint
market practices, positively or negatively, depagdon in what stages the two firms’
ongoing market change processes (i.e the two ogddizs before the merger) are in.

Proposition 9.Static norms and representations of synergiesptmnentarities, as a basis
for a merger requires to be complemented duringMiieprocesses by considerations
relating to the temporal profiles and dynamicshef inerging parties” M2. If not there will

be continuos and inefficient revisons of the plahsequences
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