Integrating Technology
Talent During M&A

Pursuing M&A to acquire employees with critical technology skills
has become a common business approach and results from our survey
reflect some associated challenges.
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Introduction

The need for continuous growth and improvements in efficiency and the drive for innovation is
pushing companies to look outside their current industries for expertise to meet their changing
market demands. The idea of leveraging knowledge, processes, and capabilities from one
industry to accelerate growth and change in another has been a key driver of M&A activity
and the focus in recent years has shifted toward the importance of the people and technology
in that equation. Faced with increasing competition, many organizations are looking outward
to overcome the challenges of the new digital economy. In doing so, we’re partnering with
many companies actively seeking to acquire technology talent through M&A transactions.

For example, we’ve seen consumer products companies acquire mobile app developers

to help reach their consumer base and gain critical tech talent for their organizations.

With tech talent playing an increasing role in business strategy, we wanted to learn more about

the integration of this talent and its impact on the business. We created a survey earlier this year to
explore how successful companies outside the technology industry acquired tech talent and what
challenges they faced along the way. We received 92 responses from M&A leaders at companies
across the globe whose organizations had recently acquired a technology-related company or were
in the process of going through such a transaction. Our findings illustrate that acquiring tech talent
is not just a side benefit; it is a key driver of acquisition strategy and product/services growth.
Acquiring the underlying technology as well as human capital to support the technology is the
second most common business goal of technology-related transactions, as shown in Figure 1.

Tech talent is classified as individuals who are typically responsible for developing, modifying,
designing and testing products, software, systems or processes based on knowledge

gained through experience or a course of study using established scientific knowledge.

These employees typically create products or systems with the intent of selling to external
customers to further the growth of the company as a technology leader or to diversify the
company's business model. These employees typically require a formal engineering, data
science or design degree.
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Figure 1: Business Goal(s) That Best Reflect the Value Expected from the Tech Talent of the Target Acquisition

Expand value chain of similar goods or services

Expand or diversify products or services

Acquire technology or tech talent

Focus on higher margins

Enter into new geographic markets

Cross-sector growth

Not sure

Other

Source: Aon’s M&A Industry Convergence Survey, 2019

Our survey results also show that companies are encountering numerous challenges in

bridging industry differences when acquiring new tech talent. These challenges include:

)

Jo
-

Companies are struggling to succeed

Only 38% of respondents indicated they were successful in their acquisition strategy.

Significant transaction hurdles

Cultural challenges, budgetary considerations, and execution challenges were
reported as the top three issues across all organizations.

Lack of commonality

Companies’ job architecture and total rewards frameworks often do not match that of
the acquired company and can pose challenges to integrating new tech talent to the
organization.

The change management challenge

M&A transactions typically generate anxiety among employees about how the change
will impact them personally and professionally. That is why many companies chiefly
rely on a change management strategy and communication efforts to effectively retain
and engage talent after the transaction closes.

Let’s dive into each of these challenges and how companies can address them.
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Challengel - Deal Successis Somewhat Elusive

In the past decade, we have seen increased transaction activity, yet survey
respondents reported a relatively low success rate in achieving their strategic goals.
Only 38% of respondents are mostly or fully successful in meeting their stated
transaction goals, with the greatest number reporting partial success.

Figure 2: If your company has completed, or is in the process of completing, a transaction involving tech talent,
how would you rate the success of the transaction as defined by meeting its stated transaction goals?

Fully successful
Mostly successful
Partially successful

Limited success

Unsuccessful

Not sure

Source: Aon’s M&A Industry Convergence Survey, 2019

So why are companies struggling with transaction success? “Digital acquisitions are
uncharted waters for many organizations,” explains Jim Muetzel, director of Aon’s
Strategic Advisory M&A Solutions. “Anxious to compete, many companies are acquiring
tech assets they are ill-prepared to manage,” he says. That’s because the culture, skills,
and business models can be vastly different between the two companies. The result:
Organizations are left scratching their heads as deal objectives are not met, integration
targets are delayed, costs balloon, and employee retention and engagement drop.
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Challenge 2 — Cultural Compatibility
and Budgetary Constraints

Culture was the number one hurdle for most companies with leaders reporting they
were encountering partial, limited, or no success with their transaction(s). While it
may not be practical or desirable that the acquisition of tech talent changes the entire
culture of the acquiring company, business leaders should focus on opportunities

to allow or support cultural differences for talent engagement and retention.

Figure 3: What reason(s) limited the success of the transaction?

Cultural issues

Ineffective integration

Transaction did not meet
growth objectives

Regulatory or
legislative factors

Failure to integrate
on human capital matters

Economic factors

Inaccurate valuation of
the target business

Ineffective due diligence

Transaction did not meet

cost synergy expectations

Not sure

Other

The waterfall method,
or the traditional
process-oriented

project management

Source: Aon’s M8A Industry Convergence Survey, 2019 :
approach, uses sequential

development and testin
The main cultural difference between technology and more traditional industries P g

is how work gets done — agile vs process-oriented environments. The size of the phases, where a team only
organization also plays into the culture of work. To accommodate for cultural differences, moves to the next project

organizations may need to purchase additional technology/equipment, convert . .
work spaces for greater collaboration and/or deliver more learning and development phase if the previous step
opportunities. These actions can create goodwill among the employees who are is completed Successfully.

joining the new company and help ease their transition into existing teams. The agile method uses

Our research of talent and rewards practices at the highest performing technology team-based iterative work
companies in the United States finds that creating a strong culture is often what .
. . . cycles, called sprints, to
sets them apart. They worry about preserving their strong and unique culture
as their organization grows, hire based on cultural fit as much as skills-based enable flexibility through
qualifications and are more likely to think of their employees as drivers of culture. constant evolution and
They provide perks that make a difference and are highly valued. They also create . ) )
a culture of ownership by offering broad equity participation as well as rich reprioritization of project

employee stock purchase plan discounts that result in high participation. deliverables.
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“When acquiring tech talent, it is important to address cultural due diligence upfront and early,”
according to Dawn Conrad, Executive Vice President of Strategic Advisory M&A Solutions

at Aon. “This will help identify potential barriers to deal success and ensure value is not
destroyed by overlooking cultural elements that are imperative to the transaction’s success.”

Our survey indicated that budgetary constraints were consistently the second
biggest challenge facing companies in acquiring tech talent. We find that successful
companies often set aside specific budgets in advance to explicitly address
differences in total rewards programs to ensure talent is retained. Companies often
consider the following when prioritizing reward elements in an acquisition:

Cash Compensation

()

This may include an increase to base salary, a spot bonus or a retention bonus.
Companies may need a variety of cash compensation components to facilitate
retention.

Equity Compensation

AV

In addition to the conversion of equity, organizations may need to use additional
equity with vesting schedules designed to encourage performance and prevent
key talent from leaving the new organization. We find that equity grants are often
delivered more broadly and at higher values for tech talent.

Benefits Differences

o
LIS

Even in instances where the acquiring company’s benefits may be of greater value,
it still may be beneficial to preserve selected elements of the tech talent’s benefits
that are core to their value proposition. This may include tuition reimbursement or
development programs.

Paying the right price and establishing effective budgets for moving forward means understanding
the transaction strategy and finding the human capital related “landmines” in the pre-due
diligence phase (i.e., prior to determining price/signing the purchase agreement). These

so-called landmines include identifying and quantifying liabilities that can affect the long-

term success of transactions, assessing the general level of legal compliance, identifying and
quantifying potential integration issues, and developing potential mitigation strategies.
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Challenge 3 - Job Architecture
and Disparate Rewards

About half of respondents indicated that their job architecture systems had limited or no similarity to
those of the target company. But how companies approached this challenge varies. The leading response
was to integrate employees into modified or new job architectures as shown in Figure 4.

Figure 4: Overall Strategy for Managing Job Architecture Practices for New Tech Talent

[l Maintain separate job architectures for employees of the
acquiring and target companies

[l Transition employees of the target into the acquiring
company’s current job architecture with no changes to
acquirer’s existing job architecture

[ Integrate employees of the target into modified or new
job architecture(s)

[l Adopt the job architecture of the target and transition
employees of acquiring business into it.

Not sure

Source: Aon’s M&A Industry Convergence Survey, 2019

Job architecture is the foundation of virtually all HR processes. More importantly, though,

it is the means the business uses to communicate career expectations, growth, and
opportunity to employees. “As companies are going through digital transformation and
M&A related to those efforts, companies that are most successful are going back to the
basics by asking themselves what their business needs are currently and into the future,” says
Dan Weber, director of the Rewards Solutions practice at Aon. “Companies can then build

a job architecture that aligns with those needs and provides employees and managers clear
guidance and communications on job roles, performance criteria, and career paths.”

Nearly every acquiring company found differences in their rewards programs when comparing
to those provided to tech talent. Given that only 38% of respondents were successful in their
acquisitions and more than half of the respondents are simply bringing the tech talent into their
existing programs suggests that companies may want to differentiate rewards for tech talent.
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For those companies willing to make a strategic decision to differentiate rewards programs, their
focus tends to be toward differentiating short-term incentives and providing greater work-life
balance by allowing remote working and flexible work hours. While differentiating rewards for
different talent segments often raises questions, most companies already do this (e.g., separate
incentives for sales personnel, shift differentials for nurses, long-term incentives for leaders).

Figure 5: Overall Strategy for Managing Total Rewards Programs for New Tech Talent Relative to Existing Total
Rewards Programs

[l Maintain separate total rewards programs for
employees of the acquiring and target companies

B Transition employees of the target into the acquiring
company’s current total rewards program with no
changes to the acquiring company’s current total
rewards programs.

[ | Integrate employees of the acquiring company and
employees of the target into modified or new total
rewards programs

1 Not sure

Source: Aon’s M8A Industry Convergence Survey, 2019



Challenge 4 — Transaction Execution
& Retention of Tech Talent

As organizations prepare their workforces for the digital age, the attraction and retention of
technology talent is the number one talent priority. Given the shifting talent strategies in the
digital world, there is a compelling reason to identify key talent early in the M&A process.
Many companies find that using people analytics to improve decision making often leads

to more efficient results. Driving cost savings and a holistic, agile approach to total rewards
integration helps decrease turnover of tech talent. Our survey results found that a small
investment in change management can pay multiple dividends in retaining key talent who feel
vulnerable due to changes triggered by a transaction. Companies taking at least one retentive
action during a transaction (e.g., retention bonuses) reported that they were able to retain
necessary tech talent and were more successful in achieving their stated transaction goals.

Clear and effective communications is one of the best ways to align employees to the mission,
vision, and values of the acquiring organization, as evidenced by being the most prevalent

method of retaining tech talent. And there is more than one tool in the toolkit. All but one of
the companies taking retentive action utilize more than one strategy to retain key tech talent.

Figure 6: What actions did you take during the transaction to retain tech talent?

Communications and engagement strategy

Mentorship programs or access to leaders

Other career development opportunities
such as rotation

Special project or work assignments
Targeted retention payments or packages
Permanent job changes or role expansions
Remote work/new work-life policies

Broad-based pay increases for each talent
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How to Overcome These Challenges

The purpose of our survey was to explore the question: Are companies adopting different

talent and rewards plans for acquired tech talent and is that approach correlated with meeting
the stated objectives of the deal? Our research found that companies are beginning to look at
differentiating programs for acquired talent and there is work to be done. Companies that wish
to maximize retention and boost engagement must at least go through the process of evaluating
whether taking a different approach to culture, rewards, job architecture, and more is warranted.
M&A success will come through the alignment of transaction strategies with people strategies.

The following tips may help your organization overcome the challenges to integrating tech talent highlighted in this paper.

@ Be intentional about your culture. @ Build a robust retention strategy.

Seek to better understand cultural challenges (e.g.,
differences in pay programs, work environment,
flexible work schedules, etc.) as well as funding
required to address cultural differences. Adopting

a new approach can take many forms, including
clear acknowledgment and acceptance of cultural
differences where feasible, enhanced communication
and onboarding support, and differentiated job
architectures and/or rewards programs. Our research
on talent programs at technology companies has
found the most effective vehicles in driving culture
are CEO/ leadership communication, people manager
interaction and communication, and employee-
driven efforts.

Design job architecture around what
makes sense for your business.

Instead of looking to copy “what tech companies
do,” look for the reasons why they do it. For

example, technology companies often design their
job architecture for dual tracks so that individuals
who don’t want to manage people can continue to
advance without having to become people managers.
These companies have the need and ability to
support having thought leadership and people
leadership in separate roles. We recognize a dual
track for all jobs would not make good business sense
for certain organizations so determine where it could
make sense as you build a workforce around people
in technology-related jobs.
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The retention of key talent is the cornerstone of many
of these technology-related transactions. Therefore,
early identification of key talent is critical. Talent
differs from deal to deal and can come from any
function and level in the organization.

It’s not just about the money.

Effective placement of key talent is a major focus for
technology companies so that employees remain
engaged and are given opportunities to grow and
gain new knowledge and skills.

At the same time, money does matter.

Spend wisely and don’t throw your money around.
Be adaptable with your rewards budget. Our research
finds employees who view their overall total rewards
as meeting their needs are six times more engaged.

Focus on seamless execution.

With the range of distractions in a transaction (e.g.,
job security, changes in reporting relationships,
performance metrics, etc.), it is not surprising that
maintaining productivity becomes challenging while
trying to execute on a complex transaction. Consider
implementing fully dedicated resources —rather

than having two individuals each 50% focused on
integration, consider having one focused fully on
integration while the other maintains a focus on
ongoing productivity. You may also want to add
supplemental resources on a temporary basis, such as
outside consultants or short-term staffing to support the
additional workload created by integration activities.
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If you'd like to learn more about how we help companies reimagine their
rewards for the digital age, or how we help companies going through M&A,
please reach out to our authors or write to rewards-solutions@aon.com.

Author Contact Information

Meg Doyle

Associate Partner
Strategic Advisory
New York, NY
+1.212.441.2022
meg.doyle1@aon.com

Jim Muetzel

Director

Strategic Advisory
Seattle, WA
+1.513.227.3306
jim.muetzel@aon.com

Dave Kompare

Senior Partner

Strategic Advisory
Lincolnshire, IL
+1.847.442.3525
dave.kompare@aon.com

Robert Salaga

Associate Partner
Strategic Advisory
Norwalk, CT
+1.203.770.6503
robert.salaga.2@aon.com



About Strategic Advisory

Aon’s Strategic Advisory practice helps our clients
execute their most complicated transaction and
transformational initiatives. Our colleagues support
clients across three core competencies: end-to-end
human capital solutions for M&A; defining and
optimizing the full breadth of their reward offerings; and
providing communication, change, and employee
experience strategy, design, and execution. We help our
clients improve HR’s contribution to achieve their
corporate and transaction objectives, including paying
the right price, realizing growth and cost synergies, and
managing organizational and people integration. To learn
more, visit: www.aon.com/strategic-advisory/default.jsp.

About Rewards Solutions

The Rewards Solutions practice at Aon empowers
business leaders to reimagine their approach to rewards
in the digital age through a powerful mix of data,
analytics and advisory capabilities. Our colleagues
support clients across a full spectrum of needs, including
compensation benchmarking, pay and workforce
modeling, and expert insights on rewards strategy and
plan design. To learn more, visit: rewards.aon.com.
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services firm providing a broad range of risk, retirement
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120 countries empower results for clients by using
proprietary data and analytics to deliver insights that
reduce volatility and improve performance.
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