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Why mergers go bad and good 

Hi, 

Let’s take a closer look through discussion and example, and links for further research. 

AOL Time Warner: Deal of the Century Turns into Disaster of a Lifetime 

Questions: 

1. Why did the media refer to the merger as the deal of the century? 
2. Why was Time Warner eager to merge with AOL? 
3. What challenges did AOL and Time Warner face as a merged company? 
4. Visit the TimeWarner Website (http://www.timewarner.com). Review the site to get the latest news about the fate of the merger. How is the company doing financially? How much turnover has occurred among high-level executives? If any parts of the business have been sold off, what has the acquiring company said about future prospects? 




Harley-Davidson Drives from Dysfunctional to Cross-Functional 

Questions: 

1. During Teerlink's tenure as Harley's Chief Financial Officer, was the 
organization structure flat or tall? Centralized or decentralized? 
Explain your answers. 
2. As Chief Executive Officer, how did Teerlink change the organizational structure? 
3. Why does Harley-Davidson include outside suppliers on its cross-functional teams? 

No files attached.
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1. Why did the media refer to the merger as the deal of the century?

Mainly, it was referred to as “the deal of the century”  becaue it was the first global Internet and communications company of the Internet century, as well as the largest Internet service provider. Also, because the scale of the deal was so enormous. But despite all the talk of impressive synergies between AOL, the Netscape browser, and Time Warner's movies, TV and cable networks, the reality is a little less magnificent. The agreed deal, the world's largest ever takeover worth $160bn in shares, brought waves of analyst euphoria and predictable hype. (see http://www.accountancyage.com/analysis/it/105209).

“Welcome to convergence. It is enormous. Yesterday the world's largest Internet service provider, AOL (revenue, $4.7 billion; market value, $163 billion), bought film studios to cable TV media giant Time Warner (revenue, $26.8 billion but market value only $97 billion).” (vnunet.com).
Businessweek.com (2001) reports: “Today, the 47-year-old son of a Mississippi preacher and his stone-simple management philosophy are being put to the ultimate test. His task is to help make a success of the $97 billion merger of Internet powerhouse America Online Inc. and old-line media kingpin Time Warner Inc. The deal is expected to close any day, after getting approval from the Federal Communications Commission. While AOL's (AOL) Stephen M. Case will be chairman and Time Warner's (TWX) Gerald M. Levin will be CEO, the two have turned to Pittman to exploit synergies between their diverse properties--from Web sites and e-commerce to movie studios and book publishers. As co-chief operating officer, Pittman now has the formidable task of melding the yin and the yang of Old and New Media, breaking down barriers and getting people to work together on everything from ad and subscription sales to online music.” http://www.businessweek.com/2001/01_03/b3715001.htm 
About AOL: AOL is a global Web services company that operates some of the most popular Web destinations, offers a comprehensive suite of free software and services, runs the country's largest Internet access business, and provides a full set of advertising solutions. A majority-owned subsidiary of Time Warner Inc. (NYSE: TWX), AOL LLC is based in Dulles, Virginia. AOL and its subsidiaries also have operations in Europe, Canada and Asia. Learn more at AOL.com. 

About Time Warner Inc: Time Warner Inc. is a leading media and entertainment company, whose businesses include interactive services, cable systems, filmed entertainment, television networks and publishing. http://www.timewarner.com/corp/newsroom/pr/0,20812,1559998,00.html
2. Why was Time Warner eager to merge with AOL? 


Two essential reasons have been put forth, mainly pointing to the reason being that of Time Warner’s CEO’s passion for technology and/or Time Warners fear of a hostile takeover by AOL – 

· Time Warner was eager to merger with AOL mainly because of its former AOL Time Warner CEO Gerald Levin's passion for the Internet, based on his "messianic belief in technology, in transformational events, in the next big deal." However, Liberty Media's John Malone and others have another theory that deserves at least some attention.
· Levin might have been afraid that AOL would use its inflated stock for a hostile takeover of Time Warner. Consider: In 1999, AOL was battling cable companies to open their lines for Internet providers to offer high-speed connections. AOL knew that growth for dial-up connections was coming to an end. Yet, cable operators gave Case & Co. the cold shoulder. AT&T and Time Warner — the two biggest — privately agreed not to talk to AOL without telling the other first. That deal fell apart in September 1999, when AT&T, eager for federal approval of its MediaOne purchase, admitted it was considering an AOL deal. That had to put Levin in an awkward spot, and it made an AOL merger keeping him on top attractive (http://www.usatoday.com/money/media/columnist/lieberman/2003-07-13-aol-book_x.htm).
Levin’s hope was that it would lead to creating new Internet on TV networks or content. For example, in the States Time Warner owns the second biggest cable network - which has broadband potential - but it has no media distribution interests in the UK or Europe. AOL would give the company new media skills, saving it from its failure to build up a significant online presence (remember Pathfinder?). In other words, Time Warner recognized that the merged company, AOL Time Warner would stake out the lead ground in bringing together a software, network and content conglomerate. Indeed, the combination reflects the emerging maturity of the Internet as a mass medium and its constant crossover with traditional media - what was described in the mid-90s as convergence. To prove the point, both companies drew up a list of already agreed areas of co-operation, helping online brands with the strength to see off the slew of new entrants.
3. What challenges did AOL and Time Warner face as a merged company? 

· Cross-selling media products is harder to achieve in practice than in theory, even if it saves on marketing bills. 
· AOL surfers aren't just going to want to watch Warner movies (which include You've Got Mail). 
· Equally, online magazines are not just going to want to be tied to AOL. 
· Regulators are likely to be concerned about open access if the content behemoth attempts to lock out interactive distribution channels. http://www.accountancyage.com/analysis/it/105209 
So, initially AOL-Time Warner was a government chosen Internet regulator; however this is changing. Since, the communications networks that underlie tomorrow’s Internet should come in several flavors: Some will operate on an open access basis, some closed, but most probably somewhere in between. Without mandatory access, there will emerge many "information highways," not just the one the government picks - this increased competition is an issue for the company AOL-Time Warner (http://www.cato.org/dailys/01-05-01.html).
4. Visit the TimeWarner Website (http://www.timewarner.com). Review the site to get the latest news about the fate of the merger. How is the company doing financially? 

Financially, it is seems to be doing okay as there has been an increase in revenue  (for exact figures click http://www.shareholder.com/Common/Edgar/1105705/950144-06-8743/06-00.pdf). 

There was also been a recent increase in dividends.  On October 26, 2006, the Board of Directors of Time Warner Inc. declared a regular quarterly dividend of $0.055 per share on its Common Stock, payable in cash on December 15, 2006 to stockholders of record at the close of business on November 30, 2006 (see http://ir.timewarner.com/dividend.cfm?ptype1=1&Preview=Div). 

b. How much turnover has occurred among high-level executives? 

On average, it has been fairly low, however, recently there has been some changes among high-level executives. 
For example, on November 15, 2006 Randy Falco, President and COO of the NBC Universal Television Group, has been named Chairman and CEO of AOL LLC, it was announced today by Time Warner Inc.'s Chairman and CEO Dick Parsons and President and COO Jeff Bewkes (see more detail at http://www.timewarner.com/corp/newsroom/pr/0,20812,1559998,00.html). 

Another change: AOL and Time Warner Veteran Ron Grant Appointed President and COO of AOL LLC
November 21, 2006 (see http://www.timewarner.com/corp/newsroom/pr/0,20812,1562032,00.html for details). 
c. If any parts of the business have been sold off, what has the acquiring company said about future prospects?

I could not find too much information on this topic. I did, however, find additional purchases. For example, AOL purchased Netscape and FTC, which negotiated a five-year open access pact with AOL and Time Warner, the new company must let at least three other Internet service providers use Time Warner cable modem networks in any communities where AOL launches its own broadband service. (See http://pcworld.about.com/news/Jan112001id38041.htm for more detail).

Contributed by Mike on Wednesday, March 17th, 2004 @ 08:53AM
from the no-surprise-there dept.


It must be that time of the quarter again. It seems like every quarter for the past couple of years, a rumor crops up that Time Warner is about to sell off AOL. Every time, Time Warner denies that this is going to happen, but each time the rumor comes up, it seems a little bit more likely - especially now that AOL is trying to convince itself that they're still growing. Maybe they can just merge AOL and Time Warner with Comcast and Disney. That ought to get people excited (http://www.techdirt.com/articles/20040317/0852249.shtml). 
See article http://www.searchengineposition.com/info/Articles/historyofaol.asp.

Also see http://www.businessweek.com/2001/01_03/b3715001.htm 

II. Harley-Davidson Drives from Dysfunctional to Cross-Functional 

Questions: 

1. During Teerlink's tenure as Harley's Chief Financial Officer, was the organization structure flat or tall? Centralized or decentralized? Explain your answers. 

It is a flat organizational structure and de-centralized model sharing power amongst managers.  The CEO echoes the flat organization structure below:


“For me”, says Teerlink, “the answer was clear — especially when it came to issues of leader-ship. We needed to create an envi​ronment at Harley where everyone took responsibility for the company’s present and its future.” This is the definition of a flat organizational structure (see more discussion in question 3). 

Definition: Decentralization (or decentralization) is any of various means of more widely distributing decision-making to bring it closer to the point of service or action. It occurs in a great many contexts in engineering, management science, political science, political economy, sociology and economics - each of which could be said to study mass decision-making by groups too large to consult with each other very directly.
Harley Davidson is thus decentralized as it involves the people at every level of the organization in the company decision-making processes. In support of this, Lionel, Harley-Davidson says this: 

“Harley is a very decentralized organization. We're not big on bureaucracy. We believe in empowerment at all levels-freedom with fences. Our job, to a certain extent, is to make sure people understand what those fences are, to provide them with the training to understand that and then the templates to make their lives easy, so they can actually execute things at the levels for which they have the empowerment.” (http://www.cltmag.com/editorial/roundtable/nov01.cfm). 

He goes on to say that Harley believes “in making sure our managers understand what the issues are. If they don't, they will call us, whether it's in the parking lot or on a sales call. Even though we deal with people in different time zones, the great thing about e-mail is it doesn't know any time zones. You can always e-mail someone, so when they come in first thing they have the message. You don't have to disturb them at home at night. E-mail really is a terrific enabler from that standpoint.” (http://www.cltmag.com/editorial/roundtable/nov01.cfm). 
2. As Chief Executive Officer, how did Teerlink change the organizational structure? 


“The need for organizational change: Shanghaied by foreign competition. Squeezed by high cost structures. Shackled by a poor-quality product. And choked by a hierarchical organizational structure. This was Harley-Davidson circa 1983—a mess, out of control and racing downhill faster than a Hell's Angel on crack. When the company could no longer rely on President Reagan's tariff policies as its fuel in the early 1980s, it embarked on one of the most profound turnarounds in the history of American industry.” (http://www2.darwinmag.com/connect/books/book.cfm?ID=154).
Harley-Davidson hired Mr. Teerlink as vice president and chief financial officer in 1981 when Harley's leadership agreed to radically reshape the corporate culture. Over the next decade Mr. Teerlink provided the vision, commitment, and leadership that threw out standard management practices of command and control and replaced it with a set of operating principles and an organizational structure based on collaboration, teamwork, and mutual respect. 
Mr. Teerlink's professional career and personal life are marked by a love for the accomplishments of others, a deep and abiding humility in the face of success, toughness in facing reality and transforming it into opportunity, and a lifelong commitment to leadership excellence. His vision of leadership places people at the center because, as Mr. Teerlink frequently states, "People are the organization's only sustainable competitive advantage." 
During Mr. Teerlink's tenure Harley-Davidson rebuilt its famous brand based on five core values: tell the truth, be fair, keep your promises, respect the individual, and encourage intellectual curiosity. As Peter Senge, founder and chair of the Society for Organizational Learning, states, "Because of Rich's commitment to build a company where people are the center of the enterprise rather than an 'input' or an 'expense,' Harley's brand has come to stand not just for 'made in America' but for people connecting with one another and a paradoxical balance of freedom and community." (http://www.marquette.edu/cgi-bin/advprint/print.cgi?doc=http://www.marquette.edu/about/honors/teerlink.shtml).
3. Why does Harley-Davidson include outside suppliers on its cross-functional teams?

“…people are an organiza​tion’s only sustainable competitive advantage”. – Teerlink

Harley-Davidson included other suppliers on its cross-functional teams because Teerlink believed that outside suppliers on its cross-functional teams was Harley’s competitive advantage- mainly by involving everyone in the discussions and ultimately, in the solutions. In fact, Teerlink’s initial question was this: “How can we - in the ab​sence of a crisis - create an environ​ment where employees want to do better, where they care about the company on a personal level and work together to improve both indi​vidual and overall performance?”  Thus, including outside suppliers on its cross-functional teams was a way for Harley to do this. It was part of the overall plan to flatten the organizational structure with decentralized control established as its model.

The cross-functional teams formed groups to brainstorm and discuss company issues, so everyone was part of the overall company decision-making process. 

This is reflective of a flat structure. Teerlink believed that Harley Davidson needed to create an envi​ronment where everyone took responsibility for the company’s present and its future. He knew that such an approach wouldn’t come naturally to Harley. After all, their crisis had been man-aged with an unmistakable top-down approach, as is so often the case with turnarounds. But now that times had changed Teerlink knew that the company way of doing things had to follow. 

This technique followed Teerlink philosophy of leadership. The leader should mind the interests of all stakeholders, of course, but he or she should also be an outspoken advocate for employees, making sure they are front and center in an organization. For him, it was “important for people to under-stand that even if you are hardwired, like me, to be a leader who shares power rather than exerts it - even if you set out to be a listener and a team player - the command-and-control model is hard to avoid. That’s be-cause the top management job car​ries certain expectations on behalf of employees, colleagues, and the out-side world. It takes trust on the part of employees and discipline on the part of the leader to push back on those traditional expectations and create a company where decisions and accountability are owned by all.” (http://www.shkaminski.com/Classes/Readings/Harley.htm). 

This is not exhaustive, but should give you some excellent ideas to add to your ideas.  It is extremely important for you to visit the suggested websites as well, and to include your own critical ideas. Your voice is important. 

FINAL REMARK I HOPE THIS HELPS AND TAKE CARE. 

