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Abstract

During the last decades, the corporate world hamessed a significant
rise in the number of cross border mergers and &itions (M&AS).

In cross border M&As, not only different corporateltures collide, but
also different professional and national cultures.

The purpose of Cultural Due Diligence (CDD) is tetga coherent
image of the intercultural challenges of the M&Adarder to be aware of the
intercultural risks and opportunities.

This article aims to reveal the perception of masragnvolved in the pre-
M&A stage on the soft risks factors that need tinkestigated during CDD.

This study proposes an appraisal of the most ingmbrintercultural
issues that need to be considered in M&A.

Our contribution to the intercultural aspects of Md&iterature consists
in improving the current understanding of CultuEalie Diligence content.

Keywords: mergers and acquisitions (M&As); cultural due dditce;
national culture; organizational culture; professial culture.
JEL Classification: Fos, Gsa, M1a, Zyo.

1.Introduction

M&A is one of the most important ways for corporatevelopment. Cross
border M&A is also maybe the most important vehidte foreign direct
investment (FDI). M&A is very suitable to today'spidly developing global
business environment. Moreover, despite the passyef crisis, M&A's have not
declined. On the contrary, it can be noticed arease in M&A activity.
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Although in the last twenty years, there has begrowing body of research
on the success factors of mergers and acquisitibaekey determinants for success
remain poorly understood.

The core of this paper is the pre-M&A stage. A éetinderstanding of the
impact of national, organizational and professiandiures in M&A is the primary
purpose of the research process.

The almost general opinion is that M&A is one ot tmost important
business phenomena in the past decades and ibavih the future too. But this
does not prevent scholars and practitioners to whout the M&A dangers.

The common underlying belief is that intercultuesipects have a strong
influence on M&A performance. Ergo researchers haveridge the gap between
theory and practice and to be more realistic arsd leeductionist in an inter-
disciplinary approach.

Cultural diversity might be both an asset and Aillig in organizations.
Whether the losses associated with cultural ditsersan be minimized and the
gains be realized will depend likewise on the mansigability to manage the
M&A processes.

Due diligence is a comprehensive appraisal of anbas undertaken by a
prospective buyer, especially to establish itstasaed liabilities and evaluate its
commercial potential.

Cultural Due Diligence (CDD) is a diagnostic pracesnducted to ascertain
the degree of cultural alignment or compatibilisteeen companies that are party
to a merger or acquisition. It is used to developetective integration/alignment
plan to deal with the impact of culture on the neergr acquisition.

Notwithstanding most of the researchers highlidie tmportance of due
diligence in M&A, in many cases there is not anrappate practical approach.
Cultural Due Diligence (CDD) intends to offer daaough detailed to determine
potential areas of culture clash. The impact oftural diversity rest on the
managers’ ability to manage the negotiations anel diligence processes in an
effective manner.

The present research is part of a study involvirgrsideration of national,
organizational and professional cultures as a factanaximize the efficiency of
negotiations, decision-making and due diligence.

The study explores the problematic cultural aspetthe pre-M&A stage in
order to achieve a better understanding of theiallissues related to negotiation,
decision-making, and due diligence. A more profoaladification of the influence
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of national, organizational and professional ce@ltuin mergers and acquisitions is
the main purpose of the research process.

The cultural specificity of the managers involvedM&As is not considered
exclusively given by their national culture. Thene adentified culturally by the
following categories: nationality, ethnicity, nagivlanguage, foreign languages,
profession, gender, job level, level of educatibmeir perception is considered also
to be influenced by their position (role) in negtitin/decision/due diligence.

The attributes of the participants in the pre-M&Age are considered to be a
result of a mix between national, organizational professional culture.

Although most of the researchers point to the ingmme of due diligence in
M&A, in many cases there is not an appropriatetimacapproach. It can be stated that
M&A research has underestimated the roles of iddai managers and employees.
Individuals’ mind-sets and interests influence doe diligence, negotiation, decision
processes and the integration of the companidsadtto be emphasised that due
diligence’s importance lies in determining the atable level of change within a
company.

This study uses Factor Analysis to extract a dineenand the component
factors starting from the following basic items: Mmunication, Organizational
culture, National culture, and Professional culture

2. Literature review

2.1 Mergers and acquisitions

Trompenaars and Asser (2010) consider that globsinbss expansion and
development through mergers, acquisitions andegfi@ialliances is big business.
Another interesting remark on this topic is offetey Sahoo, Nataraj and Dash
(2014). They argue that FDI, defined in accordawidé International Monetary
Fund (IMF) guidelines, can take the form of greeldfiinvestment in a new
establishment or merger and acquisition of an iegjsibcal enterprise. One can
emphasise that business is increasingly pursuingereand acquisitions, also as a
consequence of other factors such as political atzon etc.

International business scholars and practitionave postulated that, for firms
that conduct business abroad, costs arise fromrifaniliarity of the environment —
that is, the cultural, geographic, and institutiadiatance involved — and sometimes
even from a perceived lack of legitimacy; thus igmeess is a liability for the
investing firm [Bertrand & Capron, 2015; Angwin &eéddows, 2014].

Others posit that cross-border mergers and acquisithave become an
important strategy employed by firms in the globainpetitive landscape [Hitt &
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Pisano, 2003]. As such, managers must be bettermedd as to the potential
opportunities and challenges presented by this ifgignt strategic action.

Furthermore, they must understand how to increlaseptobability of successful
cross-border M&A actions. Finally, there is evidertbat the gainers of tomorrow
are presumably to be anti-cyclical acquirers obtodis the M&A wave in the 90's
proved [Warter & Warter, 2015].

10thers [Weber, Rachman-Moore & Tarba, 2012; Gomesl., 2013]
indicate that much has been written about the Gi@dnstrategic, and integration
aspects of M&A, but the findings are contradictand the reasons for variations in
M&A performance have remained unclear, probablyase of the focus on pre-
merger variables, thereby neglecting cross-cultcoaflicts between people in the
post-merger period.

One of the enduring paradoxes in M&A activity hasb the propensity of
corporations and executives to engage in M&As despinsistent evidence that
post-merger performance of acquiring firms is dgsapting [Zhanget al., 2014].

A possible explanation to this paradox is that taxis knowledge on M&As

provides a limited and insufficient understandinf different parts of this

important phenomenon, although the high emphasisuoveys clearly indicates a
preference in gaining more pragmatic knowledgetia#tagic alliance activity by
studying firms in realistic as opposed to simulatestexts [for a review, see
Gomes, Barnes & Mahmood, 2016].

One of the major shortcomings in the research of Avi@erformance is
revealed by Weber, Tarba and Reichel (2011). Théoas point out that the
combined effects of corporate culture, nationatwel and synergy potential on
various integration approaches, as well as théinence on M&A performance,
have never been simultaneously investigated.

The emerging picture shows a lack of consensus taltoer M&A
particularities. On the same time, the common uxohey belief is that intercultural
aspects have a strong influence on M&A performaResearchers have to bridge
the gap between theory and practice. Practitiomarst focus on action-oriented
thinking and encourage theoreticians to be morgstieaand less reductionist in an
interdisciplinary approach.

In addition to the previous ascertainment, mayleentiost important problem
is the misunderstanding of the M&A performance @ptdtself. Do these findings
point to a need for M&A scholars to deepen the agd®? The answer is a clear
yes. There are many gaps and unsolved problemiseiriig¢ld that require more
theoretical and empirical study.
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Trompenaars and Asser (2010) point out that althosgccess rates of
mergers and acquisitions are difficult to compar®,surveys in the area use a
variety of assessment metrics, most point to aesscrate of about one third, while
some have found that only 20% of mergers and aitignis are ultimately
successful. Analysis of the success rate of mergedsacquisitions are available
[ed. Rosenbloom, 2002] and show that value creatimnultimate aim of a merger,
acquisition, joint venture, or related type desalanything but certain. One in five
such deals falls through after it's announced.

It can be concluded that the central issue in M&#/ains the high rate of
failure. Even the “biggest proponents” of M&A adntiat this activity has
uncertain outcomes. Reasons for failure remainlpamderstood by scholars and
practitioners. There is a need to learn more abustissue and this research is
directed toward this aim.

The findings show that mergers conducted withineagar wave show less
quality and more uncertainty as compared to mergeatized outside a wave.
Since the bias reduction is related to the pre-aittpn period it could be possible
that the treated firms increase their export oaton with ownership change, but
this is also not the case since estimates forripaét on export intensity show no
change [Proft, 2014; Geluebcke, 2014].

Other papers focused on cultural issues [Shenkal2;2Zait, Warter &
Warter, 2014] show that in the FDI literature, lwhea many determinants, cultural
distance (CD) has had three primary thrusts. Tise thirust has been to explain the
foreign market investment location, the second rexdigt the choice of mode of
entry into foreign markets, and the third applicathas been to account for the
variable success, failure and performance of matithmal enterprise (MNE)
affiliates in international markets. An integrategstem of determinants of FDI
(especially on M&A) is composed of seven categooiedeterminants: Economic,
Social, Cultural, Institutional, Technological, @rgzational and Commercial.

A slightly different view [Vaaraet al, 2013; Hitt & Pisano, 2003] considers
that managers may use cultural differences as coeneattribution targets. The
authors found that prior experience strengthensasociation of failure with
cultural differences. Their findings suggest thanagers can ‘learn’ to explain
failure with cultural differences, which carriesthwiit a risk of using cultural
differences as easy explanations. A similar opinisnpresented by Gertsen,
Soederberg and Vaara (2004). They argue that ngtresearchers but also the
managers and employees involved in mergers havetgubito national and
organizational cultural differences as major cawgestegration problems. In fact,
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culture has become an integral part of the gemisalission on M&As, and thus a
core element of the social construction of the phemnon.

An interesting opinion and a different approacheflkkangas, Very & Pisano,
2011; Vaareet al,, 2013] reveal the roles that integration managadertake in the
post-acquisition phase with regard to capturinguaed firm value in the acquiring
firm. Special attention should be focused on howagars may overemphasize the
role of cultural differences and even deliberatelgme cultural differences for
failure. At the same time, other causes of intégmatproblems might pass
unnoticed and be left unaddressed.

Scholars explain these inconsistencies in diffengays. Some claim that
institutional theory can offer a comprehensive famrk for understanding
variations in national M&A activity [Veret al, 2012]. Others posit that the failure to
find a consistent relationship between the indisatd synergy based on relatedness
and the M&A success may stem from an overemphasiseopre-merger stage at the
expense of the negotiation process and post-metgge, including the integration
approach used during the processes of integratMabér, Tarba & RozenBachar,
2011].

It can be alleged that cultural diversity in orgaaions can be both an asset
and a liability. Whether the losses associated weitittural diversity can be
minimized and the gains be realized will dependJilse on the managers’ ability
to manage the negotiations and due diligence pseses an effective manner.
This research aims to reveal how cultural diversitfluences organizations’
performance and the factors that help or impedarozgtions’ performance.

For some scholars [Gertsen, Soederberg & Vaarad;20Mestri, Picone &
Mina, 2012], the emphasis on contingency and emdxdaiess makes it less likely
that practitioners overlook relevant local linkagasd the impact of national
business procedures on merger performance. Thesketh to understanding the
dynamics underlying the performance of M&A is themparison between the
amount of premium of acquisition and the value ghesgies that a merger
generates. The lack of understanding of culturesymérgies and their appropriate
evaluation results in destruction of wealth.

This review has discovered various interpretatiohdVi&A performance.
Consequently, it can be expressed that many scha@ad practitioners had
significant contributions in the field. Despite Bbging body of research on M&A
performance, the conclusion is that the conceptpefformance” is still poorly
understood. There is a need for researchers tgetite gap between theory and
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practice. Practitioners should encourage theoagtictio be more realistic and less
reductionist in an interdisciplinary approach.

2.2 Intercultural aspects

Intercultural approach should remain what it is arab considered since its
inception: a way to consider relating of differemiltures where the company,
corporation or organization performs actions, di or business to which those
connections can have consequences. There are fiteaferences to the cultural
factor that functions as leverage, for exampléhandase of FDI [Zait, 2013; Rkibi,
2009]. A learning culture is included by some comea in their vision and
mission, which creates the possibility to innovéid, also to adapt to the dynamic,
changing environment [Zagt al, 2013].

Some studies, such as Gesteland (2012) and CortoaugMeikle and
Teerikangas (2015), define business culture asiguerset of expectations and
assumptions about how to do business. Interestirgitpng corporate cultures
appear to enable firms to tap into their human tabpesources through organic
growth, instead of relying on the purchase of offiers via M&A.

As Hofstedeet al (2010) observe, lack of universal solutions tonaggement
and organization problems does not mean that deantannot learn from each
other. On the contrary, looking across the borsl@nie of the most effective ways of
getting new ideas for management, and organizathaaordingly, international
business education should include seminars thasfon awareness of differences in
cross- cultural business communication as well mscualture-specific discourse
systems that have an impact on business commuricgtaidman, 2001]. In the
case of an education-oriented company, more thtmother types of organisations,
balance and collaboration hold a greater weightthie relationship built on
communication, in order to obtain qualitative résyCampeanu-Sonea, Sonea &
Bordean, 2013]. The overall pattern of connectibetween employees of the
combined firms, the kind of personal relationsteompe develop with each other and
shared interpretations and systems of meaning arpamnties are influenced by
cultural differences and how they in turn impact M&utcomes. Employees
recreate and re-form a culture or subculture byingielements of their existing
cultural frameworks with other elements requiredattapt to the M&A process
[Hajro, 2014; Van Marrewijk, 2016].

This review has found various interpretations deioultural aspects. As
scholars contend, culture is a fundamental isst@my in M&A and cross border
transactions but also in research and in everyidayn the age of globalization.
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One of the conclusions is that any management asdarch approach should
consider the significant role of culture. Even wontestic transactions, neglecting
the cultural factor can be a huge mistake.

According to Xinget al (2016) the level of the individual, the influescef
national culture and economic ideology combine radpce a value system that is
fully aligned with neither culture nor ideology.dfn another perspective, Lu, Huang
and Bond (2016) and Jing and Bond (2015) pointiwattin national cultures where
people’s independence and personal responsibiliy endorsed, individuals’
decisions and actions are more likely to be decimjetheir own inside “cores” (i.e.,
values, beliefs, and orientations), or by exteimatntive that is consistent with their
broader cultural norms. Conceptualized in this weagjonal culture will impact on
its citizen’s psychological particularities by pasiing the psychological
particularities of its citizenry differently witlespect to the citizenry of other nations.

A quite similar approach [Reus, 2012; Hofstedeal, 2010] considers that
cross-border M&As have double-layered culturalatiéinces of organizational and
national differences, which might complicate intggrg knowledge pools or can
lead to a richer cluster of knowledge. For exampieltinationals with a dominant
home culture have a clearer set of basic valuedlardfore are easier to run than
international organizations that lack such a comfname of reference.

Another theory on cultural differences measuremmaans is presented by
Rosinski (2011) who emphasises the need of a viésrgbto describe cultural
characteristics. The author created: The Culturar@ations Framework (COF), an
integrative framework designed to assess and campaltures. The difference
between cultures doesn't lie in the different tgbelilemmas being faced but in the
order in which they are taken and reconciled. Cquesetly, a systematic and
triangulated approach to assessing cultural differe needs to be in place and
communicated through the management ranks and Beforeover, the archetype
approach allows capturing cultural variations aedain nuances that are associated
with culture within countries [Trompenaars & As2810; Richteet al, 2016].

This paper reveals some of the most important @lltudimension
measurement tools. It can be stated that despitairc@pproach differences, these
tools, regardless their names and aggregation manigénate from the same basic
human values.

It is no wonder that ‘cultural differences’ havecbme important issues in
contemporary merger or acquisition deals. At thenesaime, working on or
managing cultural differences has grown into onetred key objectives and
challenges of both pre-merger and post-merger stagevidely used construct in

45



? Annals of Spiru Haret University
8 Economic Series

Since 2000
IS5N: 2393-1795  ISSN-1:2068-6900

Issue 2/2017

international business, cultural distance has begmplied to foreign investment
expansion, entry mode choice, and the performahM&a\s.

In search for solutions to reduce the culturalatise to the host country,
[Shenkar, 2012] points out that acculturation hesnbdefined as “changes induced
in systems as a result of the diffusion of cultueldments in both directions”.
Certain cultures are considered attractive to othdtures, a foreign culture’s
perceived features may be a major reason for tlefeq@nces expressed by
potential partners and host countries. Correspghgimuch of the risk associated
with working in Central Europe stems from uncertgiand lack of experience, as
[Zait, Warter & Warter, 2014] reveal. This givesgi®ouring countries with close
historical and cultural ties to the region, suchastria, a distinct advantage over
more distant investors.

2.3Due diligence

According to Boyle and Winter (2010) and HowsonQ@)J prior to spending
considerable resources on putting together meanlindtie diligence, it is
imperative to ask ourselves some major questiogardéng the decision under
consideration due to the fact that due diligenceaisously described as boring,
expensive or time. What, explicitly, do we hopeathieve by the deal? What is the
outcome and what are the alternatives? Why is #a detter than a greenfield
operation or some other business arrangement? -Mu#ti due diligence and
involvement of key stakeholders at every stagdefacquisition process would be
helpful in overcoming many of the challenges. Femiore, legal documents
should never be viewed as a substitute for condgcformal due diligence
[Caiazza & Volpe, 2015; DePamphilis, 2011].

McDonald, Smith and Ward (2005) and Reed-Lajoux &tsbn (2010)
criticize the due diligence process. In spite bftalrigour and detail, it only really
considers the tangible aspects of a company’s wiatuaand neglects “soft”
information such as conflict and culture. The nataf each due diligence finding
dictates whether it is best addressed before er #fie closing. Navigating the
raging waters of a fast flowing river requires theertise of a due diligence team
to tame the rapids and torrents zigzagging actwessiver, and at times against its
natural flow and directions. These rapids and tasreepresent the frequently risks
that are plentiful in an M&A landscape [Gole & Hilg 2009; Ho & Koh,
2016].This calls for a change in the multi-levekediiligence process conducted by
firms before an acquisition, factoring in managetsemotivations, evaluation of
risks and ability to overcome specific challengéaifzza & Volpe, 2015; Howson,
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2006]. In other words, the better the due diligertbe more an acquirer knows
about the target firm and therefore the more ivkmiabout the immediate risks it is
taking on.

Back in 1997, an author [Carleton, 1997] mentiottead regardless of what
models we choose or what methodology we employu@ll due diligence is
coming, and soon. It won't be accountants or lagyeho conduct the audits; it
will be human resources (HR) people. The quessoklill we be ready?. Today’s
M&A success rate hovers around 30 to 40 percenth glashing cultures cited as
at least a contributing factor in most cases. Aat] glespite the lessons of history,
many due diligence teams glance past the topidemieg instead to focus on
items that can be easily quantified [Recardo & ffute2014; Gomest al.,2012).

Consistent with the Stachowicz-Stanusch (2009) papstudy by Berkman
(2013) contends that in the context of a mergetwaf businesses, one of the
intangible issues directly affecting the succestheftransaction down the road is
whether the business cultures mesh well. The @llduwe diligence process can
avoid a merger disaster. In a reflection on cultutae diligence opportunity,
Carleton and Lineberry (2004) and Rosenbloom (2@@2)sider CDD should be
viewed as a mandatory step to maximize post-mergacquisition organizational
effectiveness and profitability. According to the@GDD can determine the extent to
which change can or cannot occur smoothly withiiinna.

Other authors [Reed-Lajoux & Elson, 2010; Gleathal, 2010; Galpin &
Herndon, 2014] also support the need for CDD. Theweal that cultural due
diligence includes research into what the peopkmilorganization routinely believe,
think, and do, including attitudes and mental psses, behaviour, norms, symbols,
and history. Moreover, due diligence is a key idget both of successful
negotiation and of post-deal integration. Cultaha¢ diligence can provide a picture
of where two companies converge or diverge on saspects as leadership,
communication, performance management, and so on.

In their comprehensive analyses, Carleton (199@)Rwttig (2013) underscore
that the point of cultural due diligence is not dscourage mergers between
companies whose cultures happen to differ-mosti@itiash problems can be (and
have been) handled successfully. Rather, the ittt have a strategy to manage
these differences, just as companies do with divdrdinancial procedures or
information systems. CDD, as a crucial first stepttie socio-cultural integration
process, involves a systematic analysis of theu@lltparticularities of a possible
merger or acquisition partner in order to deterntivgecultural compatibility between
the involved organizations.
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Focusing on the practical approach to cultural diligence, Spedding (2008)
and Warter and Warter (2014) reveal that, althoungbst of the experts and
practitioners point to the importance of due ditige of M&A, in many cases there is
not an appropriate practical approach. Furtherm@Bi) has to include leadership,
change management, decision-making, cultural gegors etc. Unfortunately, many
companies, although conducting systematic finaratialyses in the pre-M&A stage,
neglect to examine cultural issues during the calltdue diligence process. This
shows the lack of importance companies attach @octhitural integration process
prior to a merger or acquisition.

Other authors [Reed-Lajoux & Elson, 2010; Gleathal, 2010] show that
approaches to cultural due diligence fall into fgeneral categories: integrating
cultural criteria into the pre-merger discussiosffing and preparing the due
diligence team with an eye toward cultural isswaek]jing cultural criteria to due
diligence data collection, and using formal toolassess culture fit.

Integration teams should conduct a thorough cdltdue diligence on the
other company’s culture and also should investigat® company, culture and
standards in order to determine if the companied fie findings show a lack of
consensus about the CDD content, a relatively nexa @f the due diligence
process, and about the depth of this processnltbearemarked, though, that the
overall opinion is that CDD has a strong influeoceM&A performance.

3.Research methods

3.1 Research setting

The study took a quantitative approach. The moptagpiate way to reach
the research goals was to develop a questionrigie.subjects of this research
were managers involved in the pre-M&A stage.

The quantitative survey approach follows from tlstgpositivist ontological
and epistemological bases of this study. An imparéalvantage of the quantitative
survey method is that looking across numerous casakes it possible to
generalize results.

This research is more suitable to well-defined aede questions. Open
questions are very time consuming. Close-endedtigussalso avoided poor-
quality responses. Considering that the subjectseofesearch were mainly middle
and top managers, the response rate to open queestinld be very low and the
results not very convincing.

This study used newly generated numerical data.é¥igal data might seem
inadequate for a study based on perceptions buletreds of perception were
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translated into numerical data using the LikertlescA 5-point Likert scale was
used because it’s easier for the respondent asdifes consuming than a 7-point
Osgood scale.

This research is based on the following question:

How important is it to investigate soft risks dyyidue diligence?

Not at all Very important

Communication 1 2 3 4 5
Organizational culture 1 2 3 4 5
National culture 1 2 3 4 5

Professional culture 1 2 3 4 5

Data collection was held 1 to 6 years after thegereor acquisition date.
This delay allowed the analysis of the integrajioacess in a meaningful way. At
the same it was not too long to create problemseming the retrospective sense
making.

The data collection process was performed in alesehan interviewer. The
data collection activities were done remotely. Fitbie basic methods available for
data collection in surveys (telephone survey, pakmterviews, and mail survey),
the mail survey method was chosen due to seveasbns:

* the cost was lower;

« it offered the opportunity to reach more responslein a wider
geographical area;

* it was less time consuming for the respondentgingositions;

* it avoided interviewer bias, consequently incregsire reliability.

A special concern was to minimize the negative treamf the respondents
by using appropriate questions and question wordipgcial attention was paid to
other characteristics of the survey items: the tigference, social desirability, and
saliency or centrality.

Clear instructions about the requested detailsemtail survey were provided.
The questionnaire was developed considering thellnsss of responses, the chance
of getting the expected data and the readinesgeatspondents to accurately answer
the questions.

A careful examination was conducted in order touoedthe non-sampling
errors associated with validity, specification, amgéasurement reflected in the
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following questions: “What can be measured to otftae concept?”, “How well
does the measurement reflect the concept?”, “HoWdees the question capture
the desired measurement?”, “How well does the mespanatch the intent of the
question?”.

The questionnaire was sent in English because @dopblved in the pre-
M&A stage have a high level of this language.

3.2 Data Gathering and Analysis

The participants were senior managers who expeaeficst-hand the process
of intercultural due diligence, negotiation andisien-making. All participants (154)
were anonymous to each other in order to get tbein ideas, answers, and
experiences when responding to the questionnaire.

The selection of the sample was a question of balgraccuracy against cost
and feasibility. Non-probabilistic sampling was disad therefore it is a potential
for bias and inaccuracies in generalizing to adapmppulation.

The sample companies were selected using secoddé#ayprovided by the
main financial magazines in the analysed countfibe. main target countries were
Romania and Eastern European countries (52 congpémim Poland, Bulgaria,
Czech Republic, and Hungary). The sample compan@sded also companies
from other countries (39 companies from Austria,thiddands, USA, Israel,
Canada, France, Germany, Switzerland, PakistaniuSysouth Africa, Belgium,
Sweden, Japan, and Brazil). The companies are frarious industries like:
Agriculture, Chemical industry, Construction inttys Electronics industry, Food
industry, Healthcare industry, Plastics industigxtile industry Software industry.
The selection was carried out according to the¥alhg criteria:

1.The acquired company or one of the participantsnérger was a local
company from the selected countries.

2.Management buy-outs and purely financial acquisgtiozere excluded.

3.Regarding acquisitions, there were considered calges in which the
acquiring party had gained a majority stake (o@pof the acquired firm.

4.0nly mergers/acquisitions where the minimum turmaethe two parties
involved exceeded EUR 1 million were included.

Participation in the study was solicited throughhamber of direct and
indirect channels to individuals who had the abmemtioned profile. These
channels included:

« friends and colleagues;
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« referrals from friends and colleagues;

* postings on M&A related web forums and electrongtribution lists;

» direct emails to members of M&A related communitésnterest;

» email referrals from individuals who filled the cai®nnaire.

The questionnaire has been made available to thergjepublic by placing it
on Dropbox.

In addition, the following Social Networking Sites Scholars and Business
Professionals were used: Research Gate, AcademjdiettedIn, and Facebook.

Special attention was paid to the errors that ocltg to the nature of the
research design and the precision of executiongaic errors). Very significant
for the research were both broad categories: adtrative errors and respondent
errors. Sample error or bias (results of a samptevsconsistent deviation, in a
direction away from the true value of the populatiparameter) was also
examined. The mail survey raised the issue of Bigmice of instrument-associated
errors due to poor questionnaire design, improglecton of samples, etc.

Regarding ethical assurance, this study was deasigmecomply with the
standards for conducting research with human paaits. Provisions were made
for the participants to receive a copy after thelgtwill be completed. The privacy
of the respondents was respected by the excludiquestions that participants
may have considered personal or private. The relpus were not asked about
their religion, marital status, etc.

A cross-sectional survey was conducted becauseltsés on collecting data
about current attitudes, opinions, or beliefs retato the national, organizational
and professional culture. This kind of survey waeremrepresentative of the
population and the research objectives did notuthelrepeated research over a
period of time. The data is based on a single dallaction round. The response
rate for the survey was rather small. However, iargars and acquisitions
research, the sensitive nature of the operatiasigats the willingness of managers
to comment on the process.

The main preoccupations after the data collectioncerned the internal
validity, external validity and reliability. Inteah validity is the extent to which
results can be interpreted accurately. During datkection, several measures to
improve the internal validity of the questionnawere taken. External validity is
defined as the extent to which the results candremlized to populations and
conditions. The response rates seemed adequatendblee generalizations.
Reliability is the degree to which the observedialde is free of measurement
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error. Several precautions were taken to increbsedliability of the measures.
Special attention was paid to sampling error angsampling error.

Received responses were downloaded into an Excehdgheet. Statistical
analyses were performed on the data using StafisBRackage for the Social
Science (SPSS 20.0).

The most important steps in data preparation ferrésearch were analysis,
validation, editing and data cleaning.

Given the design of the questionnaire missing sailuere not a central issue
but still there were missing values from some respats. Incorrect values were
an issue of lesser importance.

4.Findings and Discussion

4.1 Results

Table no. 1 presents the factors and corresporiténgs for Importance of
soft risks investigation during due diligence.

Table no. 1. Factors and corresponding items for liportance of soft risks
investigation during due diligence

ltem number Iltem name Item codeFactor| Factor name
1. Communication c F1 Culture

2. Organizational culture oc F1 Culture

3. National culture nc F1 Culture

4, Professional culture pc F1 Culture

Table no. 2 presents KMO and Bartlett's Test redolt Importance of soft
risks investigation during due diligence. It candimserved that the overall value
for the “Measure of Sampling Adequacy” has a slétabalue at 0.813, and
“Bartlett’'s Test of Sphericity” has an associated/dtue (Sig. in the table) of
<0.001 as by default SPSS reports p values oftlems 0.001 as 0.000. These
results indicate that a valid factor analysis campérformed.
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Table no. 2. KMO and Bartlett’s Test for Importance of soft risks
investigation during due diligence
KMO Measure of Sampling Adequadgy. 0.813

Bartlett's Test| Approx. Chi-Square| 95.354
df 6
Sig. 0

Table no. 3 presents Total Variance Explained tedal Importance of soft
risks investigation during due diligence. In théléacan be noticed that one
component was extracted. The scree plot is dispigtyie same data visually.

Table no. 3. Total Variance Explained for Importan@ of soft risks investigation during
due diligence

Co Initial Eigenvalues Extraction Sums of Squared lingsl
mp | Total % of Cumulative %| Total % of Cumulative %
one Variance Variance
nt
1 2.860 71.489 71.48p 2.860 71.489 71.489
2 465 11.630Q 83.119
3 A23 10.578 93.698
4 .252 6.302 100.000

Table no. 3 also shows the importance of eacheptincipal components.
Only the first has eigenvalue over 1.00, and thiglans over 71% of the total
variability in the data. This means that a onediasblution will be acceptable.

The middle part of the table shows the eigen-valaed percentage of
variance explained for just the factor of the alitsolution that is considered
important. In the right hand part of the table, ¢enfound the eigen-value and
percentage of variance explained for the rotatetbfa

The unrotated factor loadings show the expecteténmatwith high positive
loadings on the first factor (Figure no. 1).
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Figure no. 1. Scree plot for Importance of soft riks
investigation during due diligence

Communication, Organizational culture, Nationalterd and Professional
culture (1, 2, 3 and 4) all have high positive iogg on the factor.

It is reasonable to identify the factor (F1) as tGre”.

As one factor was extracted, we have one factoategu

Table no. 4 presents the Component Score Coeffidartrix for Importance
of soft risks investigation during due diligence.
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Table no. 4. Component Score Coefficient Matrix for
Importance of soft risks investigation during due digence
Component

Score

0.310

0.303

0.288

0.280

AIWINEF

Using the values from Table no. 4, the equation is:

F1=0.310 *c + 0.303 *oc+ 0.288 *nc + 0.280 *pc

The Saved Factor scores have been added to theTtate are standardized
scores, obtained by applying the rotated factaditugs to the standardized score of
each participant on each of the variables.

4.2 Discussion on empirical findings

Using Factor Analysis it was extracted a factor this dimension. It
corresponds to 4 basic items.

The dimension Importance of soft risks investigatituring due diligence is
essential for the content of the Cultural Due [@iige. This study allowed
furthering the understanding on the issues thatd ne®re attention from
practitioners during the pre-M&A investigation. Taealysis of the CDD construct
is also meant to unravel the biases of some sdhoksearch.

The extracted factor Culture represents the corethef Cultural Due
Diligence.

The basic items (Communication, Organizational urelt National culture,
and Professional culture) could be ranked accordinghe perceptions of the
respondents. The most important is: Communicatidiile Professional culture is
considered the least important.

The resulted formula is a tool to be used for meaguthe perception of
respondents on the content of Cultural Due diligenc
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5. Conclusions and suggestions for future research

5.1 Limitations

The main limitations of this study are:

» The research is based on collected data that espieethe perception of the
sample population, as opposed to an objective measunt of data.

* The population of this study is composed of senimnagers who
experienced first-hand the process of intercultdia diligence, negotiation and
decision-making. This study is not restricted tspecific industry or company
profile.

» The questionnaire used in this research relatemip some facets of the
pre-M&A activities. The results and interpretatiohthis research are limited to
these facets.

* The selected countries sample populations is netodbability sample
because the sample is voluntary and hence it may &aelf-selection bias.

» The emotional involvement of the respondents mighise exaggeration of
facts.

5.2Implications

M&A is one of the major business phenomena in th& gdecades and it will
continue to be in the future. In the last twentgnge there has been a growing body
of research on M&A performance and on the succéssengers and acquisitions
(M&As). Notwithstanding the foregoing, the key deténants for success remain
poorly understood.

The core of this work is the pre-M&A stage. The aato throw light on the
cultural issues related to due diligence.

This study makes a contribution to the field oncultural issues in M&A by
integrating research on national, organizational professional culture, into a
theory of cultural due diligence content and outeoth attempted to investigate
not only the outcomes but the perception on thegs® of cultural due diligence.

The common underlying belief is that intercultuespects have a strong
influence on M&A performance. A significant defioigy is the almost complete
separation between national, corporate and prafieglsiculture. Ergo researchers
have to bridge the gap between theory and praatideo be more realistic and less
reductionist in an interdisciplinary approach.

The dimension Importance of soft risks investigatitmring due diligence is
essential for the content of the Cultural Due [@ilige. This study approached in
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depth the issues that need more attention frontipoaers during the pre-M&A
investigation.

The extracted factor Culture represents the corethef Cultural Due
Diligence.

The basic items (Communication, Organizationaluralt National culture,
and Professional culture) were rated in compliawith the perceptions of the
M&A practitioners. Consequently the most importét Communication, while
Professional culture is considered the least ingoort

The resulted formula is a tool to be used for meaguthe perception of
respondents on the content of Cultural Due diligenc

Cultural Due Diligence (CDD) intends to offer dag¢@mough detailed to
determine potential areas of culture clash. Thearhpf cultural diversity rest on
the managers’ ability to manage the negotiatiorsdare diligence processes in an
effective manner.

Given the findings of this study which suggest mmbmed effect of national,
organizational and professional cultures, futuseaech may need to examine the
dynamic nature of a wider spectrum of cultural uefices on M&A perceptions.
Such exploration would lead to a more refined usideding of the cultural issues
in M&A and how organizations can benefit from suacshift.
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