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Preface

How did this paper come
about?

In November 2007, KPMG and
Macquarie (supported by The Young
Foundation, The Prince’s Trust and
Business in the Community) hosted a
two day Social Innovation Summit, the
aim of which was to bring together
leaders from business, government
and the community, to develop new
ways for the three sectors to work
more proactively together.

An overwhelming message from the
two days was the need for society to
focus its investment (public, private
and third sector) on those actions
which are effective in dealing with
social issues and to scale them up. In
other words, rather than creating a
plethora of initiatives, we should seek
to replicate the success of existing
models.

One of the issues discussed was
the sheer number of charitable
organisations that exist, often with
similar objectives. Furthermore, there
was concern expressed that there are
comparatively few resources available
to enable such organisations to work
more collaboratively should they
wish to. This notwithstanding, it was
recognised that there have been
some notable examples of charities
that have taken up the challenge
and united to create an even more
powerful force than the sum of the
individual parts.

As a result, Social Finance and
KPMG decided to devote resource
to exploring the issues and barriers
associated with charity mergers.

To merge or not to merge
— is that therefore the only
question?

Clearly not; merger is merely one
option in a whole spectrum of
working arrangements that may
be appropriate, ranging from joint
research and development projects,
to sharing building facilities and back
office services, to merger. Time and
space preclude a full debate about
the relative merits of the different
collaborative working arrangements
available to a charity in this report;
hence the focus on merger. However,
it is recognised that:

‘many of the motivations and
influences that cause merger to
be a considered option, may also
be successfully addressed through
other imaginative approaches to
joint working”.

What is important, particularly in an
economic downturn when potential
shortcomings in existing practices can
be more readily exposed is that — in
line with the ‘Hallmarks of an Effective
Charity'? — decision makers:

‘consider whether collaborations
and partnerships with other
organisations  (including the
possibility of merger) could
improve efficiency, the use of
funds and the delivery of benefits
and services to beneficiaries’.>

Within this context, Appendix 1
provides an overview of some of the
alternative collaborative  working
options available to charities, along
with a short list of recently published
literature on this topic, as a reference
point for readers wishing to consider
these options in more detail.



Executive summary

Background

The Charity Commission facts and
figures summary at 31 March 20094
provides the following overview of
the charity sector:

Charity facts and figures — overview

Number of main charities (1)
Total annual income (£bn) (2)

% of main charities with an annual income
< £10,000

% of main charities with an annual income
< £100,000

% of total annual income received by this
76.6% of charities

% of main charities with an annual income
> £500,000

% of total annual income received by this
5.4% of charities

168,500
49.94
47.2%

76.6%

4.0%

5.4%

88.6%

Notes:

1 Where main charity is defined as one that is required to prepare accounts and to send an
Annual Return to the Charity Commission or, if their income is less than £10,000, inform the
Commission of changes to the information held on the Register. Subsidiary/linked charities
are each linked to a main charity and do not report their financial results in their own right

2 Where annual income figures are based on Annual Gross Income reported by charities

in their Annual Returns.

Annual Gross Income differs from the Total Incoming Resourc-

es reported in the statement of Financial Activities in a number of ways which are not
replicated here but which can be found on the Charity Commission website

These numbers could suggest
duplication in effort, time, cost and
resources across charities, resulting
in  inefficiency and  unhealthy
competition. Whilst some plurality of
organisations in the sector is critical to

its  success> many, including
government, suggest that
organisations merging would

streamline the sector and allow
charities to deliver better on their
mission. These views are built on the
premise that, rather than destroying
the great value that an organisation
has delivered to date, merger could
create a synergy; a situation where
the whole is greater than the sum of
the parts.

Outline of the paper

This paper is not focussed on making
the case for organisations to merge.
It is aimed to support those who are
considering, or in the process of, a
merger.

Drawing on information from a
combination of a review of literature
and case study interviews, this paper
will:

e provide Trustees and senior
management teams of charitable
organisations with a  useful
reference point and “food for
thought” when appraising and/or
undertaking a merger;

e introduce a “merger framework”
which can be used by organisations
as a high level structure to guide
them through the key steps in a
merger;

e share techniques and best practice
methods that have been used to
tackle merger issues in practice;

e shed some light on whether, in
practice, mergers actually deliver
the benefits they set out to achieve;
and

e make recommendations for
interventions and developments
to improve the resources available
to organisations contemplating a
merger.

Our research has primarily been
developed through semi-structured
case study interviews with eleven
organisations that have recently
merged. We have also conducted
interviews with market practitioners,
and sent out supplementary
questionnaires to gather further



data. (A more detailed description of
sources can be found in Appendix 3.)

Incorporating the private sector
The primary driver of a transaction
in the private sector is to enhance
shareholder value. However, the
primary objective of a merger in the
charitable sector is to:

‘better meet the needs of their
beneficiaries and to make the
best use of their charitable
funds and property’.®

As a result, much of the existing
literature on charitable mergers does
not draw lessons from the private
sector, dismissing it as inappropriate
or not comparable.

However, at a practical level, the
"success” of a merger is determined
by the ability of an organisation to:

e plan ahead and identify key risk
issues early-on in the process;

e obtain upfront buy-in from
management teams;

e bring together two sets of people
and two working cultures; and

integrate systems and processes.

These preconditions to a merger
transcend any sector divide. As such,
we have drawn on private sector
experience where appropriate, in part
because there has been more research
undertaken into the key success
factors.’

Limitation

The focus of this document is
primarily on organisational, strategic
and managerial matters rather than
legal issues. Clearly, reference will
need to be made to the latter in
certain circumstances. However, such
comment will be restricted and, where
appropriate, will direct the reader to

a more detailed analysis in alternative
literature.

Any reference made to legal issues is
based on English law and therefore
does not cover cross-border mergers.

This report cannot in any way be
regarded as a definitive guide to
the law on charity mergers, or as
a substitute for appropriate legal
advice.

Mergers  involving  ‘multi-cellular
charities’ (for example those involving
federations or branches) are beyond
the scope of this report.

Why now?

Impact of the current

economic climate

The need to proactively manage an
organisation is particularly pressing
in the present economic environment
where there is a growing body of
research which suggests that charities
are no more recession proof than any
other part of society. For example, a
recent Charity Commission Economic
Survey reported that the economic
downturn has impacted 52% of
organisations. Of those respondents,
58% reported a reduction in their
income level. Furthermore, 61%
reported that they were concerned
that the work they did or activities
they funded would be greatly affected
as a result of the recession; and this at
a time where demand for services is
increasing.®

As such, charities are faced with similar
difficult decisions to their private
sector counterparts as to their future
sustainability. One option available
is merger. As outlined in Appendix
2a, there have been a number of
past initiatives launched by the
Government and other organisations
with at least a partial remit tostimulate
interest in the potential merits of
charity mergers. Furthermore, there
are established sector organisations

“The need to
proactively manage
an organisation

is particularly
prevalent in

an economic
environment where
there is a growing
body of research
which suggests
that charities are
no more recession
proof than any
other part of
society.”



such as the National Council for
Voluntary Organisations (NCVO) and
bassac which provide guidance and
advice in this regard.

Yet despite this, the charity sector has
not seen high levels of M&A activity
and certainly not at the levels in the
private sector. This in itself is not
necessarily a bad thing, if the lack
of merger activity is attributable to
up-to-date strategic analysis which
demonstrates that a charity will more
effectively achieve its charitable
objects on a stand-alone basis.
However, it would be inappropriate
if in fact it was a consequence of
resistance to change, fear of merger
or lack of support from within the
sector to facilitate it.

As such, following the announcement
by the Government in March
of this year of the £16.5 million
“modernisation fund”, established
to provide funding to pay for advice
and guidance for those charities
considering merger or collaborative
working,'0 it seems an appropriate
time to provide a “How to” guide
for Trustees and senior management
in order to help organisations think
through their options with regard to
merger and guide them through the
process.

Key findings

The detailed analysis that follows in
the main body of this paper highlights
the complexities, best practice
techniques and critical success factors
at each stage of the process. However,
there are a number of critical, over-
riding messages:

1) In order to evaluate the merits or
otherwise of merger, it is vital that
a charity first understands itself.
This necessitates rigorous strategic
management and objective
assessment of an organisation’s
purpose, mission and values, both
current and anticipated.

2)

3)

4)

Our research suggests that personal
and emotional attachments
to individual organisations
contemplating a merger must be
identified upfront and channelled
appropriately, in order that
opportunities for more effective
delivery of a charity’s objects are not
jeopardised by minority interests
wishing to preserve the status quo.
'Open and frank discussion about
the fears and concerns individuals
have about loss of autonomy
for an organisation should help
clarify misunderstandings, create
compromises and articulate the
advantages to be gained from a
lesser degree of autonomy.""’

Embarking on a merger can be a
costly process and a charity must
take this into account as part of
any wider cost-benefit analysis
in advance of embarking upon a
merger. However, as we will go on
to explore in more detail below,
costs can be proactively managed.

Pro-bono advice or grant funding
were two of the most commonly
cited cost saving initiatives amongst
the case study organisations. In
addition, effective use of existing
internal resources, via short term
secondments and interim positions,
reduced the amount of work
outsourced to external advisers.

The Chief Executive of the merged
organisation should be appointed
early. In this way, uncertainty is
reduced and a focus is given to the
leadership of the organisation.'?
It is generally inappropriate to
engage two Chief Executives,
even in a short term capacity. Joint
leadership can lead to uncertainty
and fragmentation within the
newly merged organisation and
procrastination in decision making.



5)

6)

7)

A key success factor amongst
the case study mergers was the
ability for organisations to move
forward together in a process
of collaboration rather than re-
negotiation. Unless a change in
circumstances dictated otherwise, it
is important that previously agreed
issues do not re-surface and derail
the process and that commitment
to cross-organisational buy-in is
maintained. Regular reinforcement
of the original rationale for merger
can be used as a tool to dispel
last minute nerves and re-focus
discussion.

Our findings show that well
timed, co-ordinated and regular
communication is critical to
the success of a merger. ‘Trust

and collaboration are built
through  continuous dialogue.
Communication processes need

to flow in all directions; up and
down, side to side.’'3 Establishing
a 'pecking order’ of how and
when different stakeholder groups
should be communicated with can
focus efforts and ensure that the
most difficult to reach groups are
given sufficient opportunity to
buy-in to the merger.

Formal closure of the transaction
is far from the end of the road in
a successful merger. The merged
organisation must keep its foot on
the pedal post transaction in order
to drive the organisation forward,
fully integrate the operations and
realise the synergies that it set out
to achieve.

Recommended actions

It is hoped that this paper will,
through the sharing of best practice
techniques and practical experience,
encourage decision makers within
charities to seriously consider whether
merger is a viable, strategic option for
their organisation.

However, further action is required in
order to give more organisations an
opportunity and incentive to assess
the relative merits of merger.

Independent facilitation

While researching this paper and
conducting interviews it became
apparent that engaging an external
facilitator to oversee the merger
process can make a real difference.
Whilst a facilitator cannot make formal
decisions relating to the merger, they
can play a pivotal role in engaging
and co-ordinating the key elements of
the process, ensuring that momentum
is maintained at each stage.

Whilst there are currently a small
number of organisations that offer
a facilitation service to not-for-profit
organisations, as we shall go on to
examine later in the paper, there are
a number of initiatives that could be
developed to increase transparency
and improve the service available to
organisations contemplating merger.

Increased evaluation of charity
mergers

Each of the case-study organisations
that contributed to this paper
proclaimed that the merger they
had been involved in was a ‘success.’
However, there has been limited
formal evaluation to this effect. If
charity mergers have increased the
ability of organisations to deliver
against their charitable objects, then
tangible evidence of this is required
in order to enhance the profile of
merger within the sector.



We therefore recommend that
research is conducted across a range
of mergers, ideally starting before
they are completed and continuing
from approximately two years
following the transaction. This would
benefit from a degree of objectivity
and anonymity in order that an
honest and independent assessment
is achieved and useful information
made available to the sector.

Merger specific training for
Trustees

Many Trustees will have no experience
of conducting a merger. In order
to invigorate strategic thinking in
this regard, a training programme is
required to increase awareness of the
merger process at a practical level
and challenge pre-conceptions at an
emotional level.

Creation of a brokering
intermediary

Our research revealed that there is
a perceived need for a brokering
intermediary in  the charitable
sector, which would undertake a
role akin to that of an investment
bank in the private sector. A number
of the individuals interviewed felt
that, whilst they were not averse to
merger, they did not know which
organisations to approach to instigate
initial discussions. Interestingly,
this conclusion is echoed by recent
research into not-for-profit M&A
activity in America, which advocated
investment in ‘an organisational
marketplace through which non-
profits can explore merger options
safely and receive support in making
wise decisions around how and
with which organisations to explore
merger.’ 4

Provision of structured, short-term
financing

Whilst there is a place for grant
income, in order to achieve scale with
regard to helping charities to meet
the costs involved in exploring and
executing a merger, it is necessary to
create a more sustainable funding
mechanism, which is itself run by
people with experience of merger.

Whilst the recently announced
£16.5 million Government backed
modernisation fund is welcome
news, and appears to have
moved contemplation of strategic
restructuring options up the agenda
of some organisations, the fund is
only intended to be in existence for
a year which is not long enough to
have a strategic impact on the current
position.



The merger framework

The majority of the case study
interviewees agreed that a good
process is a necessary condition of,
and a solid foundation for, a successful
merger.

Whilst no two mergers will ever
be exactly the same and there is
no “categorically correct” way to
undertake a merger, our “merger
framework” is an indicative process
map that offers a practical guide
to charities that are assessing and
implementing a merger.

Outlined below are the main phases,

elements and issues to address in the
merger process.

Figure 1

Phases, steps and issues to
address: how does it work?

The phasesin the framework break the
process down into four chronological
stages:

1) The ‘exploration phase’ — where
an organisation focuses on
understanding its own current
positioning and future strategy
and considers whether merger is a
viable option

2) The 'initial feasibility phase’
where, having determined that
merger could be the way forward,
an organisation addresses the
practicalities involved in initiating
the process with a preferred partner
and undertakes initial discussion,
analysis and negotiation to reach
an agreement in principle
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3) The ‘detailed appraisal and
execution phase’ — where the
merger partners work together to
negotiate the terms of the merger,
before beginning the integration
process and formally concluding
the transaction

4) The ‘post deal phase’ — where
the newly merged organisation
continues the integration process
and establishes itself for the future

There are four key elements to the
successful execution of a merger:

1) Knowledge - understanding an
organisation’s objectives and how
it wants to achieve them in order
to determine whether merger is a
feasible and appropriate option

2) Preparation — encompassing the
work and planning involved in
advance of orchestrating a merger

3) Negotiation — encapsulating the
means by which initial agreement
to the merger can be achieved

4) Collaboration - involving the
parties working together to
formalise and execute the merger

The four key elements are in turn
sub-divided into a number of specific
issues to address. Horizontal boxes
have been used to represent each
issue in an attempt to illustrate both
the phase in the process at which each
issue is typically first considered and
how long it can take to address.!>

As the framework above illustrates,
these issues are not necessarily tackled
chronologically and indeed many are
likely to be dealt with at the same
time as they are inter-related.

Knowledge
Snapshot
In order to evaluate the merits or otherwise of merger, it is vital that a charity
first understands itself. Once an organisation is clear about its own position, it is
better placed to determine how to move forward and - in the case of merger -
with whom.
Building the framework

Figure 2
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Self analysis : strategic management

‘Rather than seeing their role as
merely custodians of the status
quo, today’s leaders must be
proactive, anticipate change
and continually refine and,
where necessary, make dramatic
changes to their strategies.” 1°

Whilst this quote is taken from a text
book written for the private sector it
is equally applicable to the charitable
sector.

Table 1

ANALYSIS:
where are we now?

How will we measure progress and success?

10

What is our mission?

What are our vision, focus and values?
What are our strategic objectives?
What drives and motivates us?

How do we operate?
o what is our culture?

O what are our primary services and
what are our support functions?

O what is our current management?
structure and are there any
vacancies?

O what is our current funding profile?
o are we financially stable?

O how is our relationship with the
Trustees maintained and managed?

Who are our key stakeholders and what
is our relationship with them?

What are the organisation’s strengths,
weaknesses, opportunities and threats?
(traditional SWOT analysis)

Who are our “competitors” —real and
perceived; old and new; obvious and
obscure?

Who operates in the same field as us,
but offers complementary services?

What existing networks and
collaborative working arrangements do
we have in existence?

What are our key resources (financial;
physical; organisational; human;
reputation)?

What is happening in the external
environment (demographic; political;
economic; technological) and what is it
anticipated will happen in the future?

When considering a merger, Trustees
of a charity have a duty to ask
themselves if the proposed course of
action is in the best interests of the
charity.'” This requires self-analysis
and strategic management.

Strategic management can be defined
as:

‘The process of analysing the
organisation’s mission, values
and objectives, developing

DEVELOPING POLICIES AND PLANS:
where are we going?

® How can we better deliver on these/do
things differently to advance our mission
in the future?

® How do we achieve our goals?

® Are there gaps or inefficiencies in our
current service provision and support
functions?

e What about succession planning?
Do anticipated vacancies present an
opportunity for change?

e How will we continue to attract
funding?

e How do we maintain and develop
existing relationships between the
management team and the Board?

e How do we manage these relationships
going forward?

e How do we magnify our strengths,
minimise our weaknesses, maximise our
opportunities and counter the threats?

e Should they be our competitors and if
not, how could we work with them?

e If we worked with them, would we
advance our mission and operate more
efficiently?

@ Could our service be combined with the
complementary service?

® Could we formalise any of our existing
working arrangements?

@ Are these conducive to where we are
going and how we want to get there?

e How do we motivate our team?

e How do we need to adjust to capitalise
on changes in the external environment?



“A charity with
good and well
understood
governing
documents will find
it much easier to
achieve its aims in
relation to merger.”

policies and plans which are
designed to achieve these
objectives and then allocating
resources to implement the
policies and plans.” 8

In practice, these three steps involved
in strategic management are highly
interdependent and will not always
take place in a sequential fashion.'®
However, they do provide a basis from
which to initiate action.

Table 1 provides an overview of the
key generic questions an organisation
should ask itself at each of the steps
of strategic management.2? This has
been kept deliberately simplistic,
as creative thinking around these
concepts is most likely to generate the
best results.

The manner in which policies and
plans are implemented to deliver on
a charity’s business plan will vary on a
case-by-case basis, depending on the
output of the first two steps in the
strategic review.

Merger should at least be considered
by an organisation as a means of
achieving its objectives, thereby
providing the link to the next block
of the framework - ‘is merger the
answer?’

The concept of measuring progress
and success is then explored in more
detail thereafter.

What happened in practice?

e One organisation commissioned a
university study to ascertain what
its current beneficiary population
thought of the existing service
it provided and how it could be
improved. Whilst the overriding
response was that the beneficiaries
were satisfied with the support
they were receiving, the results
highlighted a preference for a
more co-ordinated approach to
service delivery; a ‘one stop shop’
rather than having to approach
multiple charities for assistance.

This research was critical in
establishing the organisation’s
thinking concerning the
appropriateness of a merger.

e The importance of identifying
the full range of competing or
complementary service providers is
highlighted in another example. ‘At
first glance, x and y appear to have
quite different objectives... but
ultimately the two organisations
found that they had a great deal
in common and were... in fact a
natural fit.’2!

Self analysis : is merger the answer?

Can you merge?

When considering a merger, it is
important to establish whether the
existing governing document permits
merger, as not all do. If they do
not, that does not necessarily mean
that a merger is not possible. The
legal documentation can often be
amended and updated by the Charity
Commission, if it can be demonstrated
that a charity cannot run effectively in
accordance with its existing governing
document.?? This is discussed in more
detail later in the section on the
Charity Commission. In some cases, the

charity itself will have the power of
amendment and will not need Charity
Commission approval to amend their
constitution; although legal advice
should be sought in this regard.

As this can take some time, it would
clearly be beneficial to know this in
advance to avoid derailing progress
further down the line. In her paper
on Legal Issues in Charity Mergers,
Debra Morris concluded that one
of the four most important general
lessons learned from the research
was that a charity with good and well

11



Table 2

Drivers for merger

e Increased profile and lobbying power

e® Address multiple needs of beneficiaries via “one stop

shop”

Retirement of one or more Chief Executives
Reduced overheads
Less duplication of senior management time, thereby

°
e Coordinate services centrally to address inequalities in freeing up time to focus on fundraising and strategy,
current standards of provision etc
@ Access to expertise e Funder pressure
e Increased geographical reach and visibility ® Better opportunities for staff
® Overhaul, update and unify services e® Longer term financial security/strengthened balance
e Economies of scale sheet
e Streamlined decision making (if membership organisation) @ Improved market intelligence/research capability due
e Increased purchasing power to economies of scale
e Maintain or improve position in a changing market place ~ ® Access to Trustees and other experience
e Reduced staffing costs e Provide a greater range of services to more people
e Skill transfer (one organisation has a strength in e Financial security
one area and the other in a different area, thereby e Users’ changing needs

creating a synergy)

understood governing documents will
find it much easier to achieve its aims
in relation to merger.23

facilitating some or all of the issues or
proposals drawn out of the strategic
review.

We refer to these as the “drivers” for
merger, and outline some commonly
cited examples in Table 2.

Should you merge?

In evaluating the possibility of merger,
an organisation needs to ask itself
whether it could achieve its aims and
objectives, advance its mission more
effectively and more efficiently and
implement its policies and plans more
readily, if it combined with another.

Table 3 below illustrates how the case
study interviewees who responded
to the supplementary questionnaire
collectively ranked some of these
drivers in practice.

It is important to establish, therefore,
whether merger could deliver value
for the organisation via addressing or

It is equally important at this stage
to be realistic about the potential
obstacles or barriers to merger that

Table 3: Ranking of drivers to merger

1. Provision of wider, more consistent service 52
2. Increased campaigning influence 45
3. Better geographical reach 36
4. Increased capacity to fundraise 36
5. Access to contacts 33
6. Reduced overheads 31
7. History of successful collaboration 29
8. Government/Local Authority encouragement 27
9. Prevent duplication of service 24
10. Rescue merger 21
11. Public perception 17
12. Access to Trustees 15
13. Pressure from funders 11

12



Table 4

Potential obstacles/barriers

@ Time, cost and resource constraints

Governance issues

O preservation of identity and brand

O duplication of Chief Executive and Trustees
o decision making powers/delays

Ego — preservation of autonomy and self
interest

Funding
O cannibalisation
O retendering and time lags as no track record

Financial issues, for example
O pension issues
O permanent endowment restrictions

Legal considerations, for example

O is merger permitted under current
governing document?

O any ongoing disputes

Cultural fit

Potential solution or action

Grant or loan to cover costs
Internal staff movements
Engage interim support staff
Engage external consultants

Most action would require buy-in from

and negotiation with merger partner, and
therefore can not be fully determined in
advance. However, it would still be appropriate
to have initial views in this regard, to bring to
the discussion

Robust business plan, outlining the relative
merits of merger
Frank, honest, open discussion and negotiation

Early discussion with funders

Should be identified via upfront analysis and/or
via the due diligence process

May require assistance from auditors and/or
lawyers, and the Charity Commission

Liaise with lawyers and the Charity Commission
about making necessary amendments
Accelerate resolution of disputes

Techniques required to manage it

Reference to

practical exam-
ples

See page 20
See page 22
See page 22
See page 23

See page 33
See page 34
See page 43

See page 33

See page 16

See page 29

See page 21

See page 45

an organisation may face, so that they
can be assessed and, where possible,
solutions found. Rigorous analysis
now should mean fewer surprises and
delays further into the merger process
and put an organisation on the front

with some high level comments about
how they could be addressed. We
will discuss these issues in more detail
later in the paper and reveal how case
study organisations tackled them in
practice.

foot as it enters into any negotiations.

Table 5 below provides an
overview of how significant a
number of these potential obstacles

Table 4 provides an overview of some
of the key points to consider, along

Table 5: Ranking of obstacles to merger

1. Contingent liabilities or other issues identified through the due diligence 31
2. Poor internal communication 30
3. Other demands on key personnel time 28
4. Poor external communication 26
5. Complexity of the process 26
6. Legal issues 25
7. Individual ego/personality 24
8. Governance differences 17
9. Lack of cultural fit 16
10. Lack of clarity over relationship 14
11. Cost constraints 12
12. Funder opposition 6
13. Incompatible objects 5
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were perceived to have beenin practice,
per the case study interviewees’'
responses to the supplementary
questionnaire.

Such drivers and barriers would also
need to be assessed for other forms of
collaborative working in order to assess
their relative merits vis-a-vis merger or
retention of a standalone position.

The power of the business plan
For some organisations, the conclusion
of the strategic review will be that
merger is not in the best interests of
the organisation or its beneficiaries.
There is now a robust rationale for
that decision, a reinvigorated focus for
the organisation’s development and
an up-to-date platform from which to
regularly reassess its options.?*

If, merger still looks like a significant
option, then the output should:

e provide the groundwork from
which  the organisation can
proactively initiate merger
discussions and, where the other
organisation is receptive, progress
quickly to the shared analysis and
negotiation phase;

e demonstrate  the anticipated
benefits of merger to an
organisation’s stakeholders, thereby
creating buy-in;

e stand up to any challenges from
internal or external commentators;
and

Identify merger partner/s

Having been through the process
of self analysis, the organisation
may now determine who the most
appropriate merger partner/s may
be (or alternatively they require a
mechanism for doing so as we will
discuss below in the section on ‘the
approach’).

Some key questions need to be
considered for any potential partners.
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e enable the Trustees of the charity
to demonstrate that they are acting
in the organisation’s best interests.

What happened in practice?

In one of the case studies, Charity A
reviewed its options and initiated a
“tender process” to find a partner to
merge with, with a view — amongst
other things — to securing its financial
stability. Having taken the initiative
to enter into such a process, Charity A
had established a position of control
at the outset of the process that it
may not otherwise have had.

At the same time, Charity B had been
reviewing and updating its business
plan. Whilst they were not overtly
pursuing merger  opportunities,
having undertaken this review it
became apparent that if the right
organisation came along, merger
could be a viable option. When they
subsequently became aware of the
opportunity to merge with Charity A,
they were in a strong position to use
the plan, react quickly to demonstrate
both internally and to the Trustees
of Charity A that they were a strong
merger partner, and thereby ensure
that they were considered in the
tendering process.

These are outlined below. Initially,
some high level answers can be derived
from publicly available information
(such as annual accounts and the
charity’s website) and combined with
knowledge gleaned from any existing
working or personal relationships. This
information should be incorporated
into the business plan presented to
Trustees.



Table 6

Identifying our partner: is there a strategic fit?

® Isthere or could there be a shared vision for what the merged organisation might look like and what services it might

provide?

In what areas do the merger partners complement each other and where are they incompatible?

What level of synergies could arise through merger (to build into “measuring outcomes” analysis)?

Do they have the skills, strengths, contracts and resources to help deliver the perceived benefits of merger?

Can your organisation “manage” its perceived weaknesses and can they help address your organisation’s issues?
Is there an alignment in ideology; governance and strategy that could be built upon?

What could be their motivation to merge (if any)? Are they financially stable?

Could we work with this organisation, develop a relationship of trust, and deliver something new?

Does merger with this specific organisation pose any financial risk, in the short, medium or long term?

Sources:  La Piana, D (2008). The Non Profit Merger workbook. Part 1 : The Leader’s Guide to considering, Negotiating and Executing a Merger

Cairns, B; Harris, M and Hutchinson, R (2003). Key Findings on Voluntary Sector Mergers. Centre for Voluntary Action Research, pp 7 -9

Measuring outcomes

As illustrated in the framework
on page 9 the requirement to
measure outcomes extends from the
exploratory phase right through to the
post-deal phase. For these purposes,
outcomes are defined as:

‘The changes, benefits or effects
that happen as a result of an
organisation’s activity.” 25

As with strategic planning, there
should be nothing new per se for
charities with regard to the use of
outcomes metrics as, drawing on the
'Hallmarks’ once again, we are told
that:

‘an  effective charity sets
achievable targets and
indicators against which success
and improvement is measured
and evaluated’.2®

What may be new, however, is an
understanding of their applicability in
pre and post merger evaluation. Pre-
deal, the case for merger is enhanced
if an organisation can demonstrate the
anticipated financial and operational
impact of the proposed partnership.
Post-merger, it is important to track
progress against the initial targets.?’

Such monitoring and evaluation
not only vindicate or otherwise the
original decision to merge, but also:

e focus future decision making and
resources and enable learning and
development;

e make people accountable: funders
and other stakeholders are
increasingly requesting evidence
of any project’s success;

e help achieve ‘clarity of purpose
and ensure that Trustees, staff and
volunteers are all pulling in the
same direction’;?8 and

e can be motivating for employees
and volunteers post deal as targets
are reached.

Initial analysis and forecasting
undertaken now can then be
developed, flexed and finalised as the
process progresses and the parties to
the merger work in an increasingly
collaborative manner.

The Charity Evaluation Services
website includes a number of online
publications relating to the use of
outcomes, and therefore the detailed
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Figure 3

Measuring outcomes

Define aims and objectives

® Break each specific aim into outcomes (typically a few per aim)

O where possible, quantify the outcomes (e.g. an x% reduction in overheads)

O be realistic

O set timescales for achievement

e Ensure that you have the necessary information and systems to monitor and

track your outcomes

concepts are not covered here.
However, in simplified overview, the
approach they suggest is as shown in
Figure 3.

Clearly, assessing outcomes will be
easier for some organisations than
others. However, as La Piana states
in one of his articles on non profit
mergers:

Intraorganisational buy-in

Having determined in principle that
merger is the answer and having
identified a potential merger partner,
it is important that some key players
buy-in to this decision. Clearly, the
timing of such discussion is key and
the sensitivity of the topic may require
that initial feasibility discussions are
restricted to just a few key individuals.

Figure 4

Levels of buy-in

Leadership

‘The  more  specific the
anticipated  outcomes, the
easier it will be later on, during
merger negotiation, to assess
whether the structure you
intend to create can reasonably
be expected to produce those
outcomes and... the easier
to measure the outcomes
after the merger has been
consummated.”’ 29

Over time intra-organisational buy-in
to a merger will need to take place
at a number of levels, as illustrated in
Figure 4.

As illustrated in the framework on
page 9, the buy-in established at
this phase in the process must be
maintained throughout. Tensions

e Trustees e Founder members e Senior management

External stakeholders
e Funders e Beneficiaries

Internal Stakeholders
e Staff e Volunteers
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“A strong business
plan can help to
overcome a wide
range of objections
particularly when
personalities may
be getting in the
way of the greater
good.”

will inevitably arise and it will be
important to refer back to the original
rationale for merger in order to keep
people on track.?’

Trustees, founder members and
the senior management team

If merger is a viable strategic option,
it is critical that these individuals are
given a chance to:

e understand the rationale behind it;

e challenge and test the motive and
logic in order to tailor and enhance
the proposition; and

e where appropriate, request that
additional analysis be undertaken
before pursuing the opportunity
further.

From here, they should be in a position
to either agree as a group to support
the merger or, if the original business
plan and analysis is flawed, stop the
process at this stage. It is appropriate
to reflect at this point on the role of
Trustees. As Anne-Marie Piper notes
in her article in ‘Charity Finance’,
inherent within the duty to act in
the best interests of the charity are
a number of subsidiary duties which
include:

e acting prudently to ensure that the
charity is and will remain solvent;

e exercising proper stewardship of
the charity’s assets; and

e avoiding or dealing appropriately
with conflicts of interest.3’

Assuming a decision is made to move
forward:

‘organisational members who
may be personally opposed to
the decision — Board or staff —
are faced with the decision of
either supporting the effort or
resigning... minority rights are
important to the non-profit
sector but should not extend to

the point where the minority
is working publicly against the
majority’s position’. 32

As noted above, ‘a strong business
plan can help to overcome a wide
range of objections particularly when
personalities may be getting in the
way of the greater good'.?

However, there will also be a need
to address any issues associated with
a desire to retain organisational
autonomy and individual self interest,
often referred to collectively under
the banner of "ego”.

When there are strong personal
and emotional attachments to the
organisation, it can be difficult for
key personnel to remember that their
prime concern must always be the
charity’s interests. Yet such emotion
must be identified and channelled
upfront. It would be inappropriate
for individuals to knowingly or
unintentionally prioritise their
own personal agenda to that of
the organisation or to confuse the
organisation’s mission with their own
individual desires and aspirations.>*

Encouraging:

‘open and frank discussion
about the fears and concerns
individuals have about
loss of autonomy for the
organisation should help clarify
misunderstandings, create
compromises and articulate the
advantages to be gained for a
lesser degree of autonomy’.3>

With regard to the question of
whether or not ego was a potential
barrier to merger, as outlined in the
table on page 13, the consolidated
results of the questionnaire ranked
it as a mid-table issue. However,
this ranking hides a wide variation
of responses — some interviewees
regarded it as a key issue whilst others
gave it no importance.
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What happened in practice?

One case study interviewee noted the
importance of not allowing the few,
often loud, negative voices to divert
attention and disrupt the process.

Another noted that if the buy-in is
fragile at the top, it is unrealistic to
think that the rest of the organisation
and its stakeholders will follow. The
organisation’s leaders need to be
either ‘in or out’ once the merger has
been accepted by the majority to be
in the interests of the organisation
involved; if this is not the case,
there is a real risk that “outside the
Boardroom” dissent will disseminate
and undermine the whole process. To
avoid this happening, it is important
that people share their anxieties and
thrash out their concerns upfront to
reach an agreed upon position.

A need for support?

In order to encourage senior
management teams and, in particular,
Trustees, to be more open-minded
and alive to the potential benefits

of merger, it is important that they
are provided with an appropriate
forum to both keep them abreast of
the latest thinking in this regard and
encourage the sharing of best practice
and experience. This idea is discussed
in more detail in the recommendation
section below.

Other stakeholders

(external and internal)

In many cases, public talk of merger
can be unsettling for an organisation.
As such, it is unlikely to be appropriate
to consult with ‘other stakeholders’
and solicit their buy-in to merger until
a firmer commitment to merge is in
place.

However, it is important to determine
whether there is a discrete group of
stakeholders — such as primary funders
— who need to be consulted at this ‘in
principle’ stage because, without their
buy-in, the process would not get off
the ground.

“Open and frank
discussion about
the fears and
concerns individuals
have about loss

of autonomy for
the organisation
should help clarify
misunderstanding,
create compromises
and articulate the
advantages to

be gained for a
lesser degree of
autonomy.”

Preparation

Snapshot

Having established that merger is a good strategic option for an organisation,
what practical issues need to be addressed in advance of moving forward?

Building the framework

As illustrated diagrammatically in
Figure 5, the preparation work is
typically initiated in the ‘exploration’
and ‘initial feasibility’ phases of the
merger framework.

The approach

Making the first move

In some cases, a charity will have an
existing relationship with its potential
merger partner at Chief Executive
or Board level. Indeed, of the case
study organisations interviewed, the
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majority of initial approach discussions
took place between the Chief
Executives or Chairs of organisations,
meeting over lunch or dinner to
establish whether a merger of the
organisations could be beneficial.



Figure 5
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Exploration phase Initial feasibility phase Detailed appraisal and execution phase

The approach

Cost and funding

House in order

Resource management

External advisers

Charity Commission

Timetable and execution

In many cases, this initial courtship
developed into a more formal
negotiation process and ultimately a
‘marriage’ of the organisations in the
form of merger.

But what happens in the absence
of such relationships? Furthermore,
what if you have not yet identified
a specific merger partner and are
interested more generally in meeting
with organisations that are themselves
interested in such an arrangement?

A gap in the marketplace

In the private sector there is an
established brokering network
operating in the form of the
investment bank, where a deal team
acts as an intermediary between

Costs and funding

Embarking upon a merger - from
the exploratory phase through to
the post-deal phase — can be a costly
process.

As illustrated diagrammatically in
the framework above, it is therefore
important that cost analysis is initiated

Formal merger date

Post deal phase

buyers and sellers of businesses.
Typically, the investment bank
provides a suite of services ranging
from estimating the value of a business
and advertising it for sale, through to
handling potential buyer interviews
and guiding the transaction through
to completion. The investment bank
receives a commission payment for its
services.

Clearly, within the charity sector
a number of these services would
either not be required or would need
tailoring. However, there is merit
in having a brokering arrangement
in operation to enable mergers of
charities. This idea is developed
further in the recommendations
section on page 53.

in the exploratory phase and factored
into the business plan. In this way, a
charity is clear that the time and costs
spent in effecting a merger will be
justified.3°

Costs to be considered are both direct
cash costs, that are easily identified
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and managed, and non-cash costs
which are potentially more difficult to
assess. Non — cash cost are considered
in the resource management section
on page 22.

Minimising cash costs

Cash costs, will vary significantly
depending on the size, scale and
complexity of the merger and the
level of external adviser assistance
required. However, they will typically
include:

e legal and financial advice -
including due diligence;

e relocation costs;
e redundancies;

e systemsupgradesand management;
and

e rebranding and marketing.

Whilst the cost of considering and
implementing a merger do represent
a proper call on the funds of a charity,
there are a number of ways they
might be reduced, including:

1) undertake some of the work in-
house rather than pay external
advisers;

2) determine whether there is an
opportunity for some of the work
to be undertaken on a pro bono
basis;3’

3) if not, ask advisers to tender for any
professional services work required
to ensure that a competitive price
is achieved;

4) seek out grant funding. A number
of grant making bodies do provide
ad hoc funding to cover costs
associated with a merger (see
recommendation section for further
discussion in this regard); or

5) consider whether there are any
supporters that may wish to make
a donation to cover merger costs
because they believe in the benefits
that merger could deliver.
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What happened in practice?

One of the case study organisations
received some pro bono market
research work that focussed on the
external environment the charity was
operating in and key sector issues.
This helped the team to shape what
the merged organisation would look
like going forward with minimal cash
or non-cash cost to the organisation.

One organisation that has historically
provided grant funding to
organisations undertaking a merger
is Lloyds TSB Foundation. In advance
of funding a merger, a Lloyds’
grant maker will explore with an
organisation pre-grant issue whether
they have a well considered business
plan that incorporates an assessment
of the anticipated benefits and
risks associated with the proposed
partnership. In addition, they will seek
to understand how the organisation
intends to measure outcomes and
monitor success. Both of these points
highlight the importance of the
‘self analysis’ phase in enabling an
organisation to demonstrate the
anticipated benefits of merger to key
stakeholders.

Anotherofthecasestudyorganisations
obtained a one-off grant from its
primary funder to cover some of the
merger costs. Another received a one-
off donation from a supporter who
had seen the organisations working
alone and believed they would work
even more effectively together. In
both cases, this financial support was
critical to the merger progressing, as
the organisations had limited working
capital available and may not have
been able to proceed without this
cash injection.

Of course, a grant or donation of this
kind should only usually be accepted
if there is a strong likelihood of the
merger proceeding and the Trustees
are of the view that this is likely to be
in the best interests of the charity.



Room for improvement?

Even with the above options to explore
there is an apparent need for a central
fund targeted specifically at providing
short term funding to organisations
considering merger.

The Government has already taken
some action in this regard, with the
launch in March of this year of the
£16.5 million Modernisation Fund.

According to initial guidance material:

‘The fund will support viable
third  sector  organisations
to access specialist services

in order to restructure...

House in order

As we shall come on to discuss in
more detail below in the negotiation
phase, a key part of any merger
process is the formal due diligence.
In overview, as part of the due
diligence phase, organisation A
will require access to information
about organisation B. Appendix
2b cross refers a reader to some
recent reference material and a
Charity Commission checklist, which
highlights the information that will
typically berequired foraduediligence
exercise. This would cover financial
information, legal documentation
(including that relating to employees,
property and intellectual property)
and strategic analysis.

In advance of the formal due diligence
phase, one way to proactively manage
cost is for an organisation to engage
in-house resource to gather together
the information and documentation
outlined in the standard checklist.

Having such information available for
review by the merger partner from
the outset should not only speed the
due diligence process up but also
reduce future external adviser costs.
In addition, the internal collation

and where further financial
support is required, offer
either grant or loan funding...
to purchase the specialist legal,
financial and employment
advice and guidance that
organisations require to merge
or collaborate.’

Futurebuilders and Capacitybuilders
who are administering the fund are
currently accepting applications for
funding. The merits or otherwise of
this proposed approach are considered
further in the recommendations
section on page 53.

process may reveal issues that the
organisation had not identified via its
strategic review. If this is the case, the
organisation has time to address, or at
least understand, the implications in
advance of the formal due diligence
process.

What happened in practice?

In terms of practical experience from
the case study organisations, property
and employment contracts were often
identified during the due diligence
phase as an area where there was a
lack of up-to-date, well understood
documentation. In some cases, this not
only slowed the process down but also
presented previously unknown risks
late in the day, which was unsettling
for the parties involved. As such,
organisations may wish to prioritise
these areas when getting their house
in order.
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Figure 6
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Resource management

As noted above, in many instances the
cost of a merger in terms of man-hours
is likely to be as difficult to manage as
the cash cost. It is important therefore
that an assessment is made upfront of
what resource is required and whether
or not it is available internally.

At a high level, depending on the
nature of the merger, there will be
a need for people to fulfil the roles
shown in Figure 6.

Trustee oversight

Given their fiduciary duties, the role
and input of the Trustees cannot be
substituted or outsourced and there is
little that can be done to reduce the
level of Trustee input required.

Merger Committee and working
group involvement

The role and constitution of the
Merger Committee and working
groups are discussed inthe negotiation
section below. In terms of their impact
on resourcing, some organisations
will have sufficient capacity at the
required levels within the organisation
to proceed on the basis of ‘business as
usual’ and overlay the additional work
load. Other organisations however,
may need to re-deploy some of their
existing resource in the short term, to
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free up senior management time to
focus on the merger.

Clearly, this requires balance. It would
be inappropriate for individuals to
forego their day job if the organisation
is to continue to run effectively.
However, a number of techniques can
be used to ensure that individuals do
not become overloaded and thereby
ineffective. We illustrate this with
some case study examples.

One organisation identified at the
beginning of the merger process
that their most senior people would
be heavily involved in the merger
process. They therefore assessed
where they needed to empower
more junior members of the team
to take on additional responsibility,
with appropriate supervision. Not
only did this approach free up senior
management time, but also the
people entrusted with additional
responsibility felt that they were
given an opportunity to develop as
individuals, and play an increasingly
important part in the future
development of the organisation.

Another organisation made use of
interim positions. Some individuals
who were not taking on permanent




posts in the new organisation were
retained into the post deal phase,
in order to ensure that there was
sufficient knowledge and capacity to
implement the merger effectively. It
is important in this scenario to ensure
that these individuals are committed
to and believe in the merger in spite of
the fact that they will not be involved
longer term.

One further idea to explore is
whether or not there is a need and
opportunity to engage temporary
staff to undertake some of the day-
to-day work.3 This would address a
short term need and, by the nature
of a temporary contract, provide a
flexible solution to the problem.

Due diligence and legal requirements
Due diligence and legal requirements
are discussed as issues in their own

External advisers

Organisations engaged with external
advisers in the following two areas:

1. to undertake due diligence or
provide legal advice;

2. toactasanindependent facilitator,
overseeing the complete merger
process at a high level.

Due diligence and legal advice
This section should be read in
conjunction with the section on Due
Diligence on page 29.

What happened in practice?
It is interesting to note at the outset
some recurring themes from those
of the case study organisations that
specifically commented on the due
diligence and/or legal advice:

e there was considerable variationin
the extent to which external due
diligence was solicited and also the
extent to which it was deemed to

right below. However, a couple of
points are worth mentioning in the
context of resourcing. If the necessary
expertise is available in-house, using
an internal team may make the
process less intrusive and help to
establish trust and initial working
relationships between two teams
that may ultimately work together. To
achieve this, however, it would usually
be sensible to sit down with your
legal advisers to establish early-on
the main risks and issues which
may need to be referred externally.
It is imperative that the team
remain  sufficiently independent,
objective and confident to ask
the searching questions required,
without jeopardising those working
relationships.?? If this is not feasible,
it will likely be appropriate to engage
external advisers more fully in the
process.

be critical to the process (although
all recognised that Trustees had a
duty of care in this regard);

e with regard to the importance of
good, competent legal advice, the
perceived need and benefit was
more uniformly accepted,;

e where advisers were used,
previous merger experience or a
good understanding of the sector
was considered important; and

e in most cases organisations used
their existing legal advisers to assist
with the transaction, although a
few did choose to engage another
firm who they felt had more
experience to deal with a merger
project.

The diagram in Appendix 5 shows
that the interviewees rated external
advisers as ‘relatively important’ in
terms of their contribution to the
overall success of the merger process.
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Can one adviser work for both parties?
Many readers will be surprised by the
idea of one set of advisers acting for
both parties due to perceived conflict
of interest issues, especially if they
have experience of M&A activity in the
private sector where this is unheard
of. However, the suggestion becomes
more palatable when we reflect on
the fact that the primary purpose of
the advice is different.

Due diligence is a tool for ensuring
that due care has been taken before
entering into a transaction. It is a
useful source of information for the
organisation and may uncover a
reason to walk away from a deal. In
the private sector, the information is
also used to influence and negotiate
on price, which requires a greater
element of confidentiality and
interpretation. Whilst there are still
negotiations to be had in charity
sector mergers, they are not over
headline price and therefore the need
for the same degree of confidentiality
is removed. Furthermore, the due
diligence exercise itself can be
extended and refined to assist with
the development of a combined
business and integration plan to take
the ‘'new’ organisation forward.

In all cases where the interviewee
specifically commented on the due
diligence and legal advice, a separate
set of advisers was engaged by each
party to the transaction. However,
there is a valid argument for using one
set of advisers to advise both parties,
which should result in both cost and
time savings.

Similarly with legal advice, in the
absenceofheadlinepriceconsiderations
and on the understanding that both
charities are working for the same end
rather than against one another, there
should be no reason, in principle, why
two separate sets of advisers need to
be engaged.*!

The case for one set of legal advisers is
forcefully advocated by La Piana in all

24

his work on non-profit mergers; albeit
that this work is US rather than UK
based. In addition, one of the advisers
interviewed noted that, whilst legal
opinion is divided on the merits of the
‘one firm' approach, they had seen
it work successfully on a number of
mergers they had been involved in.

It is important to note, however, that
Trustees must balance the desire to
minimise cost by using one set of
advisers, with their duty to act in the
best interests of their own respective
charity; which in many cases will
necessitate at least some input from
an independent adviser.

In practice, advisers will be subject to
professional codes of ethics and may
not be able to take instructions from
both parties in a merger situation, as
there will invariably be an actual or
potential conflict of interest between
the parties. However, it may be
possible for one party to instruct its
advisers to produce fair and balanced
transfer documentation and/or to
provide information to the other party
in relation to issues affecting the other
party’s interests, which may provide
sufficient comfort to the Trustees of
the other party to enable it to proceed
without obtaining separate advice.
Ultimately, each party will retain the
right to obtain its own independent
legal advice, should this be required.

The trusted adviser

There can be ‘indirect’ benefits
associated with the use of external
consultants. One case study
interviewee noted that the
involvement of the organisation’s
accountants, who had significant
expertise in the sector, enhanced
the credibility of the transaction,
in particular with the Trustees.
The accountants had sufficient
independence from the organisation
to articulate the merits of the merger
and sufficient expertise to act as a
sounding board for the Trustees,
without there being any accusation of
there being a personal agenda.



Finally, external advisers can also
draw on past experience to suggest
alternative perspectives or more
beneficial ways of approaching a
problem than have been considered
internally.*?

Ad hoc projects

In cases where the majority of the
due diligence is undertaken in-house,
it can still be beneficial to engage
an external adviser to undertake
specific sections of the work if there
is a need to gather information of a

The Charity Commission

Overview

As outlined in the intra-organisational
buy-in section above, it is important
early on in the merger process to
consult on a discrete basis with certain
stakeholders. A stakeholder that is
common to all charities is the Charity
Commission, in its role as regulator
and registrar of charities in England
and Wales.

Following recommendations made
in the Cabinet Office's Strategy Unit
Report ‘Public Action, Private Benefit’
in 2002, the Charity Commission
established a small team of people
dedicated to addressing enquiries
related to mergers and collaborative
working. The aim of this unit is to:

‘help facilitate complex
mergers and  collaborative
working arrangements and to
disseminate useful information
about the subject’.

Consent to merger

The majority of charity mergers do not
require Charity Commission consent as
a charity's governing document will
usually contain the powers needed
to allow it to merge with another.
However, if it does not contain
such powers, organisations should
initiate discussions with the Charity

confidential or sensitive nature; for
example with regard to employee
salaries. In these circumstances,
someone completely detached from
the organisation can help facilitate
trust amongst the organisations and
reassure stakeholders that decisions
are being made on an independent
and objective basis.*>

Independent facilitator

The benefits of appointing an
independent facilitator are explored
in detail on page 52.

Commission early in the process in
order to avoid delay later down the
line.

According to a representative from
the Mergers and Collaborative
Working Unit, most legal issues or
obstacles that could hinder a merger
are surmountable if tackled up front.
They should not, therefore, act as
a deterrent to bringing charities
together.

Register of Mergers

The Charities Act 2006 required
the Charity Commission to set up a
Register of Mergers. The purpose of
this legislation was to ‘ensure that,
where charities have merged, any
future legacies in their name will
be applied to the successor charity
directly, once the merger has been
registered with the Commission. As
such, failed legacies should no longer
require a scheme to apply the funds
to the successor charity nor should it
be necessary to leave shell charities
on the Central Register of Charities to
receive legacies.

For some charity mergers, inclusion
on the register will be compulsory
whilst for others it will be voluntary,
depending on the way the constituent
charity(ies) have chosen to transfer
property to the successor charity.
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Simply, if they have used a ‘Vesting
Declaration’ (a deed transferring
title to property including land
and buildings) then registration is
compulsory. If they have not used one,
registration is voluntary.

One note of caution; at the time
of writing; there is a debate as
to whether or not the Register of
Mergers achieves its objective. Some
lawyers maintain that it is flawed
because charities might not be able
to receive legacies made out to their
pre-merger names.”’ As such, there
are calls for an amendment to the
Charities Act to address this issue and
in the meantime, many lawyers are
advising merging charities to retain
shell organisations post-merger to
ensure legacies are protected.

Anne-Marie Piper’s recent article in
Charity Finance explores this issue
further, along with discussion relating
to the limitations associated with
Vesting Declarations.*?

Ad hoc advice and deregistration

If a particular merger does not
require Charity Commission consent
and does not meet the conditions

Timetable and execution

The amount of time that it will take
to execute a merger will be influenced
by a multiplicity of factors including
the complexity of the transaction and
the number of parties involved.

As noted in the section on self
analysis, Trustees have a duty to act
in the best interests of the charity
they represent. Making sure that any
decision to merge is compatible with
this obligation will clearly require
time.

However, it is equally important to
set stretching targets and not to
procrastinate unduly on ‘non issues’
in order to maintain momentum and
enthusiasm for the project. Indeed,
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for compulsory registration, then
the Charity Commission may not be
involved in the process until either
there is an ad hoc question that an
organisation requires assistance with
or the merger is complete and one or
more charities needs to be removed
from the Register of Charities.

Examples of some areas where the
Charity Commission has published its
role in providing ad hoc advice on
specific issues include:

e When Childline merged with NSPCC,
branding was identified as a key
issue impacting the attraction of
funding. As such, after the Childline
assets were transferred to NSPCC,
the Charity Commission arranged
for the name Childline to become
a working name of the NSPCC,
thereby ensuring that beneficiaries
received a seamless service;>' and

e In the case of the merger of one of
the case study organisations, the
Charity Commission was involved
in providing advice on the wording
of the objects for the new charity
and the treatment of assets held by
both charities on merger.

one of the case study organisations
highlighted this as a golden rule; do
not get derailed by inertia.

A project plan should be drawn-up,
in consultation with an independent
facilitator as appropriate, outlining
the specific steps needed to proceed to
completion, allocating responsibility
for each task and a timescale or
deadline. The plan should help
keep the merger on track, providing
structure and focusing people’s minds
on impending deadlines. Breaking
the process down into distinct parts
should help sustain interest, energy
and commitment to the process as
milestones are reached and people
can see that progress is being made.>3

“A golden rule of
merger... do not
get de-railed by
inertia.”



Negotiation

What happened in practice?

Case study evidence confirms
these assertions. For example, one
interviewee noted the aim to drive
forward quickly to reduce times of
uncertainty for staff and stakeholders.
Another emphasised the need to keep
the momentum going; once you know
what you are trying to achieve, move
quickly to achieve it. In order to do
this and stick to an agreed timetable,
they noted the importance of holding
people to agreed dates and making
people accountable for specific tasks.

In a number of the case study
examples, interviewees commented
on the importance of engaging a
dedicated project manager with the
necessary expertise and resilience to
take responsibility for overseeing the

merger process from the planning
phase to completion.

A final interviewee commented that,
at times, lack of upfront planning
and a tendency to focus on getting
things done quickly resulted in certain
issues that could have been more
efficiently tackled pre-deal, being
deferred to address post-deal, thereby
delaying the final integration of the
organisations.

As can be seen from the diagram in
Appendix 5, upfront planning and
timetable was considered to be
extremely significant in contributing
to the success of the mergers that
questionnaire  respondents  were
involved in.

Figure 7
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Snapshot

Having outlined some of the essential preparatory elements of a merger process
it is time to build the foundations and explore some of the key elements of the

negotiation phase.

Building the framework

As illustrated diagrammatically below,
the main negotiation around the
overriding terms of the final merger

Merger Committee and interaction with the Board

Shared analysis

High level due diligence

Cross-organisational buy-in

Memorandum of Understanding

Detailed due diligence

Chief Executive

commence in the ‘initial feasibility
phase’, although evidently the bulk of
what is agreed here should be carried
through to completion.

Formal merger date

Exploration phase Initial feasibility phase Detailed appraisal and execution phase

Post deal phase
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Merger Committee and interaction with the Board

Merger Committee (sometimes
referred to as Steering Group)
Responsibility for negotiating and
executing the merger is typically
delegated to a Merger Committee
comprised of representatives from
the charities involved; albeit that
approval of all final decisions rests
with the Trustees of the participating
organisations, given their duty to
accept over-riding responsibility for
the general control and management
of a charity.>*

As a minimum, a typical Merger
Committee would be comprised of
the Chief Executive, Chair of Trustees
and Finance Director of each of the
charities involved.>> However, this
will often need to be flexed to take
account of specific circumstances, such
as:

e a need to keep the number of
individuals participating in
negotiation to a manageable level;

e the funding profile or the
number of individuals employed
by a particular organisation
necessitating involvement of the
fundraising director and or human
resources director respectively;

e the intended legal structure of the
merger; and

e involvement of a director with
previous merger experience.

The individuals who comprise the
Merger Committee must have an
ability to communicate effectively,
negotiate in good faith and commit
the time to attend all required
meetings.>®

The Merger Committee is likely to
require advice and support from other
specialists within the organisation. As
such, working groups are typically

28

formed to focus on specific areas of
the process (such as finance or HR).
Working groups have a role:

‘providing reports, organising
logistics, answering questions
and ensuring communication
while the Committee conducts
the actual negotiations’. 57

In  the questionnaire responses,
Merger Committee and Trustee
leadership throughout the process
scored 50 out of 60 in terms of overall
importance to the success of the
merger (see Appendix 5), making it
one of the most important aspects for
participants.

Interaction with the Board

As the Trustees of the participating
organisations are ultimately
responsible for approval of a merger,
they need to communicate regularly
with the Merger Committee and
ensure that the decision making
process is efficient enough to maintain
momentum.

As an example, at the outset of one of
the case study organisation mergers,
a decision was made to both increase
the number of Board meetings and
align the timing of the meetings
of the Boards from the different
organisations. This was critical to
maintaining momentum and reducing
time gaps of uncertainty. There was
never a situation where one Board
had approved a decision whilst
another was not due to convene for
some time.

In another example, the normal
time frame for Board meetings was
retained, which delayed approval of
some critical commercial decisions.



“In many situations,
a ‘light touch’
approach to due
diligence will be
appropriate...an
organisation should
not feel pressured
into a full belt and
braces approach
where they have

a considered
rationale behind
that decision.”

Outside assistance

If the Merger Committee and the
Board are concerned that, between
them, they do not have any prior
experience of merger, it should be
worthwhile and ultimately more cost
effective to engage an experienced

Shared analysis

Shared analysis relates to the sharing
of some or all of the organisation’s
self analysis with the proposed merger
partner (on the understanding that
they will do the same).>?

This initial sharing of high level
informationshouldenable both parties
to provisionally confirm whether their
own stand-alone assessments of the
benefits and risks associated with the
proposal are realistic and in line with
those anticipated by the other party.

Depending upon the level of
information provided, it may also
provide an opportunity to begin

Due Diligence

What is it and why do it?
The NCVO defines due diligence as:

‘the steps an organisation takes
to assure itself that a merger
is in the best interest of the
organisation and beneficiaries
and describes the investigation
of one organisation by another
in advance of merger’.60

There is a significant difference
between the requirement for due
diligence in a private sector transaction
and one between two charities. In
the case of the former the primary
purpose of the due diligence is to
satisfy the buyer that the price they
are proposing to pay for a business
is reasonable once any hidden
or potential liabilities have been
unveiled. In the case of a private sector
merger the merger ratio, effectively

facilitator. Whilst a facilitator cannot
make decisions on behalf of the
organisations, they can draw on their
experience to guide the parties and
thereby ensure that all key issues are
discussed and decisions made.>8

to update and refine the indicative
forecast outcomes of each entity into
a more cohesive and demonstrable set
of combined outcome measurables.

From a legal point of view, it would
be good practice to ensure that both
parties have signed a confidentiality
agreement before any information
is shared. In signing a confidentiality
agreement, an organisation agrees
to adhere to a number of conditions
relating to the confidential
information to which it will be given
access. Standard templates can be
found on the NCVO website or
obtained from legal advisers.

the valuation of each of the parties by
the other, can also be impacted by the
results of due diligence.

For charities, there is no purchase
consideration. So while the Trustees
have a statutory duty of care and
prudence to ensure that they act in the
best interest of their charity it will be
on a go or no-go basis.®’ Due diligence
is therefore critical to both parties, be
they transferor or transferee.

‘Trustees transferring assets
in an amalgamation need to
avoid any transfers that could
breach their duties regarding
the application of those assets.
Similarly, Trustees receiving
assets have to assure themselves
that they are comfortable with
any attached liabilities.” 62
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In order to undertake due diligence,
each organisation requires access to
the other’s records (financial, legal
and strategic), which should be
straightforward to arrange if both
have their ‘house in order’ and there is
a confidentiality agreement in place,
as recommended above.®3

As an organisation will be divulging
commercially sensitive information,
it is critical that the parties have a
relationship of trust and genuine
commitment in principle to merger,
before such information is released.

Once each organisation has had time
to consider the documentation and
raise queries, the output should be
a concise written summary of the
identified risks and opportunities that
indicates the likelihood of a liability
arising and steps that could be taken
to mitigate the risk.%4

From here, the Merger Committees
and the Trustees should be in a
position to determine - in principle
and subject to anything fundamental
that materialises further down the
line - whether or not merger is
feasible and in the best interests of
their respective charities.

Trustees should not feel pressured
into merging with an organisation
simply because the alternative is that
the other entity would otherwise
fail (as may be the case in some
rescue mergers). If the high level
due diligence suggests that merging
would put the more financially stable
organisation at risk, jeopardises
its continued sustainability, or be
imprudent, then the decision should
to be taken to walk away.

How much due diligence should
be done?

A number of factors will influence
the decision about the /evel of due
diligence required, for example:

e the size and nature of the
transaction;®>
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e the extent of existing relationships
between the organisations;

e therisk profile of the organisations;
and

e the organisations’ joint assessment
of how worthwhile it is to pursue
issues in great detail when seen
against the likelihood of risk of the
potential liabilities.®® Linked with
this, an agreed level of materiality
is likely to be appropriate to focus
the due diligence on potential
‘deal breaking’ issues.

The Trustees of the recipient charity
have a duty to protect and safeguard
the charitable assets of the charity
and this means having good reason to
believe that the liabilities attached to
the transferring undertaking will not
endanger the existing assets of the
charity. In practice, this means taking a
practical and proportionate approach
to due diligence and taking a view
on the materiality threshold which
should apply to the process. The
Trustees may reasonably take the
view that liabilities beneath a certain
threshold level, typically stated as
a percentage of turnover of the
transferring charity and often at a level
between 5-10%, are “immaterial” in
the context of the anticipated value
of the assets to be transferred.

Setting an appropriate materiality
threshold is essential if the due
diligence process is to be structured
in a sensible way and conducted
effectively. In some situations,
where for example there are severe
time or cost constraints, a relatively
high materiality threshold may be
appropriate and may significantly
simplify the due diligence process.

In many situations, therefore, a ‘light
touch’ approach to due diligence can
and will be appropriate, provided that
the organisations have a considered
rationale behind the decision and
the Trustees are satisfied that they
have complied with their legal duty



“...The management
team looked in
detail at why the
proposed merger
should not go
ahead, applying
sensitivity analysis/
scenario planning
to forecast the
best and worst
case position with
regard to each of
the potential deal
breakers.”

to act prudently and seek advice from
appropriately qualified professionals
in areas that are beyond their
expertise.®’ In order to reach this
conclusion, the organisations need
to undertake a risk assessment to
identify the most risky aspects of the
due diligence for the given situation.
The self-analysis undertaken in the
‘exploratory phase’ of the merger
process should help in this regard.

It is important that the Trustees of all
organisations involved in the merger
are aware of, and agree upon, the level
of due diligence being undertaken, so
that there are no misunderstandings
or misconceptions later in the process.

In some circumstances, such as a rescue
merger, the level of due diligence
that can be undertaken may be
heavily influenced by time constraints
and lack of available information.
The ‘white knight" organisation
will need to understand as far as
possible the reasoning behind the
other organisation’s demise in order
to determine whether any of these
underlying issues can be resolved post
merger.

Ultimately the Trustees of the recipient
charity will need to take a view, most
likely with advice on the basis of
available information, of whether
merger is in the best interests of the
charity.

Due diligence information is valuable
not only for valuation and risk-
assessment purposes but also because
it enables accurate information
about the key assets, relationships
and operations of the transferring
undertaking to be obtained and
collated. This information can be of
enormous benefit to Trustees and
managers of the merged entity when
making decisions about strategy and
administration following the merger,
such as in relation to changes to
employment terms and conditions
where different employees are subject

to different contractual arrangements.
Where due diligence is conducted
poorly in advance of a merger, this
may hamper effective management
following merger, and can be a false
economy.

A phased approach

The due diligence process can be split
into two: ‘high level due diligence’
(in the initial feasibility phase) and
‘detailed due diligence’ (in the
detailed appraisal phase), as shown in
the framework on page 27.

High level due diligence seeks to draw
out and assess the impact of potential
deal breaking issues, many of which
will have been identified as risks in
the ‘self analysis’ and ‘identify your
partner’ steps of the process outlined
above. Detailed due diligence will
typically be confirmatory, focussed
on further clarifying the key risks and
opportunities and in satisfying the
organisation that the ‘low risk’ items
are just that.

What happened in practice?

Often, organisations will have worked
together collaboratively in advance
of a merger and therefore may have
completed a significant amount of
due diligence historically.

One case study interviewee noted the
importance of being realistic about
what needs doing, and counselled
against applying an overly prescriptive
private sector due diligence format to
a charity merger.

The power of initial high level due
diligence is highlighted by a second
example. Here, an independent
consultant was engaged to undertake
an initial piece of work around the
feasibility of a proposed merger. On
the back of this work, the merger did
not go ahead as the Trustees reflected
on the information and advice in
the report and determined that the
partnership was not appropriate for
the charities at the time.
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A final example pulls together the
ideas we have discussed with regard
to due diligence. In this scenario, a
significant amount of the initial due
diligence was undertaken in house
and focussed on analysing the key
risk areas and how they could be
dealt with. The management team
looked in detail at why the proposed
merger should not go ahead, applying
sensitivity analysis/scenario planning
to forecast the best and worst case
position with regard to each of the
potential deal breakers. This required
input from a number of specialists
within the organisation and regular
communication with the Board. At the
end of the process, the organisation
had a well thought through due
diligence report and action plan which
could be used to manage expectations.
Furthermore, in the event that one of
the potential scenarios did arise in
practice post merger, they were ready
to react quickly and effectively.

With regard to subsequent detailed
due diligence, the organisations
applied a light touch approach and
engaged their auditors to work
through a checklist to solicit responses
to generic questions. This approach
enabled them to quickly flush out any
unanticipated or unforeseen risks and
follow them up appropriately.

Appropriate legal input was solicited
to supplement this workstream.

What about the human element?
A number of case study organisations
referred to the importance of ‘"Human
Resources due diligence’, not only from
the angle of integration management,
which is discussed in more detail below
but also, as Debra Morris notes,®® in
terms of understanding:

e how many workers there are,
what they do and what the cost
base is for the charity (to assist in
the short term when considering
potential redundancies and in the
longer term for cost forecasting
and succession planning);

32

e what different employment
arrangements are in existence and
whether there may be a need to
streamline or amend them post
deal;

e existing differences in working
customs and practices (which
influence strategic and cultural
integration);

e whether there are any existing
or pending employment law
tribunals; and

e whether volunteers are in fact
employees.

Sensitivities and fears around this
element of the due diligence will
require careful management and may
influence an organisation’s decision as
to whether it should be conducted in
house or by external consultants.

Legal aspects

Legal due diligence is not discussed in
detail here, D. Morris's paper “Legal
Issues In Charity Mergers”, pp 37-43,
provides a good discussion of the
issues®? (although a reader should be
mindful that this paper is a number of
years old and therefore specific legal
advice should be sought in respect of
each individual transaction).

Comparison to the private sector
The findings from the KPMG surveys
into private sector mergers highlighted
a need to incorporate identification
and investigation of potential post
deal issues into the pre transaction
due diligence as this could reveal
some potential deal breakers. 63% of
companies and 90% of Private Equity
houses interviewed as part of the
survey had previously walked away
from a transaction due to anticipated
post deal difficulties.



“Whenever

the Merger
Committee reaches
a particularly
difficult point in

its discussion or
comes upon a
sticking point on a
particular issue, ask
everyone present
to consider how
resolution of this
point can advance
the organisation’s
mission. The
answer to this
question should
provide the
guidance necessary
to resolve the
impasse.”

Cross-organisational buy-in

The concept of intra-organisation
buy-in has been discussed above and
many of the principles outlined in
that section of the paper are equally
applicable to cross-organisational
buy-in (but not reiterated here).

Establishing trust

There is a balance to strike at this
point in the process. The negotiation
must not become too protracted,
thereby losing momentum. Yet the
Merger Committee and Trustees must
have sufficient opportunity to air and
debate legitimate concerns, clarify
any misconceptions, and develop a
relationship of trust:

‘It is simply easier and faster
to deal with people whom
you trust than those that you
don‘t.” 70

Critical to achieving this trust will be
a commitment from all parties that
any issues associated with threats to
autonomy and self interest, originally
tackled at the intra-organisation
buy-in stage, are not permitted to
resurface in disruptive form.

One of the case study organisations
has developed an innovative way
of helping to achieve a relationship
of trust whilst also allaying some of
the fear that can arise in a merger.
This innovation takes the form of
a “demerger trigger” which, for a
fixed period of time, can be invoked
by either party in the event that the
partnership does not prove beneficial
for the organisations involved.

Such a mechanism can be particularly
useful when a smaller organisation is
merging with a larger one, and feels
that it has no power to react if the
merger proves not to be in the best
interest of its beneficiaries. Legal
advice would clearly need to be sought
before adopting this approach.

Another interviewee suggested a less
formal means of establishing trust and
creating buy-in; encouraging Trustees
to spend some time “on the shop
floor” of both their own organisation
and that of the merger party. In this
way, they can reflect first hand on
what the staff and volunteers are
trying to achieve on a day-to-day basis
and appreciate at a practical level
what a merger of the organisations
may do to enhance that.

Focus on the objectives

The negotiation process builds on
the original commitment made by
the individual organisations at the
intra-organisational buy-in stage, to
enhance the combined organisation’s
ability to deliver its charitable objects.
This underpinning ideological stance
should help create buy-in from all
the parties and drive the negotiations
forward. Regular reinforcement of
the original rationale for the merger
can help to dispel last minute nerves
and re-focus discussion:

‘Whenever the merger
negotiations committee reaches
a particularly difficult point in
its discussion or comes upon a
sticking point on a particular
issue, ask everyone present
to consider how resolution
of this point can advance the
organisation’s  mission. The
answer to this question should
provide the guidance necessary
to resolve the impasse.” 71

From here, the parties should be able
to work together to establish:

‘What is the ‘bottom line” in the
sense of what organisational
features must be retained,
and where there is scope for
compromise.’ 72

Once more, the potential to engage
an independent facilitator to help
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resolve differences in particularly
sensitive and emotive circumstances is
apparent.’3

What happened in practice?

The majority of the case study
organisations spoke of the critical
importance of this stage in the
process. For example, one interviewee
commented that it is vital that any
hidden agendas and concerns are
exposed upfront and dealt with
quickly as all parties in the merger
must trust each other to make it work.
Each organisation must be honest
with itself and each other.

Another emphasised a similar point:
thrash out the pertinent issues early
on, establish a clear view of what the
parties want to achieve, then stick to
it doggedly (unless any unforeseen
circumstances arise).

The final experience illustrates that,
without a combined commitment
to merger, the process can become
completely derailed. In this case, when
speaking of a prior attempt at merger,
the interviewee noted that the Board
were trying to drive forward with the
handbrake on, as one of the Chief
Executives was not ready to ‘let go’ of
their organisation.

Structuring the negotiation
In chapter five of his book The Non
Profit Mergers Workbook, La Piana

Chief Executive

It's all in the timing

Recent research undertaken on third
sector mergers in America highlighted
the importance of a strong Chief
Executive:

‘Critical to the progress of the
partnerships was the executive’s
ability to bring parties together,
make hard decisions with the
respectof partner organisations,
make mission-based rather than
ego-based decisions.” 77
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provides a detailed analysis of how to
conduct the negotiation phase of the
merger, providing practical guidance
in the form of agenda templates,
meeting note etiquette and lists of
the typical points to try and address
at this stage in the process. Whilst not
replicated here in full, these range
from issues such as the combined
mission of the ‘new’ organisation,
to the legal structure of the merger,
to decisions around timing of
communication.’4

There will also, inevitably, be an
emphasis on who will be the Chair
and Chief Executive and who
will compromise the Board and
management team of the combined
organisation.’> This may not be finally
determined at this stage, but it is
important to hear legitimate concerns
in this regard early in the process. The
appointment and role of the Chief
Executive is discussed in more detail
below.

Comparison to the private sector
A  number of companies that
participated in the survey of private
sector M&A activity reported that a
key success factor in any transaction
is the ability to obtain upfront buy-in
from the management teams that is
then maintained and developed post
transaction.’®

As such, as the NCVO highlights:

‘Appointing a Chief Executive
early can reduce uncertainty
and give focus to the leadership
of the merged organisation.’ 78

However, it is important that the
appointment is not made until the
merger is formally agreed, in order
that one or more of the partners is
not left without a Chief Executive if
the merger collapses.

“Appointing a Chief
Executive early can
reduce uncertainty
and give focus

to the leadership

of the merged
organisation.”



Due consideration must also be given
to employment law issues associated
with the appointment of a new Chief
Executive.

Some of the case study organisations
followed this approach in practice.
In more than one case, the intention
to merge was kept confidential until
the point at which the new Chief
Executive had been determined. This
was a deliberate decision taken as part
of a wider strategy to demonstrate
commitmenttothe mergerprocessand
provide direction for the organisation
and its stakeholders from day one.

Two heads are better than one?

In contrast, some of the organisations
delayed the decision until much
later in the process and a few also
experimented in the early stages with
having two Chief Executives.

The potential merits of having more
than one Chief Executive are attractive
on paper. For example, retaining both
avoids the distraction of a leadership
battle in already tense circumstances.
Furthermore, there is the potential to
increase up-front stakeholder buy-in
to the merger if people have a strong
allegiance to their existing leader
and are sceptical about being led by
someone else.

In practice, these perceived benefits
do not appear to pan out in reality.
Having two Chief Executives can
be counterproductive, leading to
uncertainty and fragmentation within
the newly merged organisation and
procrastination in decision making.

An employee of one of the case study
organisations described a situation
where there were two Chief Executives
as akin to “knowing that a set of
parents are going to get divorced, but
not knowing who is going to get the
children”.

A vacancy at the top

In other circumstances, as we touched
upon in the strategic management
section, organisations have found
it useful to wait until there was a
vacancy in the executive position
of one or more of the partnership
organisations. In La Piana’s view:

‘If one Chief Executive is
successful and committed to
staying, while the partner
organisation is currently
without a leader, you are likely
to be able to join forces more
easily.” 79

The attraction of this position is
clear. However, the Board must be
confident that the remaining Chief
Executive is the right person to lead
the organisation through merger
and beyond; they should not simply
be appointed as the default position,
or as a result of misplaced loyalty. As
outlined in the sections on buy-in,
such fundamental decisions must be
made objectively in the best interest
of the new charitable organisation.

What happened in practice?

In cases where a Chief Executive
needed to be appointed to lead the
merged organisation, the approach
taken to select them was largely
consistent.

In one case, there was a selection
process between two candidates,
involving a series of interviews
and evaluations. Members of both
participating organisations sat on
the panel, but the process was
independently facilitated by a third
party agent.

In a second case, the participating
organisations felt that an independent
facilitator was not required, but there
was external representation on the
panel.

Critical to the success of both of
these approaches was for the Board
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to commit, upfront, to accepting the
decision of the panel and moving on,
rather than questioning the decision
later in the process.

Tough at the top

One consultant interviewed
emphasised the need for the
appointed Chief Executive to have
support throughout the process at
both a personal and a professional

Memorandum of Understanding

In many cases, the appropriate
output of the preliminary negotiation
phase is a written document that
summarises — at a high level — how the
parties have agreed to move forward
in principle; although not all legal
advisers agree with this approach.
Whilst this will not cover every detail
of the merger it should outline an
agreed baseline from which to move
forward. This typically takes the form
of a Memorandum of Understanding
(MoU), which expresses a convergence
of will between the parties, indicating
an intended common line of action.
An MoU would not be legally
binding if properly drafted although
it should normally include binding
confidentiality provisions and may
contain a ‘lock out’ period to enable
and facilitate exclusive negotiations.

Once the MoU is drafted it should be
agreed by both of the organisations’
Boards of Trustees, before proceeding
any further with the process.

Bill  Mather's paper ‘Merging
Interests’,?0 outlines some of the key
components of a MoU as shown in
Table 7.

In addition, in discussion with one of
the consultants interviewed for this
paper, he recognised the importance
of using the MoU as a means of setting
out how the parties will behave
towards each other in terms of, for
example:
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level. The Chief Executive shoulders
a huge amount of responsibility for
keeping the merger project on track
and may, at times, feel isolated.
Having someone to confide in should
help a Chief Executive to manage
any negative emotions he or she is
feeling and to maintain enthusiasm
and commitment to the merger. This is
another significant role that could be
played by an independent facilitator.

e being transparent and open in all
communication;

e respecting individuals; and

e agreeing not to disadvantage
the reputation of the other
organisation during the process.

Finally, it is useful to appreciate
the MoU not only as an important
document in its own right, but also for
its more indirect benefits, such as:

e providing a point of reference
that can be referred back to
subsequently if things are going
off-course, by reminding people of
what they committed to achieve;

e being the initial communication
material to be relayed to both
internal and external stakeholders;

e offering a means of building trust
and allaying fears as it begins to set
expectations and boundaries as to
what will (and will not) be taking
place as a result of the merger; and

e marking a milestone and providing
a morale boost for those who have
been involved in and committed
to the exploratory phases, as they
can see their hard preparatory
work developing into something
concrete and tangible.



Table 7

Identifying our partner: is there a strategic fit?

Merger overview @ One page summary of the proposed process.
Management team e Who is responsible for working through the merger process and why?
Objectives ® Where the proposition should take the organisation initially and in the longer term.
Commitment level ® Resources each organisation is anticipated to commit and agreement on authorities and
priorities.
Depth and breadth o Defines the boundaries of the merger, at a high level.
Critical success factors ® Who and what need to be involved for the idea to flourish and criteria for the
evaluation of progress?
Collaboration
Snapshot

“Always remind
yourself and others
why you are doing
what you are doing,
and let that guide
you.”

Figure 8

Exploration phase Initial feasibility phase Detailed appraisal and execution phase
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Once an acceptable way forward has been agreed in principle, the objective is to
ensure the organisations move forward in a process of collaboration rather than
re-negotiation. Unless a change in circumstances dictates otherwise, previously
agreed issues should not be allowed to resurface and set back or derail the
process; commitment to inter-organisational buy-in must be maintained.

As one case study organisation interviewee commented ‘you must have
incredible determination as a team to get through the process. You have to
want to do it: passion, determination and vision are the key requirements.
Always remind yourself and others why you are doing what you are doing, and
let that guide you.’

Formal merger date

Post deal phase

Communication

Detailed due diligence

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

Legal issues and legal form I

I

Combined governance - Trustees and Senio}' Managment

i
TUPE and redundancies |
I

Integratlion
I

Note: Detailed due diligence has been discussed in the section on due diligence above and therefore is not considered again in this section
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Building the framework

The exact dynamics of the relationship
and scale of the collaboration phase
will be heavily influenced by the
circumstances of the merger and the
legal form adopted. This will become

Communication

Overview

A merger announcement is likely
to send ‘shock waves of uncertainty
through the organisations involved’.?’

A natural reaction for many
(particularly internal) stakeholders
will be one of anxiety, apprehension,
scepticism and fear. Others, on the
other hand, may be excited and
enthused by a new opportunity and
direction. Such emotions need to be
anticipated, managed and reflected
within the communication strategy. In
this way, negative responses should be
prevented from derailing the merger,
and the positive emotion should be
leveraged to drive it forward.

As such, there is a need for a well
thought-through, consistent approach
to communication.

The importance of internal and
external communication is emphasised
in the merger framework by the
inclusion of a distinct block running
through the middle of the process.
Communication does notstart with the
formal announcement, as mentioned
previously, it may be necessary to
hold discrete discussions with certain
stakeholders, such as funders, in
advance of a formal announcement.
Furthermore, communication is critical
to the formulation of the business
plan, the initial approach and into the
post deal integration phase. However,
as these issues are explored elsewhere,
the focus in this section is on the
communication strategy around and
following the general announcement.

In terms of the relative importance of
internal and external communication
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increasingly apparent as we move
through the remaining steps of the
process, outlined diagrammatically
in Figure 8, and explore some of the
issues involved in translating a paper
vision into a tangible reality.

in contributing to the success of
merger, as the diagram in Appendix 5
illustrates, questionnaire respondents
viewed both as important with
internal communication as marginally
more important.

Listening

Communication is a two-way process
and requires the ability to listen as
well as articulate.

In the context of a merger, effective
listening can mean that minor and
potentially irrational concerns are
heard and addressed and thereby
prevented from escalating out of
proportion.

When to announce?

There is a fine balance to achieve.
Communicate too early, and risk
creating unnecessary panicand anxiety
before a merger has even been fully
agreed in principle. Communicate
too late and foster speculation and
rumour. As a general rule of thumb,
an appropriate time to announce is
when merger has been accepted in
principle by the senior management
team and Trustees, and the case for
merger can be readily articulated. As
discussed above, there is also merit
in waiting until the Chief Executive
of the merged organisation has been
decided upon prior to making a public
announcement.

In every case it will be important
for the parties to align their
communication strategies and affect
them simultaneously, in order that
mixed messages are not given, at
different times, to different parties.



Whilst communication will be required
with all stakeholders, the overriding
strategy should incorporate an
initial assessment of which particular
groups may require more intensive,
prolonged dialogue, in order to
focus limited resources. One case
study organisation referred to this as
establishing a pecking order of how
and when different audiences should
be communicated with.

Maintaining the charge
From the point of announcement
onwards:

‘keeping everyone informed
and reminding people of the
purpose of the merger is critical
and should help to minimise
some of the anxieties or conflicts
that may arise’. 82

More than one case study organisation
identified ongoing communication
as the critical success factor in their
merger; noting the need to keep
talking even when there is nothing to
say.

In addition, there will be a need
to manage unfounded rumours.
To address this, one case study
organisation set up an employee
communication forum to gauge
opinion and provide a place for
discussion. Representatives on
the forum were voted in by their
colleagues, to give added legitimacy
and there was representation for
all organisations involved in the
merger. The interviewee noted that
this interface was a useful extra link
between the staff and the senior
management.

What does it mean for me?

Whilst the pecking order of
communication will vary on a merger
by merger basis, in most circumstances,
the critical importance of effective
communication with employees and
volunteers will be a constant.

‘If employees know what is
happening and why, they are
more likely to welcome the
change.” 83

That is not to say that it will be a quick
and easy process; it will take significant
time, effort and patience to integrate
both staff and volunteers. However,
as outlined in the negotiation section
above, a well thought-through
business plan and MoU should assist
the communication process, as
should the portrayal of a united front
and combined buy-in of the senior
management teams and Trustees.

Communicating difficult messages

A particularly sensitive area of
communication with employees is
with regard to employment contracts
(notably TUPE) and redundancies.
Some of the more practical issues
associated with TUPE andredundancies
are discussed in more detail below;
the focus here is on communication.

When dealing with such issues, one
approach to take is to:

‘Reaffirm positive messages
about the anticipated benefits
of the combination whilst
acknowledging the unpleasant
events such as redundancies.’ 84

It would also be good practice to
announce all redundancies in one go
if at all possible although in ‘large’
mergers this is unlikely to be possible
in practice. Not only is this fair to
individuals from all organisations
involved, but also those who retain
their jobs are provided with some
level of reassurance and stability from
that point on.

Finally, consultation forums are likely
to be required to ensure that people
receive consistent and accurate
information in an equitable way:

‘The purpose of a consultation
process is to provide as early
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an opportunity as practicable
for all concerned to share
the problem and explore the
options. It can also stimulate
better co-operation between
managers and employees.” 8>

Indeed, apart from demonstrating
good employee relations if the
merger is caught by the TUPE
regulations, there will be a legal
obligation to inform (and sometimes
consult) employee representatives on
a number of prescribed matters.86

Given the additional sensitivity around
communication with employees, one
case study organisation decided to
engage an independent HR consultant
to help with this and believes that this
was critical to the eventual execution
of the merger. The interviewee
commented that an independent
person in this role brought objectivity
to an emotive area. Staff valued the
consultant as an unbiased point of
contact who was available to speak to
them in confidence about job related
issues.

What happened in practice?

In practice, as ever, strategies adopted
with regard to communication varied.
In one case, each organisation took
responsibility for its own consultation
process with its stakeholders. The
organisations believed that this
approach provided a safe environment
inwhichtoraisechallengesandqueries.
In order to be transparent, minutes
of all meetings were made available
to all staff, Trustees and members.
Where possible, the dissemination
of this information was co-ordinated
to ensure that stakeholders did not
feel disempowered by a lack of
information.

Another embarked upon a series of
regional meetings, road shows and
Q&A sessions at which there was
joint representation from all parties
to the merger at a senior level.
This approach did provoke a whole
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host of interesting and challenging
discussions along the way. However, it
also provided a means of reinforcing
key messages and enhancing
people’s understanding of both the
process involved and the objectives
and mindset of the leadership and
the merged organisation. In this
way, employees were given a fair
chance to buy-in to the project. In
many cases, such direct face-to-face
communication was supplemented
with regular written updates, via
organisational newsletters or internal
websites.

A third interviewee noted that
there may be scope for a short
‘teaser campaign’ at the outset of a
communication process, in the form
of a short written document that
highlights some of the key anticipated
benefits and reasons for merger. With
the widespread use of email, this need
not be costly and should whet people’s
appetites and encourage them to buy-
in to a merger.

In more than one case, the
interviewee emphasised the need for
an ‘open door policy from the senior
managementteam’ for all staff, so that
they feel valued and heard. They also
emphasised the importance of Chief
Executive and senior management
presence at communication eventsasa
means of demonstrating commitment
to the merger through ‘walking the
talk’.

One organisation extended traditional
communication strategies and
produced a DVD showing elements of
the work undertaken by their charity.
It was hoped that this visual media
would demonstrate the organisation’s
practices and values and illustrate
the similarities with the organisation
it hoped to merge with, thereby
reassuring people that they could all
work effectively together to the same
ends.

“Many of the
interviewees spoke
of the importance
of Chief Executive
and senior
management
presence at
communication
events as a means
of demonstrating
commitment to the
merger through
‘walking the talk”



Figure 9

1: Creation of a new organisation 2) Transfer to existing charity

Transfer assets and resources of two or more Transfer assets and resources to an
existing charities to a new legal structure existing charity

New Existing

Organisation C Organisation A

transfer transfer transfer

Wound up post-
transfer or retained
as shell entity

3) Variation of a merger: group structure

Construction of a group of charities so that
one charity or its trustees assumes control of
the other charity or charities involved, but

the subsidiaries can retain some independence

A&

Trustees of A

Mk —

. . 3‘

) Existing g

Previous Organisation A| &

Trustees of B :

~— Q

3

Transfer, of control 5

( N\ a"

L . 5

Existing Existing s

Organisation B Organisation B o
o J

Wound up post transfer or retained as Note: ‘A" may change its name etc, This structure typically maintains the services
shell entities depending on the circumstances provided by B. Whilst there may be some
transfer of staff, etc. from B, it continues to
operate as a separate legal body albeit one
controlled by the Trustees of A
\ VAN AN J/
Legal form

As noted at the outset, legal
considerations are not a focus of this
paper. However, the legal form of the
combined entity merits a discussion
due to its interaction with managerial
and operational issues.

On the assumption that the governing
documents of each organisation
actually permit a merger (or can be
adapted to do so), a second important
issue to tackle early on in the merger
process is that of the legal form of the
merged entity.

As illustrated diagrammatically in the
merger framework above, the length
of time taken to determine a final
legal structure varies on a case-by-case
basis.

Figure 9 provides an overview of
the three most commonly adopted
structures.

In some circumstances, it may be legal
considerations such as the presence

of restricted funds, management
of liabilities or restrictions in the
governing  documents,®’  which
influence or even dictate the final
merger structure adopted. However,
if charities consider such issues in
advance, potentially in conjunction
with the Charity Commission, there
should be time and scope to take
proactive steps to manage any legal
constraints.

In her paper on legal issues in not-
for-profit mergers, Jean Warburton
highlights the importance of non-
legal motives and influences in
determining the formal structure of
the merger. Three of the most topical
are as follows:88

e not wanting the process to be
perceived as a takeover, but rather
the creation of something new
(typically resulting in opting for
a new organisation structure, as
outlined in Figure 9, box 1);
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e the relative financial position of
merging charities; a failing charity
being more likely to be wholly
absorbed into the rescuing charity
(as outlined in Figure 9, box 2); and

e the desire for merging charities
to retain their own identity but
to reduce overhead expenditure,
potentially resulting in a grouping
structure (as illustrated in Figure 9,
box 3).

The pensions and tax implications of a
proposed reorganisation also require
serious, early consideration as failure
to understand any issues in this regard
can result in costly mistakes.

According to Anne-Marie Piper in
her recent article in Charity Finance,
‘in recent years, final salary pension
schemes and their deficits have been
the cause of many merger problems
or failures’, often because ‘exit debts’
can, in certain circumstances, be
triggered by a merger.8°

Finally, in certain circumstances, the
manner in which the transaction is
to be formally accounted for (i.e.
as a merger or an acquisition) may
influence the decision over legal form.

What happened in practice?

Case study interviews and the
supplementary questionnaire tended
to support these assertions in practice.
The desire to avoid the perception
of a takeover or to retain existing
brands ranked as the primary drivers
of the legal structure adopted for the
merger (see Appendix 5).

More than one of the case study
organisations opted for a legal form
involving the creation of a new
organisation. They believed this was
important in generating the necessary
buy-in and alignment to the vision
that the new ‘whole’ would be greater
than the sum of the parts. Opting
for a transfer of one organisation to
another was anticipated to be more
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emotionally sensitive and therefore
potentially more difficult to achieve
and integrate.

However, at a practical level they
noted the need to be realistic about
the wider administrative implications
of having a new organisation; it is
more than just a name change and
any decision to form a new entity
should not be taken lightly.

Merger or takeover?

In some cases, organisations use
the term ‘merger’, or adopt a new
organisation structure when in reality
the transaction is a takeover in all but
name. In doing so, there is an implicit
assumption that this terminology and
structure will be more palatable to the
organisations’ stakeholders. However,
there are a couple of interesting
counter arguments to this:

e could the elevated 'status’ afforded
to the ‘target organisation’ in
the negotiation phase lead to
decisions being made that are in
fact unrealistic, thereby storing up
problems for the future; or

e rather than creating buy-in, will
staff and other stakeholders see
the term ‘merger’ as a smokescreen
for a takeover, resulting in the
potential for resentment and
scepticism?

Such issues should be avoidable
through an effectively executed
communication strategy. However,
they provide food for thought for
organisations that are trying to
balance a desire to act in a socially
acceptable manner, with commercial
reality and longer term alignment of
the organisations.



Combined governance: Trustees and senior management

The issue of who will form the Board
and senior management team of the
new merged organisation, will be
high on the agenda of those involved.

To the extent that this has not been
addressed at the inter-organisational
buy-in phase, it should be tackled
as soon as possible afterwards.
Otherwise, this could become a major
distraction to the wider integration
process both in terms of time spent
debating it and delays in empowering
a combined leadership team to take
the organisation forward.

Decisions will be influenced by the
proposed legal form of the merger,
the number of parties involved and
the relative size of the organisations.
However, in nearly every case, there
will be an overall reduction in the
number of key positions at both
Trustee and senior management level.

In many circumstances, notably when
a new organisation is created to bring
together the charities participating in
the merger, there will be a desire to
have equal representation from the
"former entities’ on the newly created
Trustee body.

La Piana notes the merits of an
equitably distributed board for the
first two years post merger, as a means
to reassure each merging organisation
that they will have a share in its
leadership and direction and thereby
generate trust. After two years, he
believes that attachment to the old
organisation will have had time to
lapse and therefore that there will be
increased scope to deviate from the
initial allocation of roles.??

However, whilst trust is acknowledged
as important in securing the combined
buy-in to a merger, it is arguable that
the need for “the right person for
the job” is more important. Decisions

made on this basis may not always
result in an equal distribution of
positions amongst the participating
organisations.

Inarriving, atthe “correct” constitution
of the combined Board, there will be
a need to reflect upon and reinforce
some of the commitments made at
the intra and inter organisational
buy-in stages of the process, where
the thorny issues of self interest and
autonomy were tackled. Here again
one of the ‘Hallmarks of an Effective
Charity’ may be useful as a guiding
principle:

‘An effective charity is one run
by a clearly identifiable board or
Trustee body that has the right
balance of skills and experience
to act in the best interests of the
charity and its beneficiaries.’ 91

Whilst a whole wealth of experience
and specialist knowledge is required
amongst a senior management team,
one area to explore may be whether
anyone has previous experience of
executing a merger in practice, as this
could be invaluable in both the pre
and post-completion phase.

Linked to this, consideration should be
given to the idea of ‘role models’. As
touched upon in the communication
section and discussed in more detail
in the integration section below,
a key element in a merger is the
ability to bring staff and volunteers
with you. One way to facilitate a
smoother transition of staff is to
engage a cooperative management
team that is committed to the
merged organisation, and able to
act as role models for the rest of the
organisation.??

What happened in practice?
In practice, the approach taken
when appointing Trustees and senior
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management varied. For example one
case study organisation opted for a
Board consisting of three members
from each participating organisation.
Each organisation was free to decide
the mechanism by which its individual
representatives were chosen. They
were then put forward and adopted
by the new organisation without the
need for further consultation.

Another proceeded with two Chairs
(one from each of the organisations
that were party to the merger) and
six Trustees from each organisation.
They were mindful whilst making this
decision to maintain equality, of the
need to also maintain the right skill
balance.

An illustration of how the legal
form and also the relative size of
organisations involved in a merger

TUPE and redundancies

The importance of a solid and legally
compliant communication and
consultation process with regard to
TUPE and redundancies has been
emphasised earlier in the report.

In overview, the broad effects of TUPE
are such that:

‘Where there is a transfer of
undertakings to which TUPE
applies, employees employed
by the old employer when the
undertaking changes hands
automaticallybecome employees
of the new employer on the
same terms and conditions.’ 93

It is beyond the scope of this paper
to explore whether or not a specific
merger constitutes a relevant transfer
of undertakings for these purposes.
However, it is important to draw
attention to some guiding principles,
all of which are taken from Debra
Morris's paper on Legal Issues in
Charity Mergers:%*
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can influence the governance
structure is provided in the third
example. In this situation the merger
was effected through the transfer
of the smaller organisation into the
large organisation. At completion, the
Board of the smaller organisation was
dissolved; although members were
able to apply for a position on the
Board of the larger organisation as and
when one was available. In order to
maintain a level of influence at a local
level post merger, a merger monitoring
group was established which included
representatives from the dissolved
Board and was operational for two
years post completion. This forum
provided an opportunity for the
smaller organisation to raise concerns
if they believed that the merger was
not delivering what it set out to
achieve.

e If one charity is merging with
another to form a new charity, the
staff in both charities fall within
the protection of TUPE;

e TUPE states that dismissal of
employees as a result of a transfer
(including one resulting from
merger)amountstoanautomatically
unfair dismissal ruling unless the
employer is able to prove both that
the dismissal is for an economic,
technical or organisational reason
(ETOR), necessitating  changes
in the numbers or functions
of the workforce, and they
acted reasonably and followed
proper procedures. If it can be
demonstrated that a merger will
only be cost effective if there is a
restructuring, this may constitute an
ETOR, but the employer must have
sufficient evidence to that effect;
and

e Changes made to employee terms
and conditions in connection



“It is a mistake
to assume that
integration cannot
begin before the
legal signing of
a merger and
that until then,
communication
processes can

do little other
than reassure
employees.”

with a TUPE transfer will, where
those changes are detrimental,
be invalid unless an ETOR can be
shown to apply. The harmonisation
of terms is not an ETOR. This does
not mean that charities should put
difficult decisions in relation to the
harmonisation of terms to one side,
but specific legal advice is likely to
be required in this regard; and the
sooner the better.

Redundancies

From a strategic perspective, when
contemplating redundancies many
organisations will be mindful of
communicating ‘bad news’ for fear
of damage to their reputation and
may also feel that making people
redundant is incompatible with
the ethos of a charity. However, it
is important then to revert back to
the overriding strategy and rationale
for merger; namely an increased
ability to fulfil its social mission
through the:

‘...direction of the maximum
proportion of their resources
into service provision for
beneficiaries’.9>

In many cases, one critical step in
achieving that overriding objective
will be cost effective service provision;
and duplication of overheads is not
conducive to achieving this.

Integration

Overview

‘It is a mistake to assume that
integration cannot begin before
the legalsigning of a mergerand
that until then communication
processes can do little other
than reassure employees. The
truth is that some work can be
done before closure to create
the climate that will encourage
people to work together
successfully and therefore can
lay the foundations on which a
new organisation is built.” 98

In terms of managing the reputational
risk associated with redundancies,
La Piana provides some practical
guidance:

‘Early  retirement  options,
help finding other jobs, or an
opportunity to fill other vacant
positions in the organisation will
help staff and the outside world
to feel that the organisation
is taking good care of its
people.’ 96

Furthermore, it is critical that any
redundancies relating to the wider
staff of the organisations are enacted
fairly and objectively.?’ This point was
clearly articulated by one case study
interviewee. He noted the wider
importance of getting this right, as it
sends a message and sets a precedent
internally and externally around
commitment to open, transparent
and unbiased decision making.

An independent ear

If the organisation has not engaged a
separate Human Resources consultant,
an external facilitator could again be
useful at this stage in the process, to
act as a sounding board and share
experience of alternative strategies
employed to tackle these sensitive
issues.

As such, integration is shown in the
merger framework in Figure 8 (page
37) as commencing at the ‘detailed
appraisal and execution phase’ and
continuing into the post-deal phase.

However, such  ‘pre-completion’
integration should be carefully
managed to ensure that Trustees are
not in breach of trust if they were to
accept a situation which would leave
the charity at a disadvantage if the
merger collapsed.
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The role of leadership

In the integration phase, the need for
strong yet flexible leadership is once
again of paramount importance.

To manage the position and support
people through these difficult times,
leaders of the organisation are not
only required to communicate in
an open and transparent manner.
They must also leverage the ‘in
principle’ buy-in created in the earlier
phases, provide a sense of direction
and facilitate the interaction and
integration of individuals and groups
from across the organisation. Such
activity helps to contain individual
and group anxieties and develop a
sense of confidence in what is being
created.??

Strategic and cultural integration

Explaining the interaction

Strategic integration describes the
coordination of strategy, vision,
business units and management
orientations.’®  Fundamental to
its success will be the ability of
the combined leadership of the
organisation to appreciate and address
the fact that a strategic restructuring
— such as a merger — is often a
counter-intuitive step for those that
spend much of their time and energy
maintaining their identity. Through
merger - in many cases at least — there
is a requirement to transfer that
loyalty to a new institution. 0’

Organisational culture describes

‘...the way that we do things
around here’, 102

‘It includes the organisation’s
style and feel, shared values and
routines, symbols and shapes
and also such things as its
attitude to risk, its approach to
decision making and the level
of active participation Trustees
play in the day-to-day running
of the charity.” 103
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As culture influences all aspects of an
organisation’s operation, it should
then be factored into the combined
business plan and used to guide and
shape the wider, ongoing strategic
integration process and vision of the
organisation.

The more that employees can be
constructively engaged in the merger
process, the more effective an
organisation should be in managing
any resistance to change in “the
way things are done around here”.
Indeed, as one case study interviewee
noted, a key element of the strategic
integration of the merger was that the
new organisation had to be “owned”
by all internal stakeholders.

Obviously, it would be impractical for
employees and other stakeholders
to be involved in every single
decision about an organisation’s
practices and procedures. There s
therefore a balance to be struck
between democratic involvement of
staff and structured leadership and
decision making. However, some recent
research undertaken in America into
staff attitudes towards various types of
strategic reform concluded that:

‘In organisations where
policies and practices promote
employee autonomy  and
control, staff are more likely to
have the capacity to adopt new
roles and responsibilities and
to view reforms as possible and
desirable.” 104

What happened in practice?

In cases involving the creation of a
new organisation, interviewees placed
particular emphasis on the importance
of involving internal stakeholders in
the process of finalising the combined
organisation’s vision and strategy,
including brand management. This
was facilitated through workshops
and focus group participation or, in
one case, use of its elected employee
forum.



“Whilst a protracted
merger process

can be difficult in
other regards, extra
time can be useful
when easing people
and organisations
together.”

In the case where interviewees
commented on the branding exercise,
they all noted the importance,
emotively, of adapting and building
upon what was already there, rather
than starting from scratch, thereby
demonstrating respect for the history
and values of the merger parties.

Even in cases where there appears
to be less scope for influencing
the position, it is important not to
underestimate the power of seemingly
small gestures in helping people to
make the transition.

For example, in one case, a local
building was renamed after the
original organisation as there was
a strong allegiance to, and identity
with, the founding name.

Comparison to the private sector
Survey evidence from the private
sector identified the need to
undertake additional cultural due
diligence as one of the top three
things companies would do differently
next time they undertook an M&A
transaction. Respondents noted that
by identifying and analysing cultural
variances upfront and proactively
addressing potential hotspots early
on, companies began to forge a
workable, if not fully common, culture
quickly post-deal.'0>

Administrative and operative
integration

Administrative integration involves
establishment of common planning
and control processes, accounting
systems and other interfaces.
Operative integration refers to
reaching an agreement on such
issues as future services, geographical
location, cost cutting options and
synergy potentials.

As with the other subsections of
integration it is important, at an
operative level, to use working teams
comprised of representatives from all
merger parties to work on the creation

of joint policies and procedures. La
Piana’s research has seen the benefits
of adopting such an approach in
practice:

‘Throughsuch close and constant
interaction, some barriers came
down and some hard won
respect was granted.” 106

Clearly, many of the systems and
services will not be fully, or even
partially, integrated and operational
on day one. However, work will be
required in advance to determine
what currently exists and what, if
anything, needs to be done to revise
and combine existing systems and
processes, when and how.

With regard to the cost cutting and
synergy forecasts, these should evolve
from a combined revision of the initial
outcomes modelling undertaken by
each organisation in the strategic
management phase.

What happened in practice?

One case study organisation noted
that seemingly uncontroversial
administrative  issues, such as
which  organisation’s  relationship
management software to adopt, can
be surprisingly emotive; something
they had not anticipated and would
recommend others to be prepared for.

Another addressed the issue of the
integration of systems and policies
through the formation of a working
group comprised of individuals from
each organisation involved in the
merger. This combined group went
off-site and a list of the existing
policies and procedures of each
organisation were outlined on a large
screen. The relative merits of the
alternative existing practices were
then debated before a collective
decision was taken on which ones
to adopt or adapt and which ones
to dismiss. Not only should such an
approach begin to generate cross-
organisational working relationships,
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but it also legitimises the policies
and procedures of the combined
organisation going forward.

As another case study organisation
neared final legal sign-off of the
merger, they introduced a buddy
system whereby individuals from one
organisation were paired up with
individuals from another, thereby
providing a mechanism for informal
sharing of practices and procedures.

Comparison to the private sector
In the private sector, there is increased
recognition of the importance of
planning for and executing the post
deal integration of organisations.
As such, many organisations are
now managing this pre merger by
drawing up a ‘100 day plan’ to set the
framework, processes and policies that
will need to be implemented in order
to make the post deal integration a
success.

The critical elements of a 100 day plan
include:

e a standard, considered and
consistent approach to integration;

Formal merger date

The formal merger date is effectively
the point at which the merger
becomes legally effective.

e clarification of the reason for
the merger and the vision of the
business as a combined entity;

e a timetable for the physical
integration of any systems that
need standardising;

e a clear outline of any financial or
operational changes that need to
take place from the outset, along
with a timeframe for any further,
phased integration;

e a clear, consistent communication
strategy; and

e a structured programme to
manage and implement the post
deal integration.

Evidence from the recent KPMG
surveys into M&A activity indicates
that organisations involved in the
most  “successful” private sector
mergers start planning for integration
prior to the date on which the merger
is formally agreed.

Post deal phase

Snapshot

Like marriage, formal closure of the transaction is undoubtedly cause for
celebration. It is, however, the beginning of the journey rather than the end. As
more than one case study interviewee commented ‘now is not the time to get

complacent’.

Building the framework

As can be seen from the simplified
merger framework in Figure 10,07
much of the work undertaken in the
post deal phase is a continuation
and extension of the groundwork
undertaken in the pre deal phases, as
the organisation pushes forward to

48

determine its future shape, strength
and durability.108

As such, rather than reiterating such
analysis, Table 8 summarises some of
the key additional actions that should
be taken in the post deal phase to fully
integrate the newly merged entities
and deliver the value anticipated from
merger.
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Evaluation

One step that has not already been
separately explored is that of post
merger evaluation.

Evaluation is:

‘about using measured
outcomes and other information
to make judgements about
a specific project (in this case
merger). It is also about using that
information to make changes and
improvements’. 109

A critical part of any evaluation will
be the measuring, monitoring and
analysis of the outcomes of merger
vis-a-vis those that were forecast
in the pre deal phase. Evaluation
should then go one step further,
and combine this tangible evidence
with the more subjective analysis and
discussion around why the objectives
were or were not met, in order to
determine how this can be leveraged
or redressed in the future to drive the
organisation forward.

What happened in practice?

All the case study interviewees
believe that the merger they were
involved in has been a “success”.
Some interviewees were able to
articulate this through reporting
progress against measured outcomes;
for example, an x% increase in profile
as measured by the increase in the
number of representations made to
government, or a y% reduction in
overheads. In addition, a couple were
taking steps to articulate progress to
date to their stakeholders via road-
shows or newsletters.

Furthermore, as illustrated in
Figure 11, interviewee responses to
the supplementary questionnaire
illustrate that, in most cases, the
relative importance of the original
driver for merger is aligned with the
relative benefits that has actually
been derived post deal.
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Table 8

Issue to address Post deal action required

Resource management @ Maintenance of pre-transaction working groups and / or the Merger Committee for

Merger committee an agreed period of time post merger, to oversee the process of continued cultural,
strategic and operational integration, providing continuity and natural momentum and
a forum through which to address any post merger issues that arise

e Continue regular check-ins with staff and management to ensure that systems
integration is progressing as planned and meeting the needs of the merged
organisation. (1)

e Implementation of the 100 day plan developed pre merger agreement

Integration

Comparison to the private sector

® Focus on delivering synergy: for example, service improvements or cost savings. (2)
® According to the private sector surveys (3)
O early appointment of a dedicated post deal management team figured in the top
three things that companies would do differently next time they undertook a
transaction
O it took an average of nine months for companies to feel that they had control of
the significant issues facing the organisation post transaction
Inter-organisational buy-in e If negative feelings and tensions re-emerge post merger, refer back to pre deal merger
Chief Executive analysis and decisions to remind people what the new organisation is trying to achieve
® Build upon the self analysis and shared analysis to develop, update and regularly
reinvigorate the strategy for the merged organisation
® Have an offsite retreat for the Board to encourage continued development of
relationships and combined vision (4)
® Take the lead in building beneficiary and other stakeholder confidence in the merged
organisation (5)
® As acombined management team, reflect upon and respond to things that may have
changed in emphasis or importance since the outset of the merger process and be
receptive to change necessitated by external environment conditions
e ‘Walk the talk’ leadership by example

Combined Governance

Communication ® Provide regular updates on the merger and post deal integration process in

newsletters, via the internet and via face-face communication (6)

® For example, one case study organisation is in the midst of a series of post merger road-
shows to communicate progress to date on targets set for merger and articulate how
momentum will be maintained to continue to push the organisation forward into the
future

® Ensure continuing opportunities for prompt identification of conflict and concerns
amongst staff and volunteers. (7) For example, one case study organisation conducts
staff surveys to solicit feedback, gauge opinion and understand what could be done to
improve things

Measuring outcomes @ There may be a time delay before significant, anticipated, tangible benefits come to

fruition. To maintain commitment and minimise disillusion and negative feelings
O manage expectations in this regard
O communicate less tangible benefits such as increases in training opportunities
O set some easy wins and communicate as they are achieved

® Ensure that a simple but effective method of monitoring and reporting on the
outcomes of the merger is in place; keeping systems as simple and unobtrusive as
possible (8)

® Honest reflection on the performance of the merged organisation is essential in order
to direct resource, learn lessons for potential future mergers and to share best practice
with other organisations contemplating merger

Source:

(1) La Piana, D (2008). The Nonprofit Mergers Workbook. Part 1: The Leader’s Guide to Considering, Negotiating and Executing a Merger, p176
(2) NCVO (2008a). Model of Collaborative Working — Merger. Guidance note available on the NCVO website

(3) KPMG (2006). The Morning After: Driving for Post Deal Success and KPMG (2008). All to Play For: Striving for Post Deal Success

(4) La Piana, D (2008). Op cit., p119

(5) NCVO (2008a). Op cit., p14

(6) La Piana, D (2008). Op cit., p176

(7) La Piana, D (2008). Op cit., p175

(8) Charity Evaluation Services (2007b). Your Project and its Outcomes, p19
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Figure 11 Relative importance of initial drivers and actual merger
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However, the majority of the case study
organisations have not undertaken a
full, formal evaluation of the merger.
The reasons given for this varied, but
most commonly included:

e it is too early to do a formal
evaluation: the merger had only
taken place recently and the
interviewee did not believe it was
appropriate to undertake a full
evaluation at this stage;

e detailed formal evaluation would
not be required as the merger was
too small to merit this; and

e detailed outcomes metrics were
not set pre-transaction and were

mergers can increase the ability of the
organisations to deliver against their
charitable objects, then this should be
evidenced.

We therefore recommend that research
is conducted across a range of mergers,
ideallystarting beforetheyare completed
and continuing from approximately
two years following the transaction.
This would benefit from a degree of
objectivity and anonymity in order that
an honest and independent assessment
is achieved and useful information made
available to the sector.

Establishing best-practice alongside
tangible evidence of success should
enhance the profile of merger and
prompt other organisations to

not readily available and therefore
there was nothing to evaluate
against.

consider it more seriously as an option.

The difficulty is that, in the absence
of formal evaluation of a merger,
the combined organisation is unable
to objectively demonstrate both
internally and externally, whether the
original aims and objectives of the
merger have been realised.

Furthermore, the sector as a whole
would  benefit from increased
evaluation of charity mergers if
some or all of the analysis could be
made publicly available. If it really
is the case, as each of the case-study
interviewees proclaimed, that charity
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Recommendations

This paper is intended to provide a
practical support resource for those
involved in a merger rather than
an analysis and recommendations.
However through conducting
the interviews and research some
consistent ideas emerged and these
are highlighted below.

Recommendation 1:
the role of the facilitator

While researching this paper and
conducting interviews it became
apparent that engaging an external
facilitator to oversee the merger
process can make a real difference.
Figure 12 draws together the
potential benefits in each phase of the
process in engaging an independent
facilitator with previous experience of
non-profit mergers.’10

A cog is used to represent the
facilitator to illustrate that, whilst
they cannot ultimately make decisions
on the merger itself, they should
play a pivotal role in engaging and
co-ordinating the elements of the
process, ensuring that momentum is
maintained at each stage.

Figure 12

Point out pitfalls and set
milestones

Share practical experience

Guide through
unfamiliar processes

Role in avoiding
overstretch
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Neutral figure to help

There are currently a small number of
organisations that offer a facilitation
service to not for profit organisations.
However, there are a number of
developments that could be made to
increase transparency and improve
the service available to organisations
contemplating merger.

1) One of the existing umbrella
organisations could maintain an up
to date database where consultants
who currently provide facilitation
services can post CVs and share
their experience. The benefit of
this should be that:

a. charities are able to make a
more informed decision about
who to engage in this capacity;
and

b. consolidating such information
together in one place may
highlight an opportunity for
facilitators themselves to work
more collaboratively or reveal a
current gap in the market that
needs to be addressed.

Help set realistic expectations

Provide an
independent view
when no one wants to

give in B z

avoid stalemates in

negotiation
mo

QXP‘RAT/O Advise on getting the house in
& order

Help focus the due diligence

Been there before:
reduce time spent
muddling along and
therefore improve
cost effectiveness

Sounding board and confidante

Direct energy and maintain
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2) Extending this concept further, an
idea that was mooted by one case
study interviewee was the role that
he or other individuals who had
been involved first-hand in charity
mergers could play in facilitating
future activity, in a support role.

Recommendation 2:
merger-specific training and
workshop programme for
Trustees

A number of the case study
interviewees suggested that it would
be useful for an umbrella organisation
to co-ordinate training opportunities
for Trustees regarding mergers. This
should be targeted at increasing
awareness of the process at a practical
level and challenging preconceptions
at an emotional level, with a view to
provoking more active consideration
of strategic restructuring options such
as merger.

This recommendation is echoed by
a conclusion reached in the recent
New Philanthropy Capital publication
‘What Place for Mergers Between
Charities?” in which the need for
Trustees to ‘think beyond the limits of
their organisation’''! is emphasised.

Recommendation 3:
creation of a brokering
intermediary

A number of case study interviewees
noted the need for a brokering
intermediary. This conclusion is echoed
by one reached in recent research into
non-profit M&A activity in America.
Here, they emphasise a need for
stakeholders such as foundations,
government and private funders to
invest in:

‘an organisational marketplace
through which non profits
can explore potential merger
options safely and receive
support in  making  wise
decisions around how and with
which organisations to explore
M&A’. 112

Whilst the logistics of this proposition
need working through into a viable
business model, run by people with
the necessary skills and time to
make it effective, there is merit in
orchestrating a:

‘non-confrontational way for
organisations to say this is what
I might be interested in and
have introductions made by a
third party’. 113

Futurebuilders are currently testing
a slightly different approach to this,
involving the creation of a website
that will act as a forum where
charities can post their details if they
are interested in finding merger
partners.'  Whilst such proactive
steps are to be commended, in
practice, this approach may be too
public. Speculation of a potential
merger can send shock waves round
an organisation, cause disruption and
be unsettling for stakeholders.

For this reason, a more formalised,

‘behind the scenes’ brokering
structure could be more appropriate.
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Recommendation 4:
provision of structured,
short-term financing

As noted in the section on costs and
funding, a number of grant making
authorities do provide ad hoc funding
to cover costs associated with merger.
Recommendations in this regard are
twofold:

1) More publicity of the bodies that
provide grant funding
If, as recommended above, an
umbrella organisation steps up to
deliver a database of facilitators, it
would also be useful to maintain
up to date and regularly refreshed
details of grant making bodies that
support merger. Such information
is not currently readily available,
demonstrating an inefficiency and
potential obstacle in the current
system.

2) Create a sustainable funding
mechanism
Whilst there is a place for grant
income, in order to achieve scale
with regard to helping charities
to meet the costs involved in
exploring and executing a merger,
it is necessary to create a more
sustainable funding mechanism,
which is itself run by people with
experience of merger.

As outlined earlier, the
Government has taken some
recent action in this regard with
the launch of the £16.5 million
modernisation fund, the aim of
which is to facilitate merger and
partnerships through providing
organisations with cash to seek
specialist advice and guidance
on merging and or collaborative
working  arrangements.'’> In
overview, Futurebuilders have
a remit to award interest free
loans of between £30,000 and
£500,000 to organisations with
income greater than £750,000,
and Capacitybuilders can award
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grants of £1,000 to £10,000 to
organisations with turnover less
than £1 million."6

Whilst this is welcome news, and
appears to have moved contemplation
of strategic restructuring options up
the agenda of some organisations,
the fund is only intended to be in
existence for a year which is not long
enough to have a strategic impact on
the current position.



Appendix 1

Collaborative working

Overview of the options

Options for collaborative working range from internal networks and alliances,
through joint delivery of projects, to merger. Some of the most commonly used
options are illustrated, diagrammatically below.

Networking groups
e Merger Umbrella groups

Affinity schemes for
discounted purchasing

Creating a separate organisation
to provide services to
shareholding partners and,
possibly, third parties
(management services
organisation)

® Joint research and
development projects

® Joint training groups

o\
fOrma”ty and strength of ¢ Buying group

Lobbying group

e Outsourcing

Fundraising group

e Sharing building facilities and

space

Source: The text for this illustration has been taken directly from: bassac (2005) Sharing Without Merging: a Review of
Collaborative Working and Sharing Back Office support in the Voluntary and Community Sector. bassac

Further information on collaborative working

Whilst not exhaustive, the list below provides details of a number of publications/
websites that will be of interest to organisations contemplating a form of
collaborative working other than merger.

www.bassac.org/uk/our-programmes/collaboration/: contains information on
the types, benefits and means of collaboration, along with an overview of how
bassac can help organisations that are considering collaborative working options.
One particular publication of reference is ‘Sharing Without Merging: a Review
of Collaborative Working and Sharing Back Office Support in the Voluntary and
Community Sector,” bassac, January 2005

www.ncvo-vol.org.uk/collaborate/: contains information on the types, benefits and
means of collaboration, including a checklist of things to consider when evaluating
collaboration options

Office of Third Sector publication ‘Working in a Consortium: A guide for Third
Sector Organisations Involved in Public Service delivery,” available from the Cabinet

Office website at www.cabinetoffice.gov.uk/third-sector/

Capacitybuilderspublication: ‘Improving Support magazine: Issue 1: ‘Collaboration,’
February 2009 available from www.improvingsupport.org.uk/
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Appendix 2a

Recent initiatives to encourage merger and collaborative working

Table A:1
Post deal action required
2002 Private Action, Public Benefit

e Cabinet Office strategy unit report published recommending a number of

initiatives to facilitate more mergers in the sector
2004 Change Up'

e Cross-government framework on capacity building and infrastructure in the
voluntary sector. One of the aspirations was that the process of planning
and coordination would encourage organisations to work more closely and
in different ways to best meet the needs of frontline groups (potentially via
merger)?

2005 Charity Commission merger unit formed
(Following recommendations of Private Action, Public Benefit report)
2006 Charity Act 2006 amendments

Changes included:

e establishment of the Charity Mergers Register (facilitating the automatic
transfer to a new charity of gifts given to a charity that has merged

e simplified merger “process” for small charities

e introduction of vesting declarations for certain property transfer

June 2006 Charity Commission guidance published
e CC34: Collaborative working and mergers: an introduction
Sources:

1 Taken from the Change Up national portal, http://www.changeup.org.uk/overview/
2 Cabinet Office — Strategy Unit (2002). Private Action, Public Benefit: A Review of Charities and the Wider Not-for-Profit Sector. Cabinet Office.
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Appendix 2b

Preparing for and undertaking due diligence

The following publications/websites provide a good overview of the information
typically required as part of the due diligence; and therefore it would be useful if
an organisation had collated and self reviewed in advance:

e NCVO (2006). Due Diligence Demystified. What it is and How You Manage it.

e Sayer Vincent consultants and auditors. Charity Mergers guidance note and
Mergers and Due Diligence guidance note. http://www.sayervincent.co.uk

e Baker Tilly (2008). Voluntary Sector Governance Survey 2008. Duffield Printers
and Plaza Publishing ‘Merger, a model of collaborative working’, NCVO

collaborative working Unit (available to download from the website)

e Morris, D (2001). Legal Issues In Charity Mergers. Charity Law Unit, University of
Liverpool

e Charity Commission. Due Diligence Checklist.
http://www.charity-commission.gov.uk
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Appendix 3

Methodology

Sources of information

Literature review

An extensive review of literature was undertaken, exploring current research
papers, publications, surveys and articles on issues of relevance to this paper. There
is a huge wealth of information available to a reader in this regard, as outlined in
the Bibliography at the end of this paper

Case study, semi-structured interviews

One-on-one semi-structured interviews were undertaken by the author with
individuals from 11 charities that have recently been through a merger; additional
details of which can be found in Appendix 6.

The charities that participated in the semi-structured interviews were chosen as
follows :

e at random: some of the organisations were approached following a Google
search of recent mergers in the sector

e by choice: some of the organisations responded to an email sent to the
participants of the original Social Innovation Summit, that invited people to
contact the author if they wished to share their merger experiences

e through contacts: some of the organisations were recommended to the author
as having recently undertaken a merger and therefore potentially willing to

share their experiences

A number of other organisations were approached but did not apply to the original
request for a meeting or could not meet within the required timescale.

In “selecting” the case study organisations, an attempt was made to cover:

e a spectrum of charitable causes;

e a mix of legal/governance structures; and

e to look at organisations of differing income sizes.

Whilst, by the very nature of semi-structured interviews, each discussion varied to
an extent in duration, content, emphasis and willingness to discuss certain topics,

an effort was made to undertake the interviews in a consistent way by using a
standard question template.

‘Other’ semi-structured interviews

Discussions were also held with individuals from eight other organisations, who
— rather broadly - have an interest in mergers in the charitable sector; additional
details of which can be found in Appendix 7.
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Confidentially

Both the “case study” and the “other” semi-structured interviews were conducted
on the understanding that any qualitative information shared as part of the
discussion would be sufficiently anonymous so as to respect the confidentiality
of both the individual and the organisation involved. On this basis, any direct
quotes derived from the interview process have been confirmed by the relevant
individuals’ pre-publication.

Supplementary questionnaire

To supplement the information obtained via discussion, interviewees were asked
to complete a six point questionnaire. The purpose of using a questionnaire was to
obtain some overriding trend analysis and draw out some key themes with regard
to the key drivers, barriers to and benefits of mergers in the charitable sector.

Amongst the individuals interviewed, twelve sent back a completed questionnaire
to supplement the responses obtained via the semi-structured interview. It is
accepted that such a small questionnaire sample size does mean that the results
can be easily skewed. However, it was still felt to be a worthwhile exercise in order
to draw out some of the key overriding themes and trends in the merger process.

Recognition of limitation

Whilst every care has been taken to ensure the accuracy of this report and we
are extremely grateful to everyone who has contributed to it via semi-structured
interview, it is acknowledged that:

e such information has not been independently verified; and
e comments provided by interviewees are clearly the thoughts and interpretations

of the specific individuals involved and may not be representative of those of
the wider organisation.
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Appendix 4

Complete merger framework

Formal merger date

Exploration phase Initial feasibility phase Detailed appraisal and execution phase Post deal phase

Self analysis

1
I
I
I
|
1
1
Strategic management :
I
I
I
I
|
1
1

)
> Is merger the answer?
5
3 Identify merger partner/s
Measuring outcomes
Intraorganisational buy-in
The approach

Cost and funding

1
I
1
|
|
|
|
1
: 1
House in order I
1

Resource management

Preparation

External advisers

Charity Commission

Timetable and execution

Merger Committee and interaction with the Board
Shared analysis |
High level due diligence Detailed due diligence
Cross-organisational buy-in

Chief Executive

Negotiation

Memorandum of Understanding

Communication

I

Detailed due diligence I

I

Legal issues and legal form :
Combined governance - Trustees and Senior Managment

1

TUPE and redundancies

c
.
=]

©

°

o
o)
o

G
O

Integration
I

1
I Evaluation
1

60



Appendix 5

How important were each of the following in contributing to the merger completing
/ being a success?

Upfront planning and timetable

Good internal communication

Strategic fit

Aligned vision and purpose of the merging entities
Merger Committee / Trustee leadership

Agreement and buy-in to the merger early in the process
Cultural integration

External communication

Cultural fit

Legal advice

Due diligence

Prior experience of merger

External advisers

MoU

External funding to cover costs

Charity Commission

Independent project manager

0 10 20 30 40 50 60

Measure of importance

How important were each of the following in determining the legal structure
adopted for the merger?

Avoid perception of a takeover
Brand / identity retention

Retaining flexibility around funding
Retention of shell organisations
Rescue merger

Restriction in governing documents
Objects dictated

Avoid transfer of assets

10 15 30 35 40 45

0 5

Measure of importance
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Appendix 6

High level overview of case study organisations involved in semi-structured interviews

CLIC Sargent
CLIC and Sargent Cancer Care for Children
1 January 2005

Sarah Talbot-Williams, Director of Communications and Campaigning for CLIC Sargent
and throughout the merger process

Yes

Overview

@ CLICSargent is a charity that operates and delivers care and support both locally and
nationally

® There are 350 staff on CLIC Sargent’s payroll. Some of these positions are part time.
In addition to this, there are 60 funded or part funded (50%) NHS posts. There are
also 60 social worker posts sub-contracted to local authorities

Vision and mission

@ CLIC Sargent’s mission is to be there for each family, caring every step of the way,
providing individual support to children and young people with cancer and leukaemia
and their families through:

o clinical, emotional, psychological, social and financial services in hospital, at home
and in the community across the UK

O being a strong voice nationally and locally
O research into improving treatment and care

Information taken from the CLIC Sargent website, accessed March 2009

Catch-22
Rainer and Crime Concern
Effective 1 July 2008

Joyce Moseley, Chief Executive of Catch-22, formerly Chief Executive of Rainer
David Lawrence, FD of Catch-22

Yes

Underlying philosophy/belief: Catch-22 believe every young person deserves the chance to
get on in life no matter what

Catch22 is a national charity which works with young people (aged 10 - 25 years) in all
sorts of difficult situations. They may be; growing up in or leaving care, excluded from
school, struggling to find a job, without a safe place to live, on the verge of losing their
home or finding hard to cope living on their own, getting involved in crime or on release
from custody. Cath-22 help them to learn, earn a living, have a safe place to live, steer
away from crime and give something back to the community in which they live

As the young people Catch-22 work with become more positive, independent and
productive the whole community benefits

Catch-22 work with over 34,000 young people each year across England and Wales.
They are developing ways of reaching more young people in more neighbourhoods and
demonstrating our lasting impact on the young people themselves and the communities
around them

Catch-22 work with policy makers nationally and in the regions to remove the barriers
young people face so they have a better chance to get on in life

Information provided direct by Catch-22
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Action on Addiction

Action on Addiction (name swapped with new organisation established to facilitate the
merger), Clouds and The Chemical Dependency Centre

May 2007
Nick Barton, Chief Executive of Action on Addiction
No

Vision

® People free from addiction and its effects

Actions

Action on Addiction aim to disarm addictions by:

o making accessible services widely available which offer the greatest hope of the full-
est possible life to anyone affected by addiction, including families and children

O establishing centres of excellence that set quality standards and define best practice

o delivery of high quality professional education, helping to develop a treatment work-
force capable of delivering such services

O conducting, commissioning, supporting or taking part in research that advances our

understanding of addiction, how to prevent it and how best to respond to those who
suffer from it

o positively influencing public attitudes, the media, the addiction field, potential donors
and government policy to achieve the optimum level of support

o working in partnership with other organisations if we can be more effective by doing
so

O maintaining our independence so that the primary focus is always on the needs and
interests of our beneficiaries

Information taken from the Action on Addition website, accessed March 2009

Macmillan Cancer Support

Macmillan and Cancerbackup

31 March 2008

Lynda Thomas, Director of External Affairs for Macmillan
Yes

Overview
Macmillan Cancer Support improves the lives of people affected by cancer

Macmillan Cancer Support are a source of support, helping with all the things that
people affected by cancer want and need. It's not only patients who live with cancer, so
we also help carers, families and communities. They guide people through the system,
supporting them every step of the way, and fund nurses and other specialist health care
professionals and build cancer care centres. But Macmillan Cancer Support give so much
more than medical help

People need practical support at home, so Macmillan Cancer Support, provide anything
from some precious time off for a carer, to a lift to hospital. People need emotional sup-
port, so they listen, advise and share information through CancerLine, website, support
groups and trained professionals. People need financial help to cope with the extra costs
cancer can bring, so they give benefits advice, and grants for anything from heating bills
to travel costs

Macmillan Cancer Support fight discrimination — from challenging unfair travel costs and
insurance policies to improving the national benefits system

Cancerbackup merged with Macmillan Cancer Support in April 2008 and continues to
provide the same high quality, expertly developed information about cancer, but can now
make it available to everyone who needs it. The vision is for all people affected by cancer
to have the information they want, when they want it

Information taken from the MacMillan Cancer Support website, accessed March 2009
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Terrance Higgins Trust (THT)

In 1999, THT merged with Bridgeside in Leeds; HIV Network in Coventry; Sussex Aids Trust in

Brighton and OxAIDs in Oxford and, later in the year, with counselling organisation Red Ad-

miral Project in London. Since that date, there have been a series of mergers, not listed here.

Various

Andy Munro, Executive Director of Resources

Jackie Redding, Associate Director for Service Delivery and Development

Overview

THT was one of the first charities to be set up in response to the HIV epidemic and has

been at the forefront of the fight against HIV, and improving the nation’s sexual health

ever since

It is the UK’s leading HIV and sexual health charity, providing a wide range of services to

over 50,000 people a year. The charity also campaigns and lobbies for greater political

and public understanding of the personal, social and medical impact of HIV and sexual ill

health

Vision and mission

A world where people with HIV live healthy lives free from prejudice and discrimination,

and good sexual health is a right and reality for all

THT's mission is to:

O maximise sexual health in the UK, and minimise the spread of HIV and STlIs, by encour-
aging people to value their sexual health and by leading innovation to increase access
to local sexual health services
empower everyone living with HIV in the UK to maximise their health and wellbeing
by working to ensure the best possible HIV treatment and support services
lead public and political support for HIV & sexual health issues, and campaign to
eradicate stigma and discrimination

Information taken from the Terrance Higgins Trust website, accessed March 2009 and the Trustees’ Report and Financial statements for the year ended 31 March 2008

Volunteering England

Merger one: Volunteering England launched as a new charity, created through the
merger of three existing charitable organisations: the Consortium on Opportunities for
Volunteering; the National Centre for Volunteering and Volunteer Development England

Merger two: Student Volunteering England; and Volunteering England
Merger one: 1 April 2004 Merger two: 1 July 2007

Mike Nussbaum, Chair of Volunteering England

Overview

Volunteering England works to support and increase the quality, quantity, impact and
accessibility of volunteering throughout England, enabling and celebrating volunteering
in all its diversity

Their work links research, policy innovation, good practice and grant making in the
involvement of volunteers

Vision and mission

Volunteering England’s vision is of a society where the potential and passion of people
to transform lives and communities through volunteering is fully realised and its mission
is to support an increase in the quality, quantity, impact and accessibility of volunteering
throughout England

Volunteerlng England aims to:

raise awareness in the public, private and third sectors of volunteering and its value to
society

strengthen leadership, management and diversity in volunteering
ensure a volunteering friendly economic, political and social environment

secure and support an effective and sustainable volunteering infrastructure at
local, regional and national level, including a network of quality Volunteer Centres,
promoting and enabling volunteering and community involvement

Information taken from Volunteering England’s website, accessed March 2009
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RNIBNI

RNIB Northern Ireland and the Blind Centre for Northern Ireland
From April 2007

Shane Logan, Director of RNIB Northern Ireland

Yes

Overview
RNIB Northern Ireland supports children and adults with sight loss to live full and
independent lives

Vision and mission
RNIBNI is part of the wider UK charity RNIB

The vision of RNIB is of a world in which blind and partially sighted people enjoy the
same rights, freedom, responsibilities and quality of life as people who are fully sighted

Their mission is to challenge blindness in empowering people who are blind or partially
sighted, removing the barriers they face and helping to prevent blindness

Information taken from the RNIB website, accessed March 2009

Manchester Care and Community Integrated Care
Manchester Care and Community Integrated Care
November 2008

Phil Edgington, CEO
Ingrid Smillie, Director of Finance and Corporate Services

Yes

ac
With the closure of long-stay hospitals, they saw the opportunity to provide each
individual with care and support based upon the principles of choice, dignity and respect

CIC support individuals to live full lives in the community — this includes people with a
wide range of needs from: learning difficulties, physical and/or profound difficulties,
mental health concerns, and others

The services CIC deliver are according to individual need, but include

24 hour support; qualified nursing care; floating support; support into employment/
education; short breaks and respite; domiciliary care and counselling

CIC's vision is of an inclusive society where diversity is celebrated. For CIC, this means
every person supported is treated with dignity, respect and has real choices and
opportunities in life

Manchester Care

Manchester Care is one of the North West's largest care provider organisations, with
bases throughout the region and more than 3,000 users of their services

Manchester Care offer a range of quality Care Services to people in their local
communities by providing professional care and support from committed, skilled and
properly trained staff

Information taken from Volunteering England’s website, accessed March 2009
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Scope

Scope and DIAL UK

August 2008

Steve Cairns, Director of Information, Advice and Employment Services
Yes

Scope

Scope is a disability organisation whose focus is people with cerebral palsy. Scope’s aim is
that disabled people achieve equality: a society in which they are as valued and have the
same human and civil rights as everyone else

Scope’s services focus on four main areas where disabled people face the greatest
inequality: early years; education; independent living; and work. They also provide
local support services which respond to the needs identified by disabled people in their
communities

Dial UK
DIAL UK provides Disability Information and Advice Line services (DIAL's) for disabled
people

DIAL UK operates to provide free, independent, confidential information and advice to
people with disabilities and aims to empower disabled people to maximise choice and
control over their lives

Information taken from the Dial UK and Scope websites, accessed March 2009

The Prince’s Trust

Five separate Trust charities were brought together as The Prince’s Trust
1999

Nicola Brentnall, Secretary of The Prince’s Trust

Yes

Overview

Approximately 1 in 5 young people in the UK are not in work, education of training. The
Prince’s Trust aims to address this by giving practical and financial support to the young
people who need it most

Examples of the programmes run by the Prince’s Trust to encourage young people to take
responsibility for themselves — helping them to build the life they choose rather than the
one they’ve ended up with —include:

I The Business Programme, which provides money and support to help young people
start up in business

Il The Team Programme, a twelve-week personal development course offering work
experience, qualifications, practical skills, community projects and a residential week

Il xI Clubs, giving 14-16 year olds who are at risk of truanting, exclusion and
underachievement a say in their education, by working on attendance, motivation
and social skills

Information taken from The Prince’s Trust website, accessed March 2009
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Victim Support
Victim Support federation of charities and its national association umbrella organisation
June 2008

Victim Support charities that made up the federation of charities merged to create a new,
single, national charity (with associated transfer of assets)

Mike Norris, Services Manager
Yes

Overview
Victim Support is a national charity which helps people affected by crime in England and
Wales

They provide free and confidential support to help individuals deal with what they have
been through as a victim or witness, whether or not the crime is reported to the police

Victim Support trained volunteers offer :

| someone to talk to in confidence

Il information on police and court procedures
IIl help in dealing with other organisations

IV information about compensation and insurance

Information taken from the Victim Support website, accessed March 2009
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Appendix 7

High level overview of other organisations involved in other semi-structured
interviews

NCVO

Gareth Coles, Collaborative Working Team, NCVO: discussion around the current and future
role of NCVO in the merger arena

Overview
NCVO

o is a highly effective lobbying organisation which represents the views of its members
and the wider voluntary sector to government, the European Union and other bodies,

o is at the leading edge of research into, and analysis of, the voluntary sector, and

O campaign on generic issues affecting the whole of the voluntary sector has several
specialist teams who provide information, advice and support to others working in or
with the voluntary sector

Vision and mission
NCVO's vision is of a society in which people are inspired to make a positive difference to
their communities

A vibrant voluntary and community sector deserves a strong voice and the best support.
NCVO'’s mission is to be that support and voice

Collaborative Working Team

The Collaborative Working Team at NCVO offers good practice information and advice
to help voluntary and community organisations make informed decisions about whether
and how to work collaboratively. The Team aims to raise awareness of the range of
collaborative working options, with a focus on more formal, long term arrangements

The Team provides support through guidance publications, answering enquiries and
through bringing together case studies. It delivers presentations, workshops and training
and offers consultancy support to organisations. The Team also lobbies for a more
collaboration friendly environment

Information taken from the NCVO website, accessed March 2009 and the Appendix of the Office of the Third Sector publication “Working in Consortium”

Impetus Trust

Nat Sloane, Co-founder and Vice Chair of Impetus: discussion around the role Impetus Trust
may play in the merger arena in the future

(It is noted that Nat Sloane was also involved in the merger of Crime Concern and Rainer,
as a Board member of Crime Concern, and therefore contributed some of his experiences
on this particular merger process)

Yes — in respect of the Crime Concern and Rainer merger

Vision and mission
To break the cycle of poverty by helping distinctive and ambitious charities to tackle its
root causes, including poor education, gang violence and persistent offending

Impetus provides a combination of strategic funding and expertise to enable charities
and social enterprises to improve levels of education, skills and employability of
economically disadvantaged people

Information taken from the Impetus Impact Report. Results 2007 — 2008
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Lloyds TSB Foundation

Anne Dawson, Head of Grant Making North: discussion around the current and future role of
Lloyds TSB Foundation in the merger arena

Overview

The Lloyds TSB Foundation funds local, regional and national charities working to

tackle disadvantage across England and Wales. Their focus is on supporting small and
medium sized underfunded charities that can make a significant difference to the lives of
disadvantaged people.

The Foundation’s mission is to support and work in partnership with registered charities
which help disadvantaged people to play a fuller role in communities throughout
England and Wales

The Lloyds TSB Foundation for England and Wales:

O supports small and medium ‘underfunded’ registered charities (twelve months’
reserves or less)

o funds local or regional charities with an income of £1 million or under

o funds national charities with an income of £5 million or under

Information taken from the Lloyds TSB Foundation website, accessed March 2009

Ashridge Consulting
David Smith, Consultant: discussion around the current and future role of Ashridge
Consulting in the merger area

David was also involved in the merger of Rainer and Crime Concern and therefore shared
some of his experiences in this regard)

Overview

Ashridge Consulting believe that sustainable change can only be achieved through

a genuine understanding of the real issues facing an organisation. They consult by
working collaboratively with their clients, involving them in creating and developing a
partnership process to bring about real change

In overview, the consultants specialise in the following areas:
I Change management

Il Leadership

IIl Strategy

IV Talent management

V  Coaching

VI Developing consultants

Information taken from the Lloyds TSB Foundation website, accessed March 2009
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Neadonconsulting

Alan Cripps, Managing Director: discussion around the current and future role of
Neadonconsulting in the merger arena

Yes — in respect of a merger he was directly involved in as an employee, prior to his
transition to consulting

Overview

Neadon Consulting are a value driven consulting practice working exclusively with
voluntary, community and other non profit organisations

They are committed to promoting social change by working with their clients to help
them achieve their potential through:

o the provision of expert knowledge, support, an external perspective, and an injection
of energy, experience and brainpower at times when they are needed, and

O the extraction of learning from the work they do and applying it for the benefit of
their clients

As part of their service offering, Neadon Consulting offer a “merger facilitation” role,
additional detail of which can be found on their website

Information taken from the Neadonconsulting website, accessed March 2009

-

Capacitybuilders

Overview

Capacitybuilders were setup in April 2006 to take over the management of the ChangeUp
programme and to work with other funders to develop strategies and influence policy on
building the capacity of the third sector

Vision
Capacitybuilders’ overall aim is to help create a more effective third sector, increasing its
ability to create a better quality of life for individuals and communities

Specific activities
Improving Support is a communications initiative to bring together signposting, resources
and learning for third sector organisations, via a website, magazine and e-bulletin?

Mergers fall within the spectrum of collaboration. As such, a related funding stream

is the national collaboration programme led by Bassac through the improving support
initiative

Modernisation fund?

As noted in the main body of the report, Capacitybuilders, through funding obtained
from the Government Modernisation Fund, will be launching a programme in early
summer 2009 offering small grants to third sector organisations with turnover of less
than £1 million to assist them with the purchase of business support to help explore the
benefits of collaboration, merger, restructuring and to help meet the costs associated
with these

Whilst a direct interview with Capacitybuilders was not undertaken, thanks go to Jessica
Ellis for providing updates on the work that Capacitybuilders are doing in this arena

Taken from Capacitybuilders website, accessed 5 March 2009, and information provided by Jessica Elliot

2 Taken from the Improving Support website, accessed March 2009

3 Taken from article on Capacitybuilders website entitled “Capacitybuilders and Futurebuilders to deliver Government £16.5 million third sector recession
modernisation Fund”
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Futurebuilders (Social Investment Business)
Stephen Bubb

Overview
Futurebuilders England is a government backed fund offering investment and support to
third sector organisations to develop their capacity for delivering public services

Specific activities
Futurebuilders:

O provide sustained, flexible and individual support to organisations that are delivering
public services

O ensure that they have the right financial, managerial and governance structures to
take on investment loans and to compete successfully for contracts in the public sector

Modernisation fund?

As noted in the main body of the report, Futurebuilders, through funding obtained from
the Government Modernisation Fund, will offer loans to larger third sector organisations
with a turnover of £750,000 and over. These loans will focus primarily upon mergers and
activities related to the financial and capacity issues associated with these. Loans will be
offered between £30,000 and £500,000 and will be at 0% interest for up to five years.
Repayment holidays for the first twelve months of the loan will be considered where
appropriate

1 Taken from Futurebuilders website, accessed March 2009
2 Taken from article on Capacitybuilders website entitled “Capacitybuilders and Futurebuilders to deliver Government £16.5 million third sector recession
modernisation fund”

Charity Commission
Richard Black

Overview

The role of the Charity Commission is to encourage charities to consider joint working,
up to and including merger in appropriate cases, where they can increase efficiency and
provide better service to charity users or beneficiaries

The Charity Commission provides an extensive advisory and enabling service to support
charities pursuing merger including, where necessary, relevant authority for charities
entering into collaborative arrangement or mergers

The Charity Commission’s direct role in a merger may sometimes be limited to amending
the Register of Charities to reflect the new position. Alternatively, it may become
involved where there are legal or constitutional issues to be addressed

1 Where the text is taken from the Charity Commission publication RS4 Collaborative Working and Mergers, available from the Charity Commission website

Sheffield Hallam University
Professor Gareth Morgan

Overview

The Centre for Voluntary Sector Research (CVSR) at Sheffield Hallam University is an inter-
disciplinary centre linking research staff in various parts of the university. All members
have a specific interest in voluntary and community organisations, or the voluntary sector
and voluntary activity more generally

The work of CVSR includes a wide range of research for external clients - typically
voluntary sector infrastructure bodies or public sector clients wishing to commission
independent studies of the work of the sector. Most of this is done on an inter-
disciplinary basis

1 Where the text is taken from Sheffield Hallam University website
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