
 
  

Post-Merger Integration Explained 

Idea In Short

Treat integration as the deal's main event, not its afterthought. Test every acquisition
against Porter's three tests before signing, bank cost synergies rather than revenue
promises and stand up a disciplined program office from day one. More than half of deals
destroy value because buyers skip these steps.

A Phrase Worth Billions

Post-merger integration (PMI) generates billions of dollars in management consulting work.
Whenever mergers and acquisitions (M&A) activity booms, companies need post-deal
support at scale. Whether they hire outsiders or not, integration touches every part of the
business. Sales, marketing, finance, information technology, human resources and
manufacturing all require attention. A corporate merger works like a marriage. The wedding
is day one, and it is the easy part. The day-in, day-out effort afterward takes patience and
thoughtfulness, and it tends to get messy. Value gets created or destroyed in the marriage,
not at the altar.

Before the Wedding

Plenty happens before any deal closes. Investment banks pitch, due diligence teams dig,
valuation models multiply and clean teams handle sensitive data. This phase should force
the existential questions. How does this deal improve our strategic position? What binds this
combination of businesses together? Are we acquiring for the right reasons or flattering
ourselves? Are we overpaying for the target? Do we have the culture, commitment and
patience to make the combination work? Boards that skip these questions buy problems at a
premium.

Porter's Three Tests

Michael Porter, the Harvard strategy professor, defined three tests that expose flawed deal
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logic.1 The attractiveness test asks whether the target's industry is structurally appealing or
whether the buyer simply craves diversified growth, which is a bad reason. It also asks
whether the capability could be built internally or borrowed on a project basis. The cost-of-
entry test scrutinizes the price. Bankers will always produce terminal values and discounted
cash flow (DCF) models, yet the harder questions concern where the industry is heading,
whether payment comes in cash or debt and where interest rates sit. The better-off test is
the decisive one. Does the combination improve competitive position through economies of
scale or scope? Will the board look back in three years and call the move genius? Does the
deal widen the company's economic moat?

Making the Marriage Work

During the courtship, management makes promises to directors, customers and
shareholders. The market then waits to see whether the whole exceeds the sum of the
parts. If one plus one is supposed to exceed two, the combined company must prove it.
Synergies is the M&A word for those benefits, and they arrive in two flavors.

Revenue synergies are the harder kind, long-term in nature and easy to overstate. Deloitte
called them the holy grail of acquisitions, a hint at how elusive they remain. Typical
examples include cross-selling a wider portfolio, raising prices on the strength of higher
willingness to pay and reaching new customers with complementary products. Bankers and
lenders view these projections with a pound of salt. They are often considered not bankable,
because nobody controls how customers and competitors respond.

Cost synergies are the main event. Every combination carries duplicated effort that
discipline can remove. The levers include consolidated processes, reduced investment,
vendor rationalization, consolidated manufacturing and layoffs. Deal teams estimate these
savings before signing and track them rigorously throughout the integration. The major firms
publish detailed playbooks, including Bain's ten steps to successful M&A integration and
McKinsey's analysis of where mergers go wrong.2 The consistent message is that
integration requires guts, speed and clear accountability.

What Typically Goes Wrong

M&A carries a poor reputation because more than half of deals destroy shareholder value.
The root causes cluster into familiar patterns. Some deals were poorly conceived from the
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start, built on diversification logic that fails Porter's tests. Some buyers paid too much and
spent the integration digging out of the price. Some expectations were simply too high for
any team to meet. Execution failures compound the strategic ones. Cultures clash, key talent
departs, systems integration stalls and synergy tracking loses rigor once the deal fever
fades. Each failure mode is predictable, which means each is preventable with honest pre-
deal analysis.

The Portfolio Exception

Berkshire Hathaway shows that integration is a choice, not a law. Warren Buffett's company
holds more than 60 businesses in often unrelated industries.3 Limited synergy exists
between See's Candies, GEICO and Dairy Queen, and that is the point. Berkshire buys
companies intending to keep them separate. The screening criteria are an economic moat,
strong cash flow and management that stays in place. The one true synergy is financial.
Insurance float, the premiums collected before claims get paid, creates a war chest from
GEICO and General Re that funds further acquisitions and investments. Buyers who cannot
integrate well can still create value by not integrating at all.

Speed, Culture and the First Hundred Days

Two execution themes deserve special weight because they decide most integrations. The
first is speed. Synergy value decays while organizations wait, since talented people leave,
customers wander and competitors exploit the distraction. Decisions about leadership,
structure and systems made in the first hundred days set the trajectory for years, and
delaying them to avoid discomfort usually multiplies the discomfort later. The second is
culture. Two companies can share products, customers and even systems while running on
incompatible assumptions about decision rights, risk and communication. Integration teams
that map cultural differences as rigorously as they map information technology (IT) systems
avoid the silent resistance that kills synergy targets. Neither theme appears on a valuation
model, and both determine whether the model's promises survive contact with reality.

Inside a PMI Project

Integration projects share a recognizable shape. Multiple teams run in parallel because PMI
touches nearly every business process. A program management office (PMO) keeps the
planes in flight, smooths logistics and coordinates communication with the client. The work
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follows structured templates and common approaches so the PMO can roll up results across
workstreams. Consultants should expect to bump into rival firms on site, since large
integrations employ several advisors at once. Client counterparts understandably get
nervous because layoffs rank among the key cost synergies. Engagements run longer than
strategy studies because implementation dominates the agenda. The compensation is real.
Teams see the results of their work, and larger teams produce memorable dinners and the
occasional event worth retelling.

1Michael Porter, "From Competitive Advantage to Corporate Strategy," Harvard
Business Review
2McKinsey & Company on M&A
3Berkshire Hathaway

Summary

Mergers succeed or fail after the signatures dry. Ask Porter's three questions before the
deal, treat revenue synergies with skepticism, execute cost synergies with discipline and
run integration through a structured program office. The wedding is easy. The marriage
creates the value.
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