Mergers and Acquisitions:
Lessons from the Best

BY D*MIHAELA FIRSIROTU

he wave of mergers and acquisitions rolls on

unabated, the latest statistics putting the number

of transactions worldwide at some 34,000 in 1999.

Canada has been an active participant in this
global phenomenon. In 2000, there were close to 1300
transactions, worth some C$234 billion, in which Canadian
companies took part. Canadians were involved in numerous
transactions abroad. In fact, for the year 1999, Canadian
companies acquired foreign assets at a rate 33% greater than
the rate at which foreign companies have been taking over
Canadian-owned assets (see figure 1).

The present wave of acquisitions is also significant by the
increase in the number of mega-deals (C$1 billion and over).
This phenomenon is captured by the average size of
transaction, which has steadily crept up over the last
10 years, as shown in figure 2, reaching an average value of
C$ 180 million in 2000.

Therein resides the acute challenge of making these
transactions work. Alwéys treacherous, sometimes fatal,
mergers and acquisitions become more risky with larger deals
and cross-border transactions. Yet, the strategic rationale for
going ahead is often compelling and not making the deal may
also jeopardize the company's future.

Seven corporate leaders were interviewed at length about
their views and their thoughts on the role of acquisitions
and on how to mitigate the risks of such transactions.

This article presents excerpts from these interviews.
Colle ctively, these seven executives have been involved as
leader or key participant in several dozen acquisitions
through the years. They, and their companies, cover a broad
range of situations.

Two are from the service sector and have participated
in acquisitions as acquirer (BCP) or as adviser (Midland
Walwyn), butin both instances they were acquired by large
foreign companies (Publicis in the case of BCP; Merrill Lynch
in the case of Midland Walwyn), and thus can provide
insights from the perspective of the management and
leadership of acquired companies.

One company, Air Canada, was involved in a very public,
contested transaction to acquire Canadian Airlines
International.

One company, BCE, carried out some of the largest deals
in Canada with its acquisition, among others, of Teleglobe
and CTV.

Another company (CN) arranged one successful merger
with a U.S. company (illinois Central) and went through the
difficult process of putting together a'second, bigger merger,
which eventually had to be aborted.

Finally, Bombardier carried out several acquisitions in
Europe, the latest one involving Berlin-based Adtranz, a
subsidiary of Daimler Chrysler with C$5 billion in revenues
and 23,000 employees in 11 countries.

This article is based on a book in preparation, Mergers and Acquisitions: Lessons from the Best, to be published in the fall of 2001.

DI Mihaela Firsirotu is Bombardier Professor of Transnational Management and Chair of the Strategic Management Group at the Université
du Québec a Montréal. Her Ph.D. thesis on the strategies for radical change in complex organizations won the A.T. Kearney Award of the
American Academy of Management for the best Ph.D. thesis in management in North America.

DI Firsirotu has been a lecturer and conference leader at many executive seminars on strategic planning and radical change in complex
organizations. DI, Firsirotu is the author of several books and numerous prize-winning articles published in leading Canadian and American
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Several studies suggest that most M&A, around 70%
of them, do not work out as well as expected.

Has that been your experience? Are mergers

and acquisitions worth it? What de you believe

is the main reason for the success of an M&A?

Laurent Beaudein:

Yes, M&A are worth it, if you know how to do them. |
think the key to a good acquisition is to understand
completely the industry, or industries, in which you are
involved, to understand your competition, and then to set
up your targets.

From the very beginning, in every sector we are in, we
establish that we want to play a leadership role in those
businesses; and to become a leader you have to have a
plan; and that is why we review that plan on an annual
basis. We study our competitors and then we establish the
target we aim for, and when the opportunities come, you
have to spot them quickly, and be ready to act; and
opportunities always come, but you have to be patient and
wait for them.

For instance, we recently announced a transaction to
acquire Adtranz, a major player in the transportation
equipment business. In this business, there are not too many
big competitors—four or five around the world and we
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understand that industry well. Up to now, we were spe-
cialized in building cars, integrating systems in the cars and
making the full assembly of these cars. But we didn't make
the propulsion for those cars. We were buying the propulsion
from some of our competitors and to a certain extent this
was a vulnerability in our sector. Adtranz had the
propulsion and this is why this acquisition for us became
important, because we could acquire our own propulsion.
Furthermore, Adtranz is present in some markets that we
were not covering, for example, Scandinavia. They are also-
strong in the UK where we have only a small operation. And
they are very strong in Germany and in Eastern Europe where
we have basically a small position. So, there is a real good
strategic fit with our own transportation sector. Adtranz will
reinforce our transportation equipment sector and that will
get us to where we were aiming for some twenty years. If
this acquisition with Adtranz goes forward, we are going to
be a leader in that business. | mean we are going to be
number one in the world. We are going to have a strong
position in the mass transit sector, in the railway sector; for
us, it is an objective we have set for every sector in which
we operate.

It took us exactly twenty-six years to achieve leadership in
the mass transit sector; as you can see, you have to go at it
step by step, and you have to have a clear vision of where

Laurent Beaudoin,
Chairman of the
Board and Chairman
of the Executive
Committee of
Bombardier Inc.




Canadians acquiring
Canadian companies

T bt o ARG ARl . i, Pt

you want to go; you have to have a really open mind and
~ look at the opportunities, and when the opportunities are
there you have to act. But you have to be patient. People have
- atendency to go after an acquisition when the time is not
right. | mean you don't make an acquisition on the top of the
- cycle, and you can see the cycle; you have to be able to wait.
Another point | want to make is that you have to stick to your
. Vision, to your plan. We are careful not to be distracted; there
~ are opportunities that people will bring to you and say that
~ they would be good for your company. We have been very
- careful not to go outside the orientation that we have given
to the different sectors of business we are in. Today we are
" involved in motorized recreational products, mass transit
~ equipment, aerospace and financial sectors. And those are
- the four main sectors of our business. Looking at them, we
. feel that we can generate enough growth, first by developing
" new products and then by acquiring other companies to
" reinforce the base of our business in each sector.

. Jean Monty:

- Yes,  agree that M&A are very difficult to make happen.
. However, in my industry, M&A are very critical. The reason
~ why I say that M&A are essential is because our industry is
. moving very fast, whether it is on the technology side, or

Figure 1

Break-down of M&A transactions involving Canadian Comparative 1999
Total dollar value: C$178 billion

Canadians acquiring
foreign companies

Canadians acquiring
Canadian companies
from foreigners

Foreigners acquiring
Canadian companies

Foreigners acquiring
foreign companies
owned by Canadian

Source: 1999 Annual Directory of Mergers & Acquisitions in Canada

on the delivery of service. For BCE, M&A range all the way
from taking small venture-type positions, identifying
interesting complementarities for our technologies or
services, to increasing our scale or scope.

For us, scale is essential. Qurs is an industry where
performance improves or doubles every 18 months. If you
don't get scale or access to scale on almost a global basis,
you've got a real issue to deal with. Our expansion east and
west with Alliant and MTS, or selling 20% of Bell to
Ameritech (now SBC), were motivated by either increasing
scale or getting access to scale.

And scope, as we differentiate our products, as we move
up the value chain, as we expand our capabilities to deliver
to our customers more than just connectivity, which has been
and remains one of our core competencies. Scope is going
to be essential, and this is where our media transactions fit
in. For instance, we bought CTV, Canada's largest private
broadcaster and fastest growing TV network and we acquired
The Globe & Mail, which will be regrouped under the newly
formed Bell Globemedia, with the Thomson family as
partners. Bell Globemedia is the content provider, part of
our 3 C's strategy: Content, Commerce and Connectivity.
Interestingly enough, more American companies and
analysts are starting to say that the media strategy we've got
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Paul M. Tellier, President and CEO of Canadian National Railway

is understandable and fits with the evolution of the industry.
There is a gentleman in our industry, in the United States,
John Malone, who takes equity participations, who just
makes investments:18% in NewsCorp, 20% in Corus here
in Canada and so on, and this is his strategy, the strategy of
an investor. And | don't see BCE evolving that way; our
strategy is to bring things together, to bring a better offer to
our customers.

And to achieve this, yes, we acquired, we merged, we
took control. To give you an order of magnitude, we will
have made between 20 and 25 billion dollars worth of
transactions over the past two and a half years. For a
company that is today worth around $35 billion, it is
massive. Yes, M&A are worth it, definitely. Is it a challenge?
A huge one. And at the end of the day, the driver of success
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in M&A is the execution of the strategy and tl
integration process.
Paul Tellier:

Yes, | do recognize that Mergers and Acquisitions are mo
and more controversial. Some of thern have been comple
failures, but if there is a very strong strategic rationale
putting two companies together, and the execution is we
carried out, the success will be there. Let me talk about o
case, the Canadian National’s acquisition of Illinois Centra
For us, it has been an unqualified success. Basically we ar
in a network business, a shipment business, and when w
move a shipment from point A to point B, the shipper, th
client, wants us to do it without interchange to the maximur
extent possible. For instance, it is exactly the same thing a
with a passenger using an airline. If you want to go anywhere
you will want to take a direct flight, without a connectior
If you keep in mind that our business is a network business
having a single carrier from origins to destination brings t
everybody a great many benefits. So our experience wa
extremely positive. By putting Canadian National and Ilfinoi:
Central together, we produced great many synergies on the
revenue side, as well as on the cost side, and also in term:
of exchange of best practices between our two companies

Guy Savard:

We are indeed living in a merger and acquisition frenzy,
In 1995, the total amount of mergers and acquisitions
worldwide was 1 trillion dollars and today they will probably
total over 4 trillion dollars.

Studies show that probably 70% of all mergers and
acquisitions have not yielded the results that were expected.
Does that mean that companies should refrain from using
this important strategy? | think the answer is no. It is not for
everyone, but | believe that there are three main reasons why
companies should undertake such transactions: The first one
is to protect what they have; the second one applies very
much to today's changing world and it is to redefine the
industry in which a company operates; and, finally, as we
have seen lately with the mergers of companies from different
sectors coming together, to redefine the future.

Let me talk to you about the case of the company | was
formerly associated with, Midland Walwyn, which has been
acquired by Merrill Lynch. Midland was neither a small nor
a large company. It had a presence in Canada in all aspects
of the brokerage business, yetitwas not a leader in any one
sector of its businesses. |t was, nevertheless, the largest
independent investment dealer in Canada. As management
and board members, we had to decide whether we wanted
to become a leader as a niche player or merge with a global
player and have access to global resources. It took us, | would
say, about a year to look at our different options; some
favored retrenchment and a niche approach and others
favored a more global approach.



As investment bankers, we could see clear indications that
companies were becoming more and more global and our
clients were among them. We had been an important player
in the technology sector in Canada and more and more of
our clients were raising capital in the US market.
Unfortunately, we did not have the capabilities to accom-
pany them. In order to do larger deals, we needed to increase
our capital base. Our people also were eager to play a role
on the international scene and for us to be able to keep the
best among them, they needed to see that they could have
a successful career in working with us. Finally, we needed
to be a profitable organization; our shareholders demanded
it. We decided, in the end, for all the previous reasons that
we should be present globally and, therefore, seek a global
partner. We had been solicited from time to time by different
parties. Having established that a good cultural fit was a very
important factor in building a successful organization, our
choice went with Merrill Lynch. Merrill's roots were its
strength in retail.

From that base, Merrill built a power house in the
wholesale part of the business, including investment
banking, which resembled very much the path that
Midland followed to become a successful Canadian
investment dealer. Today, we can safely say that this
merger was done for the right reasons and its success has
proven it.

Yvan Allaire:

Even though | agree with your statistics, | still think
acquisitions are worth it. There is no doubt that a very high
percentage of acquisitions destroys value, the shareholder
value of the acquirer that is, for a number of reasons. The
first one, of course, is buying companies that are not close
to what you understand and know well. The second one is
paying too much, getting sucked into a bidding war with
some other acquirer, and obviously the price is pushed up
and immediately you start destroying value because you
never recuperate the price you paid for that company. Thirdly,
poor integration; not getting this new business to work with
your existing businesses to create value. If you put all three
together, the minefield surrounding acquisitions makes these
operations very tricky and most acquirers tend to step on one
mine or the other, and therefore destroy value for their
shareholders.

Yves Gougoux:

My business, the advertising business, is a very intangible
business; failure of M&A's happens in this type of business
when there is no value added. In this business, what you are
buying is the spirit of an entrepreneur; you're buying the
vision of a service-based industry, and it’s a people-to-
people business.

So the questions one has to ask oneself in considering
M&A's in our field are: Why is the entrepreneur selling?

Yvan Allaire, Executive Vice President of Bombardier Inc.
and Chairman of Bombardier Capital.

Does he/she want to get out? Does he have problems with
a client? Does he bring complementarities to our services?
Does he want to strengthen his creative side or his product
planning? Does he want to acquire major international
brands? All these questions, which are non-financial are
very important.

We've got successes and we've got failures, and the failure
normally occurs when you acquire an agency that is only
looking for the money to get out, with no long-term vision,
with no real strength.

Calin Rovinescu:

Yes, although there has to be a compelling reason to do
enter into an M&A transaction, as opposed to simply for
growth's sake. | think that some of the criticism that we have
seen is when an acquisition is done simply to grow the
revenue base of the company. Those tend to fail if there is
not a more fundamental underlying rationale for the
acquisition. In our case, Air Canada, we had some basic
issues with overcapacity in the domestic marketplace, which
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had to be rationalized, and a fairly fundamental issue with
how much flying needed to be done in this country to
maintain a sustainable airline industry.

Could we shift now to negotiations? What makes for
a successful negotiation in your experience? What
lessons have you learned from getting the deal done
from the various acquisitions made in the past?

Laurent Beaudoin:

I think very early in the process you have to establish a
good relationship with the seller and then, after you establish
this relationship, you have to come to the point where you
establish the basis of the transaction. | always get involved
at the beginning of a transaction. | like to set the terms of
the deal at the start. | basically like to visit the facilities, the
plants, to know what we are buying, and then try to meet
with the owners as quickly as possible to establish the basis
of the transaction. Then, as soon as | am able to do that, |
have a team of people who will follow through with their
people. My people make sure that the contract negotiation
reflects what we have agreed upon with the owner of the
business. Price is an important factor, and this is part of
establishing the basis of the transaction; but we need to know
if they are willing to sell the control of the organization,
because we never go in and buy a minority interest, If they
are not willing to sell the control of the organization, for us,
this is a no-go decision; it's a deal breaker.

Those types of issues you have to settle at the beginning.
You have to understand that in any acquisition, if you really
want to acquire a company, you have to be able to open the
door. You propose a price and you put in place some
conditions and strings, not many, but the really critical ones.
You have to be sure that the representation is there at the
beginning. That is why, for us, it is very important that we
are allowed to do a due diligence. We want to make sure
that their representation, whether financial, technical, human
or related to the environmental issues, the representation they
make to us, is truthful. If it is fine, then | am willing to pay
the price, but if we look at their representation and we find
there are things, which do not correspond to what they told
us, then you always have a way, to a certain degree, to
negotiate the price.

Yvan Allaire:

What makes for a successful negotiation? First, a
motivated seller and a motivated buyer and | say that a bit
jokingly, but it is important. How motivated is the seller,
is he really just testing the water, is he testing what the
market is like, or are we really part of his strategy. Of
course, as an acquirer (we tend to be more an acquirer
because we haven't sold a lot of things), are we really an
interested buyer or are we, as we sometimes do, just
looking at opportunities, but we are not really decided:; so,
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Jean Monty, Chairman and CEO of Bell Canada
Enterprises, BCE

it starts with that. Second, being able to rely on the person
in front of you, when that person makes a representation.
It is a delicate art, because on the one hand you have very
divergent interests; the seller wants to get the maximum
price and the buyer wants to pay the minimum price.
So, when that person makes a representation, do you feel
that you need to have it backed with a lot of legal
documentation, because you don't really feel confident of
what you are being told? I think this feeling of comfort
comes from very specific, very small details in the
negotiation, which gives you a sense that the person you
are dealing with is good to his or her word.

A person who comes across as frank or honest about some
problems they are having, a person that comes clean on
issues, who does not try to hide them, of course, builds
confidence, and | think this is critical in carrying out a
negotiation successfully.

Paul Tellier:
First, in any negotiation, you have to be very honest, very
straightforward; you have to avoid playing games; this is my
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style of negotiation. Secondly, the objectives have to be very
clear in your mind and you must not be drowned in a forest
of details. You have to be focused on the broad economic
objectives, the strategic objectives. Also, it is very important
to control the team that is advising you and set the agenda.
For instance, you must not allow the lawyers to come in early
on to raise all sorts of issues, tactical issues, legal issues and
restrictions. When you carry on negotiations of that kind, it
is very expensive. For instance, the negotiation and the
cancellation of the transaction with Burlington Northern cost
us 59 million dollars for bankers’ fees, lawyers’ fees and so
on and so forth. Everybody wants to justify his or her fees.
You must stay focused on the big picture, what are we trying
to achieve; let’s put a time frame on it, let’s be concrete and
so on. Also, you have to create a climate. You have to know
the guy you are negotiating with, what he cares for, what
kind of family life he has. Personally, 1 find that very, very
helpful because it brings in 2 human dimension and it creates
an atmosphere where on a Saturday afternoon, you can pick
up the phone and call the guy and talk to him and tell him,
I'worry about this and that.

Guy Savard:

I think, first and foremost, that there has to be a climate
of trust between the parties; then | would say you have to
understand clearly what the other party really wants.

In order to do that, you have to listen, listen and listen.
Sometimes, in a negotiation tempers may get hot and at a
certain point it is important to separate the people from the
issues. One should not compromise on important issues but
one needs to treat people at the negotiation table with
respect. In other words, you have to be hard on issues but
soft on people. Another important aspect of the negotiation
is to know who are the real decision makers. You do not want
to negotiate with people who do not have the authority to
decide. Finally, you have to be patient. Negotiations can
take months where all sorts of issues spring up, especially
around the end of the negotiations; that is the time to be as
clear minded and as resourceful as ever.

Jean Monty:

It is very important, at the outset, that senior people of
both organizations have a good understanding of what are
the purposes of the transaction, the business issues and
the financial framework. And if you have a good
understanding at the top, then that will be discussed and
negotiated over days, instead of months or more; another
point | want to make is that you are bound to have a very
difficult transaction if you involve all your financial people,
your legal people, your regulatory people early on. The
CEOs of two major companies will not get down to what
are the retained earnings at a given date or that type of
detailed issues.

Let me illustrate the first point with the CTV transaction,
where the entire process from negotiation to closing lasted
one year, because the parties, especially the seller, needed
more time to understand the purposes of the transaction and
our strategy. A lot of people thought we did it in a month
or two. In reality, we started talking to our partners at
Woodbridge and Thomson in the fall of 1999 about CTV and
other media properties. So, we stopped for a while at their
request and went about our business. Later, we saw that they
had a few competing bids coming along so we decided to
go ahead and do our due diligence. | have to admit, we
struggled a bit in our work, because we were neither a
broadcaster, nor a cable company. But we did what we had
to do, convinced that we were going in the right direction.
The Thomsons joined us to form Bell Globemedia after we
had acquired CTV. So, we put together this new media
company, and the whole process took quite a long time,
almost a year. But, [ think it was executed well.

Calin Rovinescu:

In a successful negotiation, you must understand that your
party’s concerns count, set the goalposts and not try to put
a square peg into a round hole. It might sound simplistic,
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but, with Canadian Airlines, we were negotiating with an
entity that was insolvent, so we knew what was achievable
and what was not achievable. Here we had a situation
where a group of very talented executives at Canadian
Airlines had to deal with what was unfortunately a fast-
diminishing asset. We had to be very sensitive to that fact
and to the Canadian government's employment concerns.
We had to be sensitive to the fact that it was a high profile
transaction, which was in the newspapers every -day. We
had to be sensitive to the fact that Canadian Airlines had
a great deal of pride and we didn't want to harm that pride
in the process. If we would have been approaching this
merger at a different time at a different place with a very
different playing field, we would have probably established
a transition team that would have gone in there before the
merger. But in our case we had a transition team going in
after the merger between the two companies; so the kind
of issues we had to deal with during the negotiation phase
were the imminent insolvency of Canadian Airlines and the
issues related to that.

In terms of the lessons drawn, | would have to divide
them into two categories. On the hostile takeover bid, the
lesson we took away is that there cannot be any stone left
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Figure 2

Canadian M&A Activity:
Number and average size of transactions (1990-2000)

Average value of transaction (in $million)

#1297

1995 1996 1997 1998 1999 2000

Source: 1999 Annual Directory of Mergers & Acquisitions in Canada data Crosbie 2001

unturned once you have established what your course of
action should be. And in our case we determined very
early on that from our shareholders', employees' and,
customers' perspective it would be better not having Onex
as an intermediary in the transaction. We believed we
could provide as much if not greater shareholder value
without them.

Another fundamental rule of thumb in a hostile takeover
is finding partners which will support you. We could not
look for a white knight in the conventional sense. In a hostile
bid, when you are not in agreement with the strategy of the
buyer you go out and find another buyer. But in our case
because we felt that this was an illegal bid we could not
turn around and get someone else to make another bid. So,
we eliminated one of the very real defence tactics in a
hostile takeover bid, which is to find a white knight. So,
without a white knight we asked where else, in what
structure, could we find the financial support one would
typically find from a white knight. So, we went to our Star
Alliance partners, to the CIBC (the Canadian Imperial Bank
of Commerce), and the Caisse de Dépdt. While United
Airlines and Lufthansa provided a significant value
contribution to preserve Air Canada in the Star Alliance, and



CIBC did likewise to keep Aerogold, the Caisse de Dépéit
ultimately provided a conventional financing, a debenture
with some conversion rights into common equity at a certain
strike price.

Are there non-negotiable issues of a general nature,
issues which are always a deal breaker?
What would make you walk away from the deal?

Yves Gougoux:

As I said earlier, in my business, what we are fundamentally
buying is the spirit of an entrepreneur. So quite definitely, |
would walk away from a deal if | come to the conclusion
that the owner will stop behaving like an entrepreneur after
the acquisition.

I'have to judge, what is the guy bringing in terms of value-
added to my existing client? Is he interested? Is he energetic?
Does he want to participate in our network? Is he there for
the long run?

What | really look at is his inner entrepreneurship feeling,
the determination to win, the passion that he displays for
this particular product or field.

Paul Tellier:

The price!!

However, | think it is important not to draw a line in the
sand prematurely. In my experience whether it is Ottawa
negotiating with the provinces or Canadians negotiating with
the Americans, it is very important to put yourself in the other
person's shoes. If you are trying to do a transaction like the
one with Illinois Central or Burlington Northern, | have to
sell this to my Board, but the other guy also has to sell this
to his Board and we have to keep this in mind. If | were in
his shoes would I be able to accommodate what the guy
sitting across the table is asking me to, and then sell it to my
Board? So, it is important to be able to put yourself really
in the other person's shoes, and to show some flexibility. And
one of the mistakes we tend to make is identify deal breakers
and put a line in the sand; this has to be avoided. So, for
the price, we are inclined to say | am not going to pay more
then $39 per share for instance, and this could be your line
in the sand.

But obviously, in the final analysis you have to sit down
and ask yourself. Am | creating shareholders value? Is this
good for my shareholders? Can | defend that deal?

This is a very basic concern at all times. In a situation like
this, you hit the road, you talk to the analysts, you talk to
the major shareholders; you have an hour to sell your stuff
to the Board. So when you are negotiating, you see in the
back of your mind these people you will be visiting, and
these people are basically going to vote with their feet.
Fidelity, Teachers, Connor Clark in Vancouver and so on;
these are big shareholders and if they dont like it, they
won’t call you up and give you hell; they are just going to

Yves Gougoux, Chairman and CEO, Publicis-BCP.

dump the stock. And, therefore you have this in the back
of your mind. Will | be able to sell this transaction to these
people? And they make up their mind very quickly. So you
have got to convince them that the strategic rationale is
compelling, the price is right and so on. Coming back to
the deal makers and the deal breakers, 1 think it is important
to have some broad principles. For instance, credit rating
for me is a top priority; therefore | wouldn't do a deal that
would affect my credit rating at Moody's or Standard and
Poor in any way. Secondly, whether the transaction is
accretive or dilutive, is very important when you walk into
a shareholder's office and you say: Listen, yes, this will
affect our balance sheet, but this is accretive from day one,
I'am not diluting you as a shareholder. This is quite different
if a transaction is likely to dilute existing shareholders’
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position by say 10 or 15%. These are some of the fun-
damental principles we are applying to all our transactions.

Laurent Beaudoin:

Price is an important factor and it can be a deal breaker.
But again, control is also critical. We never go in and buy
a minority interest. If they are not willing to sell the
control of their company, for us, this is a no-go decision,
it's a deal breaker.

For us, it is also very important to do an in-depth due
diligence. If the seller does not let us go through with the
due diligence we will not go through with the acquisition.

But let me give you an example where we walked away
because the price was not right. After we acquired Canadair
in 1985, which you know had only one product, the
Challenger, the widebody executive jet, we basically
looked at what could be done to strengthen our position
in the business jet sector. Learjet came on the market as
the owner of Learjet had decided to sell the company. This
was only a few years after we acquired Canadair; and |
discussed with them but I thought the price they wanted
at that stage was not right. And a few years later, in the late
eighties, Learjet came back on the market because the
people who had acquired Learjet from the previous owner
came into financial difficulties; we were able to acquire
the company at a better price; also, our people were better
prepared to manage that type of acquisition at that time;
this is how we got to acquire Learjet. This shows that it pays
to be patient.

Guy Savard:

In my experience, the issue that comes to mind as being
the most important deal breaker is: Who is going to run the
company?; so this issue should be dealt with early in the
process. Another issue that warrants breaking a deal is finding
out that you have been given misleading information about
the company. Another deal breaker would be concluding
during the negotiations that the culture and management
style will not fit; and, finally, after having gone trough due
diligence, coming to the conclusion that the proposed
merger would not make economic sense.

Yvan Allaire:

Laurent has talked about the Learjet case when
Bombardier walked away because the price was not right.
Let me give you an example of when the "control" issue
became a deal breaker. Some time ago, we were in
discussions to acquire a business from a large corporation.
We wanted to own 100% of the business, because our
governance system does not work well with 50/50 or
51/49 situations. So we started the negotiation with that
in mind and they seemed to agree that after a short
transition period we would be in control of the
operations. But as we proceeded they appeared to want
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an ongoing joint venture; as this became clear, we broke
negotiations; that was a deal breaker right there. And
when we say that we are not good at 50/50 or 51/49
situations, it is because in every acquisition we make, we
intend to put in place our own governance system; that
would be very difficult if we didn't acquire 100% of a
company, or at least clear control.

Calin Rovinescu:

On the merger with Canadian Airlines, there were several
non-negotiable issues as the transaction unfolded. While we
stayed open minded in terms of the process of evaluation
of which of the alliances made more sense (and here, | am
referring to the Star Alliance and One World Alliance), when
we did make up our mind that became a non-negotiable
issue. You often hear in a merger question regarding the
surviving management team, but in the context of our
negotiation with what was an insolvent company, it was clear
who would be in charge and that was a non-negotiable issue.
When it came to acquiring the shares of Canadian Airlines,
it became a non-negotiable issue that there had to be a
significant debt restructuring before we would close the
purchase of Canadian Airlines, and consolidate the
balance sheets.

We kept Canadian separate until the first of July 2000, until
we had confirmation that the debt restructuring was
complete; without that restructuring, we would not have
accepted to bring their debt on our balance sheet.

Jean Monty:

What would make me walk away from the negotiation
table is not getting the control; control of the elements that
you need is essential. Then you'll say shouldn’t | control SBC,
but you have to understand that SBC is 100 billion dollars
U.S., so you don't really control SBC. What we wanted in
this case, was access to scale, so that’s not what | mean. But
if you get to a situation like Teleglobe, since it is now core
to our strategy, any discussion with less than control would
not have continued; and if we really believe in The Globe
and Mail and the strategy with the Web sites, a family of Web
sites to create an electronic marketplace, if we believe that
it is the core of our company’s evolution, then control is key.
Let me be more specific on why control is needed.

Previously, BCE had been much more a holding type
of structure, that is, Bell was an operating business,
Nortel was an operating business, and so on. But BCE
had also bought a lot of other companies with a focused
diversification strategy.

Now, with the new convergence strategy we need a more
aligned policy making with accountable and decentralized
implementation. We are trying these days to establish a
model that looks more like strategic governance.

With this governance system in place, the profiles of the
people you'll need are different from those in a totally loose



organization, where you have five or six CEO’s each running
one’s business with various degrees of interface, each
business with its own board of directors. With our new
strategic governance system, you need a lot more direction
of the acquired companies from the centre.

The leadership itself could be a deal breaker as well, if
we could not find a way to put our leaders in. | do not insist
on having our leaders if we are satisfied with their leaders.
Take the media company, for instance; in this specific case,
first, we were not from that world, so we had a lot to learn
there; second, we had a good relationship with Ken
Thomson who is going to be the chair, the non-executive
chair of The Globe and Mail; he comes with a long history
in the newspaper business, his people are very
knowledgeable, his two sons, and in particular Jeff Beatty,
the head of Woodbridge. The strong and long relationship
with- Mr. Thomson will help create informally the
knowledge base. Somebody like Yvan Fecan, Phil Crawly
atThe Globe and Mail are essential to us to get the learning
curve and | think these executives will enjoy the style of
management we are trying to create at the same time. They
will become in effect a little bit like us and we, a little bit
like them.

Are negotiations different when dealing with a seller
or buyer from a different country and culture?

Did you observe differences between ways of doing
business here in Canada and ways of doing things in
other countries when you acquired or merged?
What do you do about them?

Paul Tellier:

Well, we have worked very hard in becoming a North
American company; we are probably the most North
American company in this country because over 50 percent
of our assets are in the U.S., over 60 percent of our stock s
inthe U.S., about 52 percent of our revenues are in the U.S.,
so we are a North American company. And this is reflected
in the fact that | am Canadian, Hunter Harrington, our
President and COO, is an American. But | cannot say that
doing business across the border is a major obstacle. For too
long, Canadian railroads have said, well the climate is rough,
the density is not the same, so we cannot perform as well
as U.S. companies; | don’t buy this argument. In our
approach to negotiation we don't have an inferiority complex
because we happen to come from Montreal.

Yvan Allaire:

There is a good deal of symbolic ritual in negotiations, and
by symbolic rituals | mean culturally embodied rituals. For
instance we are used in America to a certain style of
negotiations, which is predictable for all American parties.
And when you move to a different context, you have to learn
a different symbolic ritual. And if you have not been exposed

Guy Savard, Vice Chairman and Chairman,
Quebec operations, Merrill Lynch Canada Inc.

to that kind of environment...you have to look for help.

This is when investment bankers come in. We do not use
investment bankers in general; but if we are looking at
business possibilities in, say, Japan, we will use Japanese
investment bankers because we are not sure of
understanding their symbolic rituals of negotiation. Of
course, we can read about it; we know that the process is
longer, that you have to fraternize much more. It is fairly easy
to explain this, but to carry out a negotiation is something
else. In a case like that we would use an investment banker
who knows the culture and knows the symbolic ritual of
negotiating in that culture.

As for the differences in managing and running a business,
of course cultural differences exist. But we do believe that
we should decide the structure of the new entity and how
it will fit in our own corporate architecture. Our principles
of governance start with architecture and leadership. Who
will lead the business, who will be the key people in charge,
certainly we will determine that.

We will also install our process of strategic planning, our
financial control and our incentive system; we are
implacable on that. After that, yes, anything they would like
to propose, anything they would like to improve on what
we are doing, we accept; we understand that we do not have
universal wisdom and we try to learn from our acquired
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Calin Rovinescu, Executive Vice President, Corporate Development and Strategy,

Air Canada.

companies. But on governance systems, we are inflexible,
because it has been a key to our success.

Yves Gougoux:

As you know, BCP, my company, was acquired four years
ago by Publicis.

I checked Publicis’ values before making the deal. I would
not have sold to a network that was a managerial-type
network. | sold, | shouldn’t say | sold, | “joined” an en-
trepreneur’s network. It is like a network of Relais &
Chateaux, compared to a network of Holiday Inns. It is more
difficult to be the cook, but it’s better and nicer.

The Publicis network is really a hungry, driven, huge
entrepreneur that has resolved since 1996 to conquer the
world. We moved since 1996 from number 17 or 18 to
number 3 in the world, to number 3 in the U.S, number 5
in Canada. It is a very driven, very low overhead
company. We are all reporting to one guy, an extremely
demanding guy, and it's like having your hands in a 220
volt plug, but it is very fascinating at the same time. Our
two companies’ values are the same, our expectations are
the same
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However, the Canadian versus the
French business context is very
different in my field. In France, a
relationship between an agency
group and a client is all about the
brand. Brand is the center of
attention. Because of that, the
relationship is more professional,
more intellectual, more com-
plicated, because the protocol is
very different. But to sum it up, |
would say that in France we sell
brands and in North America we
sell products, and sometimes we
build brands.

So, I think our French partners
appreciate our straightforwardness,
our pragmatic approach, first of all.
Secondly, they appreciate our con-
sideration for the field, the
consumer-focus consideration, the
shelf-driven type of activity in
North America, shelf-driven
meaning how products are doing
on the shelf, where real people
interface with the brand.

Laurent Beaudoin:
In my view, the business
principles are quite similar all over
the world and sometimes it has to do
more with personalities then the
culture itself. I think the biggest issue after an acquisition is
language. You have to be sure that the management of the
company you are acquiring can communicate in a
common language. The common language in business is
English and the top management has to speak English
otherwise we have a problem of communication.

In terms of values, you have basically different values but
this is why you make an acquisition, because you want to
change some of their way of operating, some of their values
to fit with your own, but do so in a way that is respectful of
the unique character and culture of your new partner. This
is what you have to bring to those acquisitions, a change in
their orientations, in their management values. That's why
they welcome us, because we bring a different outlook on
business, an entrepreneurial spirit and our governance
system, which helps us review with them their plans, discuss
with them their orientations and then help them really
understand the business they are in and what could be done
to improve it. We have regular reviews, and I think that from
this point of view, our organization is very disciplined. But
we are very careful not to look at them as “acquirees” but
as partners. b
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Les dirigeants interviewés:
The senior executives interviewed :

Laurent Beaudoin, président du conseil d’administration
et du comité exécutif de Bombardier Inc.

Yvan Allaire, Vice-président exécutif de Bombardier Inc,
et Président du conseil de Bombardier Capital.

Bombardier est une multinationale canadienne avec un chiffre d'affaires de 16,1 milliards de dollars
pour I'année financiére 2001 et plus de 58000 employés (en excluant Adtranz). Depuis 1969, date
de l'acquisition de Rotax, fabricant autrichien de moteurs, Bombardier a mené une vingtaine
d’acquisitions, parmi lesquelies on trouve Canadair (Canada), Short Brothers (Irlande), Learjet (Etats-
Unis), ANF Industrie (France), Deutsche Waggonbau AG (Allemagne) et plus récemment Adtranz
(Allemagne) et OMC (Etats-Unis).

Laurent Beaudoin, Chairman of the Board and Chairman
of the Executive Committee of Bombardier Inc.

Yvan Allaire, Executive Vice President of Bombardier Inc.
and Chairman of Bombardier Capital.

Bombardier is a Canadian multinational with 58,000 employees (excluding Adtranz), with revenues of
C$16.1 billion in the year ending January 31,2001. Bombatrdier has carried out more than 20 acquisitions
over the years, beginning in 1969 with Rotax; its engine maker in Austria. Other major acquisitions include
Canadair (Canada), Short Brothers (Ireland), Learjet (USA), ANF Industrie (France), Deutsche Waggonbau
AG (Germany) and more recently Adtranz (Germany) and the OMC engine business (USA).

Paul M. Tellier, Président et Chef de la direction du Canadien National.

Avec un chiffre d'affaires annuel de 5,4 milliards de dollars et un effectif de 22 200 personnes, CN
est le premier transporteur ferroviaire canadien. Depuis 1998, CN a complété avec succés une fusion
de 3,3 milliards de dollars avec Illinois Central (IC); un deuxiéme projet de fusion, avec Burlington
Northern Santa Fe (BNSF), n’a pas regu I'accord des agences de réglementation.

Paul M. Tellier, President and CEO of Canadian National Railway

Canadian National (CN) is Canada’s leading railway company with 22,000 employees and revenues of
C$5.4 billion for the year ending December 31,2000.In the last three years, CN has completed a C$3.3 billion
merger with lllinois Central (IC). A second merger attempt with Burlington Northern Santa Fe (BNSF) failed
to clear U.S. regulatory agencies.

Yves Gougoux, Président du conseil et Chef de la direction de BCP Pubilicis.

BCP-Publicis est une agence de communication et de publicité basée a Montréal et formée en 1996
lors de I'acquisition de I'agence BCP par le Groupe Publicis (France). Avec des activités dans 102 pays
et 170 villes, le Groupe Pubilicis est le cinquiéme groupe de communication au monde.La croissance
du Groupe ces 10 derniéres années, est en grande partie attribuable a des acquisitions d’agences en
Europe, en Amérique du Nord, en Europe de I'Est et en Asie.

Yves Gougoux, Chairman and CEO, Publicis-BCP.

Publicis-BCP is a privately held advertising and communications agency with its headquarters in Montreal,
has been formed through the acquisition of BCP, a leading independent Canadian advertising company,
by the Publicis Group (France) in 1996.The Publicis Group operates in 102 countries and 170 cities, and it
is considered one of the largest global communications groups. The Publicis Group has grown, in the last
10years, largely through acquisitions of other agencies and companies in Europe, North America, Eastern
Europe and Asia.
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