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EXECUTIVE As the financial-services industry emerges from the greatest
SUMMARY economic crisis in 70 years, and comes to grips with a raft

of new regulations, banks are consolidating, and they will
continue to do so. In the first quarter of 2010, M&A activity
spiked 50 percent. Integrating two financial institutions has
never been easy, and the current environment raises a host
of new challenges that even experienced M&A hands must
find ways to address. Enter Lean, a process for business
transformation that could fundamentally change the way
financial institutions run mergers. In a first for the financial-
services industry, a company recently used Lean to merge
global operations, designing an “end-state” company that
will reduce operating costs by a third, that can expand
business without adding personnel, and that will give
managers tools to pursue continuous improvement.
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APPLYING
LEAN TO
MERGERS

The global financial crisis and
recently passed regulatory reform
will profoundly impact the financial-
services industry in many ways for
years to come. And one clear conse-
quence is a surge in M&A activity
as depressed prices create buying
opportunities. In the first quarter

of 2010, M&A deal volume among
financial-services firms spiked 50 per-
cent from a year earlier. That might
be an extreme jump, but activity is
likely to remain robust for several
years. In our view, the industry is

on the cusp of a consolidation wave;
some players are already proving to
be serial acquirers.

The industry has seen consolidation
waves before. Indeed, some execu-
tives are already battle tested. But
today’s global business environment
will severely test their know-how.

To succeed today, a merger must
improve efficiency in an environment
with increasing product complexity,
globalization, and commoditiza-

tion of basic services; differentiate
customer service and retain valuable
customers during the acquisition by
improving quality and responsiveness;
create global, standard processes

that comply with existing regula-
tions and are flexible enough to adapt
to future changes; and build the
capacity to rapidly expand and seize
opportunities.

Given this environment, even M&A
veterans should consider new meth-
ods to bring additional rigor and
discipline to the M&A process. Enter
Lean, a potent instrument for change.
Lean is a process that some financial

institutions already use in a targeted
fashion to improve specific process
problems. However, we believe they
could do much more with Lean.
Besides fixing discrete problems, Lean
can help managers define a new “end-
state” operating model for the entire
company; this makes Lean a power-
ful tool for postmerger integration.
In fact, in a first for the financial-
services industry, a Booz & Company
client used Lean to merge two global
operations. Managers designed an
end-state company that will reduce
operating costs by a third, that can
expand business without adding
personnel, and that gives managers
tools for continuous improvement.
Considering these results, we believe
Lean could transform the way finan-
cial institutions conduct mergers.
More financial-services firms should
consider using it, as should compa-
nies in other process-intensive and
transaction-intensive industries, such
as healthcare and airlines.
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HOW LEAN
IMPROVES M&A

Lean is a systematic method of
building a deep understanding

of a company’s current operating
environment, optimizing perfor-
mance to meet goals, and crafting

a lasting capability for continuous
improvement. Historically, Lean has
been used by more manufacturers
than service providers. In the last
15 years, more than a dozen leading
banks have applied Lean principles
to some parts of their businesses,
but none have applied Lean to a
merger—at least not until the spring
of 2010.

In this recent case, two global
financial institutions applied Lean

to merger planning and integration
efforts with great success. The new
company created a unified culture,
globally standard processes, and
functionalized groups, as well as bal-
ancing workloads and making pro-
cess and technology improvements.
Thanks to Lean, the combined
company estimates the new operating
model will run 30 to 35 percent more
cost-efficiently, can add new business
without additional hiring, and can
provide tools for managers to make
better decisions and sustain a culture
of continuous improvement.

Why haven’t more financial institu-
tions applied Lean to M&A? Three
obstacles may explain their reluc-
tance—but these obstacles can all be
overcome. First, Lean thinking is still
new to the industry and is viewed as
a method for targeted improvements
rather than broad business transfor-
mation. With this Perspective, we
hope to begin to change that view.
Second, most mergers are under time
pressure, and executives might feel
they lack the time or resources to
apply Lean. However, we have found
ways to incorporate Lean method-
ologies within our overall merger
planning approach. Finally, with its
rigorous fact-based process, Lean
might uncover flaws in the merger
assumptions that challenge the

deal’s merits. Some executives don’t
welcome that kind of information,
especially if the deal has been contro-
versial from the beginning, but many
appreciate the early warning and the
opportunity to resolve these issues
sooner rather than later.

Not only can these barriers be over-
come, but Lean can unlock the true
value of a merger. Lean’s systematic
three-step sequence includes a set of
tools to analyze processes, identify

Lean thinking is still new to the
financial-services industry and is
viewed as a method for targeted
improvements rather than broad
business transformation.
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improvements, and implement change
(see “The Lean Tool Kit”). Though
seldom used in the M&A context,
Lean is a natural fit. Indeed, the Lean
methodology provides significant
enhancements to traditional merger
planning by bringing added rigor and
organization to the process. Some of
its important characteristics:

o Systematic and comprehensive:
Lean draws upon internal and
external perspectives to create
a more detailed “current-state
assessment” than in normal merger
planning. This assessment includes
processes, organization, and tech-
nology, uncovering how things are
actually done rather than how they
are perceived to be done. Analysis
uncovers short-, medium-, and
long-term upsides, best practices,
and cost synergies.

e Customer focus: Lean helps main-
tain good customer relationships
during the integration by keeping
the institution focused on customer

needs and priorities. Retaining
high-value customers depends on
improving quality and responsive-
ness throughout the integration
process and making the experience
feel like an upgrade rather than
just a conversion.

® Data driven: Lean improves the
business’s ability to quantify all
the benefits and costs of alternative
designs; thus it provides significant
data that can be used to make
and support major integration
decisions.

o Team building: Lean is applied
across both legacy organizations
and helps create an objective
common language among lead-
ers. This objectivity gives team
members from both organizations
a voice in assessing current opera-
tions and identifying value and
opportunities. It also helps keep
the design teams focused despite
the organization and management
uncertainties typical of a merger.

e Risk sensing: Lean anticipates inte-

gration challenges that could derail
the merger and gives leadership
time to develop plans to address
those challenges.

Transition to action: With a Lean
implementation plan, leadership
can shift from the Lean exercise
to begin driving actual business
results.

Continuous improvement: Lean
creates “Lean masters” who can
maintain integration momentum.
Lean also empowers staff at all
levels to identify problems and
suggest change; this creates a habit
of continuous improvement to
sustain results and identify new
opportunities.

Cultural improvement: Lean
instills a new company mind-set.
Managers are given independence
and responsibility to make deci-
sions and drive results.

The Lean methodology provides

significant enhancements to traditional

merger planning by bringing added
rigor and organization to the process.
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THE LEAN TOOL KIT

The Lean tool kit is a three-step process for business transformation—
current-state assessment, target-state design, and implementation
road map—that includes a set of tools to analyze processes, identify
improvements, and implement change. For large, complex M&A deals,
especially those that aim for a high level of integration, the full-scale
Lean tool kit should be applied. For smaller deals, the Lean tool kit
should be used selectively for a particular process or pain point.

1. Each Lean initiative begins with a current-state assessment that
creates a baseline for current operations using a series of analyses:

* Five-step current state: provides an understanding of internal
performance as well as external factors driving requirements

* Value stream mapping: documents processes as they are currently
performed

» Time and motion study: studies how staff spends time
* Waste identification: identifies drivers of increased cost and time

» Workload profiling: examines peaks and troughs in workload
demand to see if they are properly staffed

* Risk assessment: identifies where errors occur and at what cost,
and considers possible solutions

2. After completing the current-state assessment, Lean moves to the
target-state design phase with three goals:

* Operating model design: optimizes the processes and technologies
within the target-state operating model

* Workload balancing: matches peaks in one team with troughs in
another to better utilize an institution’s existing resources

* Risk analytics and solutions: helps leadership understand the
financial impact of various strategies, weigh trade-offs, and design
risk mitigation policies

3. In the final phase, implementation road map, Lean clarifies the way
forward, prioritizing opportunities and designing a plan to capture
benefits:

* Benefit quantification: matches benefits to key milestones; also
factors in interdependencies and the impact on resources

* Project prioritization: creates decision-making criteria to enable
informed trade-offs

* Implementation plan: presents detailed information about
opportunities and goals, allowing for a seamless handoff from
design to implementation

* Communication plan: customizes messages for different audiences,
delivering them at the right time
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WHEN TO
USE LEAN

There are two issues to consider when
deciding whether to use Lean. First,
executives should categorize their
merger by size and strategic intent.
One helpful guide is a matrix that
categorizes mergers into four basic
types: out-of-market transformation,
in-market consolidation of equals,
out-of-market “bolt on,” and in-
market absorption (see Exhibit 1).

Lean is traditionally used for large
business transformations; logically,
then, Lean is well suited for large,
transformative M&A transactions,
particularly those with significant
integration challenges. This full-scale
Lean approach demands that man-

agement commit significant time and
resources. Therefore, it may be practi-
cal only for deals between compara-
bly sized companies or business units
of companies.

For smaller deals, Lean is appli-

cable if there is ambiguity about the
optimal end-state operating environ-
ment. Lean can uncover specific pain
points, best practices, and external
factors that might affect the integra-
tion. Since Lean requires a significant
time commitment on the part of man-
agement, small, absorption-type deals
might not warrant a full-scale Lean
approach. But used selectively, Lean
can help executives maintain a fast
integration pace while lowering the
chances they will miss critical pieces
of information.

Another consideration is timing. At
what point in the merger process
should Lean methods be applied (see
Exhibit 2)? Lean is best suited to

integration planning (post-announce-
ment/pre-close) as well as post-close
implementation. Before a deal closes,
there are legal restrictions on how
much information the two legacy
organizations can share, but Lean is
well suited for non-confidential activ-
ities such as Lean training and value
stream definition. And Lean can even
be extended to confidential activities
before the deal closes if leaders create
a “clean room” to keep detailed
information confidential. Clean-room
processes can often be awkward, but
Lean’s rigor and common definitions
help make the process smoother and
the outcomes more useful. Executives
should consider jump-starting Lean
with a clean room if there is sig-
nificant pressure to integrate the
company quickly after the deal closes.
During the final phase of a merger—
post-close integration—Lean can help
uncover best practices, build detailed
designs, and support strict project
and performance management.
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Exhibit 1
Types of Mergers

Large
In-Market
'g:rt;:ffc-)'rwn?:t(iztn Consolidation
of Equals
Out-of-Market In-Market
“Bolt On” Absorption
Small
Low High

- Out-of-Market Transformation: merger between two
similarly sized organizations serving different
segments or geographies, or acquisition of a small
business with distinctive capabilities

In-Market Consolidation of Equals: merger between
two similarly sized organizations serving the same
markets

- Out-of-Market “Bolt On”: merger between unequal-
sized organizations serving different markets without
the need to operate in a standard environment and
driven with the intent of business diversification

In-Market Absorption: merger between organizations
of unequal size, intended to capture scale benefits or
capabilities

Source: Booz & Company

Exbhibit 2
How Lean Enhances Post-Merger Integration

Integration Planning

Post-Close Implementation

- Increased rigor in planning and target model design
- Enhanced customer focus

- Emerging issues and interdependencies

- Common language across organizations

- Better assessment of risk

Deal Closure

- Target-state operating model definition
- Data-driven solution

- Head start on synergy realization

- Employee buy-in of target model

- Alignment of target organization with corporate goals

Shareholder Value Realization

Source: Booz & Company
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LEAN IN
ACTION

As noted earlier, two global financial-
services companies recently put Lean
to the test. At the time of the merger,
volume in their businesses was at
historically low levels, but leaders of
both legacy companies believed the
industry, after being laid low by the
financial crisis, might recover quickly.
They estimated that volume could
double in two years, and they wanted
to design the new company to operate
efficiently today and to easily take on
new business when the market recov-
ered. The challenges were significant.
Operating models varied by location,
even within each legacy organization.
And, as is often the case in mergers,
processes and cultures at the two
companies differed significantly. All
the classic roadblocks to a successful
integration existed.

Given the merger’s size and complex-
ity, executives decided to apply the
full three-step Lean approach. In the
first step, current-state assessment,
the core team gathered for a three-
day workshop to educate the team
on Lean principles and begin the
baseline creation process by building
a rigorous analytical understanding of
current operating models, customer
and regulatory factors by region, and
demand and supply issues.

This process created a common
language for the new team of decision
makers spanning the two legacy orga-

nizations. They identified three broad
areas of opportunity: leverage scale to
create an end-state operating model
that efficiently shares services, reduce
fluctuating head count by creating
capacity to take on additional work
without hiring more employees, and
identify major process and technology
areas for improvement.

In the second Lean step, target-state
design, the team developed an end-
state operating model with globally
standard processes, functionalized
groups, and balanced workloads,

as well as process and technology
improvements. The new operating
model accomplished all these goals
while reducing costs by 30 to 35
percent. What’s more, the intense
teamwork necessary during this step
helped align management thinking
and recommendations; leaders started
to build a new common culture.

The third and final Lean step, the
implementation road map, involved
creating separate plans of action for
individual groups within the legacy
companies. These individual “char-
ters” included benefits, costs, require-
ments, risks, and time frame; each
individual charter was then carefully
fit into the merger’s overall integration
road map—taking into account total
benefits, ease of implementation, and
interdependencies—to create a smooth
implementation.
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TAP THE

POWER OF LEAN
POSTMERGER
INTEGRATION

As the financial-services industry
moves to the next phase of the
economic recovery, another wave of
divestiture and consolidation is likely.
The industry has undergone bouts

of consolidation before, but the new
environment poses challenges that will
test even the most experienced M&A
veterans. To address these challenges,
they should consider Lean postmerger
integration (Lean PMI), a process

for business transformation that is
rarely applied to merger integrations
but that is a natural fit. And because
Lean PMI is systematic and can be
repeated from one deal to the next,

it is particularly powerful for firms
that plan a series of acquisitions in the
coming years.

Lean PMI offers financial-services
executives a new way to think about
their mergers, and the recent merger
by Booz & Company’s client shows
what can be accomplished. Done
right, Lean PMI is an effective and
rapid method to bring disparate activ-
ities and cultures into a single value
chain; it’s a way for a new group of
leaders to grasp capabilities—and
what matters to customers—and
focus their energy on improving those
areas; and it generates detailed data
that supports major integration deci-
sions and helps maintain integration
momentum.

In short, Lean PMI is a powerful
transformational methodology ideally
suited to the complexities of integra-
tion planning and implementation.
Though seldom used in the M&A
context, Lean PMI can provide sig-
nificant enhancements to traditional
merger planning by bringing added
rigor and organization to the process.
More financial-services firms should
consider it, as should companies in
other process-intensive and trans-
action-intensive industries, such as
healthcare and airlines.
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