Avoid merger most horrid

Sensitivity to language and culture is needed by Anglo-American companies attempting German takeovers

When a brash, aggressive US group bought a 180-year-old, family-owned Mittelstand company with a strong culture and well-known brand, it did not take long for the deal to turn sour. Within weeks, senior management at the German company had left, and the second-line managers were dash​ing for the exits. The Americans used first names with everybody, spoke English and closed the can​teen in the belief that staff could eat sandwiches on the run. They did not. Germans like hot lunches. The last straw was a morning "cheerleader" session, when Ger​man staff were expected to take part in a rousing two-minute "we are the best" call to arms.

This is just one example of a recent merger involving a Mittel​stand company that failed. "It was a cross-border catastrophe," says Valerie Lachman of M&A International, a consultancy that specialises in advising the Mittelstand Germany's thou​sands of small and medium-sized companies. "The Americans were not aware of the big cultural dif​ferences and they didn't want to spend time trying to understand the German company and in​tegrating it into their operations," says Ms Lachman. "The whole deal quickly unravelled. If buyers don't do their homework properly, there will be more failed mergers."

There were almost 2.000 acquisi​tions involving German com​panies last year. About 600 of them involved the sale of a German company to foreign buy​ers, the bulk of them US or British. But the gulf in under​standing between a typical Anglo-American concern used to a high​ly competitive capitalist market​place, and a Mittelstand company with 65 employees and a turnover of DM20 million (£6.2 million) is problematic for potential part​ners.

The Anglo-American buyer is financially oriented, looking to "get bigger" in Europe and has targeted Germany, the largest and most technically sophisticated market in Europe. It needs a high return on investment probably close to 20 per cent - and the low​est possible purchase price. Above all. it wants figures from the tar​get company. But Mittelstand own​ers find it hard to part with fig​ures. "They have a strong desire for financial privacy," says Ms Lachman. "Very often it is be​cause the owner does not really understand financial matters." These owner-managers, often en​gineers, usually have a detailed knowledge of the technical side of a business they may have built from scratch over 40 years. They are proud of their companies and probably control most aspects of the firm's running. But when it comes to the accounting, this has usually been in the hands of their tax advisers. "You have to under​stand that they usually don't want to be seen to be making too much money because it gets taxed heav​ily," Ms Lachman adds.
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