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Abstract 

Purpose – Through research and first-hand experience with more than one hundred nonprofit mergers in the past decade, the firm has developed a variety of tools to help nonprofit organizations determine whether to undertake merger negotiations, how to facilitate these negotiations, and how to integrate organizations post-merger. 

Design/methodology/approach – The authors have conducted more than 100 nonprofit mergers. They also interviewed board members and CEOs of nonprofits that have merged. 

Findings – The critical differences between mergers in for-profit and nonprofit sectors occur in the negotiations phase, which is where board members often play a key role. 

Research limitations/implications – This article addresses the merger process, not the business case. More research is needed on the economic benefits of nonprofit mergers. 

Practical implications – The article identifies best practices for nonprofit mergers. 

Originality/value – This article alerts volunteer board members from the for-profit sector to the essential differences they face facilitating mergers in the nonprofit sector and provides them with a step-by-step guide to success. 
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Mergers between nonprofits are increasing – spurred to a degree by the potential for increased organizational effectiveness and the ongoing financial pressures faced by nonprofit organizations. This trend, coupled with the increased public scrutiny of nonprofit boards, creates a compelling argument for board members – many of whom are corporate managers – to be well informed regarding their leadership role in the nonprofit merger process. Managers familiar with corporate mergers need to be aware of the essential differences between the merger process in the two sectors. Failure to understand and adapt to these differences can severely jeopardize the outcomes of the merger negotiations and the post-merger integration processes. 

Corporate managers accustomed to using M&A as a strategy to quickly increase organizational scale, broaden scope or improve efficiency, might be puzzled why mergers are not more common in the nonprofit arena. However, though nonprofits usually undertake mergers for different reasons, this sector is no stranger to mergers and other forms of partnerships. Through its Strategic Solutions project, La Piana Associates, Inc. has tracked the trends in nonprofit mergers over the course of the past seven years. Through research and first-hand experience with more than one hundred nonprofit mergers in the past decade, the firm has developed a variety of tools to help nonprofit organizations determine whether to undertake merger negotiations, how to facilitate these negotiations, and how to integrate organizations post-merger. 

Initially, the success or failure of a nonprofit merger is largely in the hands of the board members. Boards must make the decision to open merger negotiations. If the decision is to move forward, the boards must be integrally involved in the negotiations and decide whether to proceed with the merger. In the post-merger integration phase, the board of the merged organization plays an important leadership role. 

For corporate managers who serve on boards of nonprofit organizations, having for-profit M&A experience can be quite useful when the nonprofit organization is considering or embarking upon merger. However, it is important to understand the critical differences between mergers in the two sectors. Most significant are the differences in the negotiations phase, which is where board members often play a key role. 
Key differences between mergers in the nonprofit sector and in the for-profit sector 
The mission drives the process 

In the for-profit sector, a key factor driving decisions to merge is the belief that the merged entity will gain a competitive edge in the market, as measured by a higher return on investment for stockholders or owners. In sum, the focus in a for-profit merger is on the financial bottom-line. In contrast, in the nonprofit sector, while a financial rationale – such as cost savings, solvency, and shared resources – may prod organizations to consider merger, the true driving force is the mission. In order to even consider merging, nonprofit organizations must share a similar mission – that is, the change that the organizations are seeking to effect in the world (or the problem they are trying to solve) must be compatible. The key factor driving a decision to merge is the belief that the merged entity will be better able to advance the mission. 
The organizations involved are treated as equals 

In contrast to the for-profit sector where the term “merger” is often used interchangeably with the term “acquisition,” in the nonprofit sector “merger” is typically considered a form of “partnership.” Since both parties have an equal say in whether the merger occurs, all parties involved in the negotiations must be treated as equals. This is true even when there are marked differences in size as measured by staff, budget, geographic scope, and/or number of services delivered or customers served. 
The process strives for collaboration 

This emphasis on assuring that all involved in the negotiations are treated fairly results in a process that ideally is collaborative in nature. This is not to say that merger negotiations in the nonprofit sector are devoid of conflict. Egos, the desire for autonomy, and the fear of change – all primary challenges to nonprofit mergers – are just as significant in the nonprofit sector as they are in the for-profit sector. However, unlike the for-profit sector where each party brings its own attorney team to the process from the outset, in the nonprofit sector it is most common to negotiate with the help of a jointly hired, non-attorney consultant. Usually an attorney becomes involved only after the decision to merge is reached and typically serves both entities. 
Stakeholders’ interests must be addressed 

While nonprofit organizations do not have stockholders, they have multiple stakeholders. They may include donors, members, funders, volunteers, community members, the media, and others with an interest in the work of the organization. Throughout the merger process, it is important that the organizations involved keep all stakeholders informed regarding progress and the value that a merger will bring to these stakeholders (in terms of advancement of the mission). In contrast to the for-profit sector where adversarial negotiations may be the norm, “investors” in the nonprofit sector (funders, donors) do not look favorably upon adversarial mergers. They want to see that the organizations involved are working collaboratively toward furthering the best interests of the shared mission. Thus, it is advisable for leaders of both organizations to jointly address major donors and funders, especially ones they hold in common. 
There are fewer resources available 

Scarcity of resources is a reality of life for most nonprofit organizations. The negotiations phase requires significant resources of time and energy, particularly on the part of board members. The integration phase often also demands financial resources in order to merge people, facilities, systems, and processes. The merger process, particularly integration, typically requires staff to further extend their already stretched schedules to accommodate the demands of the process. 
There may or may not be economic “rewards” 

The chief payoff for a nonprofit merger may be the enhancement of the new organization's ability to advance its mission. Other gains – such as reduced overhead, access to resources, or greater scale – should be considered in terms of how they enable the organization to further its mission. All such rewards of the merger should be communicated frequently and consistently in order to help individuals – board, staff and volunteers – understand and “own” its value and benefits. 
The board's role in nonprofit mergers 

In the nonprofit sector, the boards have the responsibility of leading the negotiations, often without much support from staff and/or outside consultants. In addition to considering the strategic issues, the boards (or at least a subset of board members) of nonprofit organizations considering merger take on significant responsibility for the actual merger negotiations. 
The negotiations phase 

The negotiations phase[1] usually lasts from four to six months. It begins with a resolution signed by the boards of the organizations involved who agree to engage in good-faith negotiations[2]. As a standard practice, each organization then picks several board members, in addition to its executive director, to serve on the joint negotiations committee. The negotiations committee is charged with making a recommendation regarding the merger. This recommendation is presented to the full boards, which are charged with making the decision to merge or not. 

The negotiations committee is charged with identifying and resolving all issues before making the recommendation to merge (or not) to their full boards. In addition to raising, discussing, and resolving issues, the negotiations committee must oversee the due diligence process in which confidential legal and financial information is exchanged, reviewed, and appraised. The objective is to make sure that any and all liabilities are made known to the potential merger partner, so that informed decisions can be made. 

Because organizational culture plays a significant role in the outcomes of the merger integration process, we also recommend that the negotiations committee assess the culture of each organization. It is important to acknowledge and understand the differences that exist so that these can be addressed in the integration phase. 

The minutes of the negotiations committee meetings form the draft Terms of Agreement, should the boards decide to merge. Throughout the process it is imperative that members of the committee keep their full boards apprised of progress or they may encounter resistance when they bring their recommendation back to their boards for approval. 
The integration phase 

Once both boards have voted in favor of merger, the two organizations must now begin the most challenging phase: the process of integrating into one organization. Many best practices in the for-profit sector's integration phase can be adapted to the nonprofit sector. The success factors and challenges are similar in both sectors. 

For example, Board members must serve as role models for the staff and volunteers by embracing the opportunities offered by the merger and serving essentially as “champions” for the integration process. 
Integration of the boards 

Just as the two organizations’ staffs must be integrated, so too must the boards. Nonprofit mergers typically do not result in staff layoffs, as the organizations involved are usually understaffed to begin with and the demands of the resulting larger organization often merit the full resources of the combined staffs. In contrast, it is not advisable to simply combine the two boards to create the new one. The reasons for this are multiple and include: 

* Too large a board is unwieldy. A general “standard” is that the board should have 12-24 members[3]. 
* The members of the former organizations’ boards, especially those who served on the negotiations committee, may be exhausted. The negotiations phase places high demands on their time and energy. The formation of the new organization's board offers an opportunity for them to step off the board, and for new members with fresh perspectives to come aboard. 
* The merger essentially results in a new organization. This new organization, while honoring the customs and cultures of the former organizations, must forge its own identity in order to carry out the responsibilities of what is usually a larger organization. Hence, there is an opportunity to review the skills needed on the board and compare them with the skills available to determine what skill sets are missing. The formation of a new board provides an opportunity to strengthen the board's capacity. 

In striving to achieve balance and avoid perceptions of unequal treatment, if at all possible the new board should consist of equal numbers of members from each of the former organizations’ boards. 
Selection of the executive director (ED) 

The first step in integration is often to select the new executive director. This is perhaps the most important responsibility of the new board. The selection process should take place as quickly as possible, without compromising the board's ability to recruit and select the best possible candidate. 
Shaping a unified organization 

Following the choice of the ED, the board's most important role in merger integration is to support the process and help the organization develop its own identity and culture[4]. This includes honoring the cultures of the former organizations, while striving to create one that will effectively support the needs of the new organization. The factors associated with successful integration and development of a sense of shared culture include: 

* consistent communication about the reasons why changes are necessary and vital; 
* clear messages about the values and goals of the new organization; and 
* clear definition of the aspects of the original cultures that will be honored and preserved. 

Best practices and challenges in merger negotiation and integration 

In 2003, La Piana Associates undertook a series of in-depth case studies of leaders (CEO, board chair or other board member) of more than one dozen nonprofit organizations that had at least one year of post-merger integration experience. (See case summaries on www.lapiana.org/sr). This case study illustrates the challenges and some best practices. 
River Watch and River Network 

In 1999, Ken Margolis was the executive director of River Network, which was formed that year by the merger of River Watch and River Network. He was the champion of the merger. His experiences are illuminating for board members, as they reveal the challenges posed by the role of champion and shed light on how board members can support the ED in leading the integration process. 

River Network, based in Oregon, was founded in 1988 to provide support to the hundreds of grassroots organizations (river guardians) across the country that work to conserve their local rivers. River Watch, based in Vermont, was founded about the same time to concentrate on water monitoring – helping citizens learn how to look at bodies of water to determine their condition, and then to be able to locate sources of pollution and contamination. In sum, both organizations were concerned with water quality, river health, and watershed health issues. 

In 1998, through discussion between the program staff of the two organizations, it became clear that there was great synergy between the missions and programs of the two organizations. Merger discussions began. At that time, River Network had a budget of $1.5 million and a staff of fifteen, and River Watch had a budget of approximately $650,000 and a staff of three. 

The organizations were located on opposite sides of the country; had distinct organizational cultures, different programs, and separate boards; and had invested differently in the development of their infrastructure. Yet, Margolis said, “putting the two organizations together seemed like putting two functions together that had to be together – the functions of information and action.” 

Margolis knew that if he wanted the merger to succeed, however, he would have to build a broad base of support for the process. “We really couldn't have done it without a group of people championing it. If I had tried to make it my thing, it would have been much harder to build support and push the process along.” Having buy-in from a large group on both sides of the table helped to build the momentum. 

The potential merger would bring significant change to the way the organizations carried out their programs and, as Margolis said, “change scares people. My job was to build confidence, achieve clarity, and assuage doubts and fears.” In order for staff and the board to sign on and become enthusiastic, Margolis needed to show them that the merger would help both organizations achieve their mission. 

A series of negotiations ensued. One strong board member from River Watch was very skeptical and asked a lot of hard questions. But according to Margolis, “he kept us from avoiding any tough issues. He helped us come up with a revised set of by-laws that worked for both of us, and made some other changes in the way we governed.” As soon that was completed, that board member left, and so did other board members who were less comfortable with the prospect of being involved with a large organization. “But,” says Margolis, “as a larger, bi-coastal organization, we cast a bigger shadow, and we were able to start going after board members with more repute.” 

In September 1999, the boards of River Network and River Watch voted to merge. After the merger vote, the difficult work of implementation began. Implementation hit a few snags because there was not a formal transition team or transition manager or any kind of executive committee on the board to coordinate the process. “We were a little late in recognizing that we needed a team to look at all parts of integration from the inception of the merger,” Ken acknowledged. 

A year and a half after the merger, Margolis reflected on the challenges of the merger. The combined organization, with a staff of 40 working in four offices across the country, “needed a little more hierarchy, a little more discipline in decision making – and that's a tremendous cultural change.” 

“I had to make an effort to bring the cultures together and help establish some kind of conventional rules of the road that everyone in the organization had to abide by.” It took about a year to achieve this. Margolis summarized the ultimate benefits of the integration of cultures: “That shift has allowed the organization to become more strategic in its decision making and more effective in its programming.” 
The role of champion 

One consistency across this merger and the others we studied was the presence of a champion of the integration process. Most typically, this was the president or executive director or the board chair. The champion keeps the focus on the mission – the ultimate “beneficiary” of the merger. During this tumultuous time, those leaders who are able to keep and communicate a focus on their organization's mission are most successful in leading their organizations through change. 

The role also entails: 

* Having a vision, and the focus and conviction to realize it. 
* Explaining the change and why it is necessary. 
* Being an excellent communicator – a master at listening as well as persuading (making the case for the change). Communicating honestly, clearly, concisely, and frequently. 
* Having an integration plan and communicating it broadly. 
* Showing respect for the old organizations, but creating a new organizational culture. 

Further Reading 

Connolly, P., York, P. (2002), Pulling Together: Strengthening the Nonprofit Sector through Strategic Restructuring, TCC Group, New York, NY, . 

[Manual request] [Infotrieve] 

Kohm, A., La Piana, D. (2003), Strategic Restructuring for Nonprofit Organizations: Mergers, Integrations, and Alliances, Praeger Publishers, New York, NY, . 

[Manual request] [Infotrieve] 

Kohm, A., La Piana, D., Gowdy, H. (2000), Strategic Restructuring: Findings of a Study of Integrations and Alliances among Nonprofit Social Service and Cultural Organizations in the United States, Chapin Hall Center for Children at the University of Chicago, Chicago, IL, . 

[Manual request] [Infotrieve] 

La Piana, D. (2004), The Nonprofit Mergers Workbook, Part II: Unifying the Organization after a Merger, Amherst H. Wilder Foundation, St Paul, MN, . 

[Manual request] [Infotrieve] 

La Piana, D. (2001), The Nonprofit Mergers Workbook, Part I: The Leader's Guide to Considering, Negotiating, and Executing a Merger, Amherst H. Wilder Foundation, St Paul, MN, . 

[Manual request] [Infotrieve] 

La Piana, D., Kohm, A. (2003), In Search of Strategic Solutions: A Funder's Briefing on Nonprofit Strategic Restructuring, Grantmakers for Effective Organizations, Washington, DC, . 

[Manual request] [Infotrieve]

