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1 Introduction

Ever since evolution has shown that progress ionlytthe result of single individuals,
groups or cultures, but also a result of the comtitan of their efforts. Discoveries such
as the radioactivity by Marie and Pierre Curie wilonbt have been possible without
these two individuals working together and comignitheir ideas. The Hanseatic
League as a commercial and defensive confedera@mha major influence on the
European trade and politics for more than two heddrears because merchant guilds
from a number of northern European cities decidecbbperate. The settlers migrating
into the newly developed land of North America sinthe 1% century gained
independency from the European “father” only byialj and forming a fighting force —
a tactical move which paved the way for becomirgwlorld power, the United States
of America.

It is not only the evidence from the political loistal perspective, but also the evidence
from the economy which proof that cooperation canabdvantageous. The economic
environment of the last few decades is also fule&dmples for the combination of
efforts which led to great success stories.

Apple, one of the most successful companies opthsent business world was founded
by Steve Jobs and Steve Wozniak and made the @éreomputer as a mainstream
product available for the average consumer. Thedora great visionary business man,
who knows how to sell products, the latter a viaigntechnology expert, who knows
how to make technology work. Independently, bothtasely would have been
successful in their lives. However, their successdll innovations to the mainstream
based only on the combination of their individudénts.

The Volkswagen Group, one of the largest and mastessful car makers in the
automotive industry, made its way by mergers anquiadions combined with a

focused cooperation management between the simgled$. Common standards and
the utilization of shared modules enabled the grougenerate combined profits which
outstand potential independent solutions. Regarsigdted, some of the Volkswagen
brands might even not be able to stay competitivéhe automotive market.

15



16 | 1 INTRODUCTION

However, amongst others, the automotive historyshasvn that combined efforts were
not always leading to a successful outcome. Thegenesf Daimler with Chrysler only
lasted for nine years and caused costs of approeiyna0 billion Euros. The BMW
and Rover merger lasted for six years and left BMithh a deficit of roughly 5 billion
Euros®

For being able to create the next success stofiesmbined efforts, which are also
referred to as synergies, and to prevent faillrgganizations have to understand which
factors cause them. As one of the most distingdighesiness scientists of our present
times, Michael Porter stated that

“the failure of synergy stemmed from the inabildy companies to understand and
implement it [Synergy], not because of some balsi fin the concept.[...] Even in
instances where companies possessed a genuingiwopfyoto harness synergy, they
often failed because the tools for analyzing iteviacking or they could not overcome
the substantial organization problems of implemtgoma’

The understanding and implementation of synergseshiallenging for corporations
because synergies can be used in all organizatiomtd of the company. Synergies
result from the cooperation of different organiaatl units as well as interrelations
within the organizational units or even externaktpers; thus leading to a high
complexity due to the multitude of different optsoimcluded.

For being able to tap synergies one needs to matmagecomplexity. Corporations
which are able to do so have a competitive advantdgpy are able to save financial
resources, improve quality and generate innovatibygs means of an efficient
cooperation.

This dissertation develops the basis for an efiicieooperation and describes a
systematic approach how organizations are ableattage synergies.

! http://www.faz.net/aktuell/wirtschaft/unternehmaaifmler-chrysler-die-kosten-einer-scheidung-
1409707.html

2 http://www.manager-magazin.de/finanzen/artikeB2g,75867,00.html

% Porter M. 2004 page 318
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1.1 Objective of the Thesis

This dissertation defines a holistiand systematic approach for synergy identification
and characterization, questions the role of thameational structure on the utilization
of synergies, defines key success factors on synergization in production
environments and examines the idea to use procesestaiion as a supportive
perspective for synergies.

For the purpose of synergy identification and cbendzation, different perspectives
need to be discussed and a suitable model forxlec: characterization of synergies
in production environments is to be developed. dhgctive is an approach which
fulfills the requirements of a generally valid amalistically applicable procedure which
can be operationalized on a broad basior the discussion of key influencing
parameters on synergy utilization, including théerof organizational structure, an
understanding of cause-effect relations of synerggeof central importance. These
prerequisites are elaborated by regarding genamahagnic synergies in a broader
scientific content, deriving key parameters for thgecific case of synergies in
production, supplementing the findings with expece of the researcher gained during
his case studies at BMW and confirming or accongidgsproving the results by means
of findings of the case studies.

The supportive character of process orientaticexemined by deriving commonalities
and links between process orientation and synergyagement and by regarding the
effects of process orientation on synergy-relassdes in field case studies.

The thesis is based on literature research angrdwtical experience of the researcher
as a Masters student at the BMW plant Rosslyn (Bd@ditica), PhD student at the
BMW plant Munich - this also included his projettNINI Production UK — as well as
quality specialist at the BMW headquarters in Minic

The key scientific problems to be discussed witiiae scope of this dissertation are
presented in the following chapter.

4 Which is applicable for all hierarchical areas &mda broad user base.

® Thus, certain simplicity of the procedure is nekttefulfill these requirements.



18 | 1 INTRODUCTION

1.2 Scientific Problem

The subsequent research questions discuss impaeaits which all together lead to
the final result of this thesis; it describes hosyatematic synergy management should
be organized in production environments in ordeenable a successful utilization of
synergies. The first research questions allow fordeeper understanding about
synergies, whereas the last questions refer tbribeder topic of synergy management.
The research questions are:

1. How can synergies be characterized and identifystematically in production
environments?

Answering this question is of importance for sejtthe basis for synergy management
by detecting synergies. With synergies being charaed systematically, a holistic
definition of synergies is made possible; this dsam contrast to the random approach
which is usually present when seeking synergies. talget is to find a systematic way
how to address all existent and potential synergies

The answer to this research question is based broad literature research which
examines different existent approaches on how gye®rare characterized. The
researcher validated if the literature approaches applicable to the case study
environment. Due to a negative outcome, the answehis research question is the
synergy systematics developed by the researchathwhcludes the specific needs in
the production environment.

2. Which influential factors affect the successfulipéition of synergies?

This second question is of interest for having aerall picture of the object of study
which includes understanding how and by what the aofssynergies is influenced.
These questions need to be answered in order @bleeto implement the previously
defined synergies and to successfully use and nesatihagn.

The answer to this research question includesnpet ifrom literature research on the
influences affecting a successful utilization ohesgies, the evidence of the case
studies and the expert interviews conducted bydkearcher.

3. Which effect does the organizational structure hawe the utilization of
synergies in production environments?

This research question addresses to the effeateftpecific influential factor which is
regarded as centrally important for the utilizatioh synergies. The answer to this
research question includes questioning if the aegdional structure has an effect on
the utilization of synergies in general, and in ethcases it influences the usage of
synergies in detail.
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The answer to this research question primarily ltedoom the evidence of the case
studies, but it is also supported by findings frbtarature research as well as this
explicit question in the expert interviews.

4. Is process orientation suitable for enhancing syyetilization?

This research question deals with the potentialdiEploying the principles of process
orientation for the purpose of enhancing the w#dtlan of synergies. The answer
includes the effect process orientation has on utikzation of synergies; also it
identifies which interrelations exist between thenaepts of process orientation and
synergies. Plus, it validates the opportunity te pgocess orientation as a starting point
for managing synergies.

The answer to this research question is based emsdientific framework of process
orientation derived from literature, and examinas ¢onnection of process orientation
with synergy management in the case studies. Tée sldies examine both the effect
process orientation has on the utilization on syresrand the possibility to make use of
process orientation as a starting point of synengmpagement.

5. How can synergies be managed systematically inyatazh environments?

This research question sums up the results of teeiqus research questions and
additionally discusses what is necessary for aesstal synergy management, from the
identification phase of a synergy potential up t® utilization. The answer to this
research question is primarily based on the expegiérom the case studies, and also on
literature research.

1.3 Scientific Research Method

The elaboration of the scientific problems of thiesis requires input from earlier
scientific work, input from the field to answer theientific questions partly, the design
of a new systematics as well as the feedback frarfield to prove the validity of the
findings. For this reason the researcher decidedcése study research as research
method® Sources of evidence are i) direct observationjagjumentation, iii) interviews
and iv) participant observation.The case studies are used for establishing the
researcher’'s theoretical knowledge, validating tknewledge as well as theoretical

® Based on ,Case Study Research: Design and Metliodgh edition by Robert K. Yin 2009
"Yin, R. 2009 page 102
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knowledge from literature research and designingl advancing the synergy
identification procedure of this thesis.

Since the researcher was actively involved in saiéhe case studies, the research
approach can be assigned to the action researchampf Action research describes a
research approach where the theory constructi@onsbined with observations from
the field, plus an active role of the researcheagiven in the problem-solving process.
As in case study research the findings are proeeards their generalizability, the
approach is iterative with a focus on the analydicauses and problems. A higher
acceptance of the findings is aimed by involvinggitioners into the problem
definition and solving processes. The design isedito satisfy the theoretical interests
of the research as well as producing practical lt®suhich are of interest for the
application in the field.

For enabling a higher validity of the findings ttesearcher decided for a multiple case
study design consisting of three case studies. @Veerpossible, the findings of the
prior case were further developed for modifying design of the next case stddwith
this procedure the researcher derived more powarfalytic conclusions which were
developed from the cases independently and hapabsbility to validate new findings
concerning their general applicability.

® Probst G., Raub S. 1995 and Gummesson E. 2001
° Modification of case studies according to Yin R02 page 62 ff.
%¥in, R. 2009 page 60 ff.
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CaseStudies

Time

Develop theory and scientific problems

Select cases

-

Casel:
painted body
Munich
Case2:
maintenance

. P
triangle UK

Case 3:
purchasing

and supplier
network

Figure 1: Case studies

The evidence of the case studies is primarily ¢atale and additionally includes a
questionnaire which was discussed in interviews wélevant representativédor the
topic of interest. The approach which includes $ementing the case studies with
additional research methods is chosen in accordastbethe mixed methods design
according to Yin

Based on the method selected the researcher imcthdefollowing levels of questions
in his research methdd:

Level 1: Questions asked of specific interviewees.
Level 2: Questions asked of the individual case.
Level 3: Questions asked of the pattern of findiag®ss multiple cases.

Level 4: Questions asked for an entire study. Bangple, calling on information
beyond the case study evidence and including diteeaiture of published data that may
have been reviewed.

' Ranging from worker to managing director level
2Yin R. 2009 page 62 ff.
3 Yin R. 2009 page 87
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Regarding the research questions the evidencetfiernase studies and from the expert
interviews had a different influence on the ansteethe research questions. Some of
the questions were hypotheses-driven, and the msgddrom the field proved or
disproved the hypothesis. Some of the researchtiqnesvere primarily answered by
the evidence from the field and supported by figdidrom scientific research. One
scientific question made use of the evidence froenfield to continuously improve the
result of the answer case by case and within tlsescarhe principle how the cases
influenced the answers to the research questiatsoiwn in the following figure.

Figure 2: Case studies and research problems

The first scientific problem -How can synergies be characterized and defined
systematically in production environmentsWwas further developed during the entire
time of the dissertation; the researcher examinffdreint approaches how to address
this problem. The first draft of the answer to peobb one was developed at the
beginning of the first case study, tested during tase and enhanced until the end of
case study three. The result presented in thied&sn is the final draft after multiple
iterations and improvements made during all fieldes.

In the second scientific problem Which influential factors affect the successful
utilization of synergies? the information from all case studies, includithg expert
interviews, was gathered. With this approach theeaecher had the possibility to
include different ideas, expert opinions and obs#ons for answering the research
question. The evidence from all cases allowed tastjoning if the findings from one
case were case specific or generally valid fortdipec of interest.

In contrast to the first two case studies the nefequestions threeWhich effect does
the organizational structure have on the utilizati@of synergies in production
environments? and four —Is process orientation suitable for enhancing sgyer
utilization? - are hypothesis-driven. The cases delivered thderce to prove or
disprove these hypotheses as well as the details #te question of interest.
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The hypothesis for research question three is:

The organizational structure of a company has madluence on the utilization of
synergies.

The sub-hypothesis is:

The utilization of synergies can generally be iafloed positively by implementing a
proper organizational structure which favors theeus synergies.

The hypothesis which is the basis for scientifiocljdem four is:

The principles of process orientation support thee wf synergies; processes are
regarded from end-to-end without referring to orgaational boundaries which can
negatively influence the use of synergies.

Synergy management can partially be based on psooegntation for enabling a
systematic use of synergies.

Research question fiveHow can synergies be managed systematically inymtoeh
environments? sums up the results of research questions ofemutcand additionally
matches them with insights from literature, witle #txperience from the case studies, as
well as the insights from the interviews.

The questions asked in the expert interviews weeddllowing:

= Which synergies do you think can be used in manufgg companies?

» How can the synergies you mentioned be identifiad described? Which
perspectives or approaches are suitable for thosrgies?

= Which are the main influential factors on the ation of the synergies you
mentioned? What increases the likelihood of symsrgp occur and what blocks
it?

= How do you see the influence of the organizati@t@alcture on the utilization of
synergies? With which kinds of synergies does ayp key role, with which
not?

= How do you see the influence of standardizatiorthenutilization of synergies?
In which cases are they a decisive influential dgcin which cases are they
unnecessary?

= Which role does the leader play when it comes éoutilization of synergies?
Which is the role of the staff members?

= How can you motivate both managers and staff mesnberidentify and
facilitate synergies cross-departmental?

= Which role, do think, do key performance indicatplay while using synergies?

= Which key performance indicators (KPI) you are filaniwith hinder or support
the concept of synergies? Which KPI support theeephof synergies?
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= Which actions do you think can companies take tcelacate the usage of
synergies?

= How can a systematic synergy management, which rstahels/includes
synergies and expands potentials, be organized inwitmanufacturing
companies?

The questions discussed with the BMW process aiiemt expert* were the following:

= What is a synergy?

= Which synergies are used in your department?

= Which synergies are used by the BMW Group?

» What are the main influential factors on the u#ition of synergies?

= How can Yyou systematically describe synergies ire tproduction
(environments)?

= How should a systematic and non-randomly synergynagement be
implemented in the production?

= Which role do synergies play in process orient&ion

= How are synergies defined within process orientétio

= Did people focus on using/finding synergies witlie framework of PRIME
and the definition of processes at BMW?

= Does BMW systematically search for synergies orihasthe past?

= Do you think that synergies are the result of pssaarientation or do they have
to be searched for actively?

» |s process orientation a potential approach fortesyatically defining and
extending synergies?

= Which are the possibilities to systematically imtgg synergy management in
the process orientation?

Even though the researcher had to follow an iteegtrocedure for the elaboration of
the results of this thesis, the results are preskinta clustered configuration.

1.4 Structure of the Thesis

On the basis of the underlying logic introducedha previous subchapters the thesis is
structured into eight major chapters. The first rfathapters are the foundation
components for the fifth chapter in which the reskar’'s synergy management concept

* Head of the central department for process manegemproject leader of the BMW process orientation
initiative PRIME and head of the BMW process mamaget network
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is introduced. Chapter six introduces the casdesudhich delivered important insights
for the results of this thesis. Chapter seven camled the results of the thesis and gives
an outlook on additional fields of interest on sgyeresearch. After an introduction is
given in this first chapter the content of the ®dagent chapters is as follows:

Chapter 2: Chapter two covers the major subjeeicohomic synergies. It defines what
synergies are, gives an overview about synergygoat&tions including the most
important synergy concepts, the sources for synefiggts and synergy motives. Apart
from that, the key influential factors on using ekgies are introduced, including the
concept of business relatedness as well as orgemabsupport factors for utilizing
synergies. Furthermore, approaches how synergrebeauantified, among others the
costs of creating synergies, are presented. Tla tiopics covered in this chapter are
challenges which come along with synergies in ganand synergy management in
particular including central change managementcas$wvhen dealing with synergies.

Chapter 3: Chapter three deals with the second nesaretical foundation of this
thesis, the topic of organization and process taten. The chapter starts with a
general overview about the organization of compaiaied leads over to the specific
topic of process orientation. The latter, as anitemél organizational perspective, is
introduced including the definition of process ataion and the distinction of process
orientation, business process reengineering anthdsss process management. Finally,
the most important principles of process orientatice defined.

Chapter 4: This chapter combines the concept afga® orientation and synergies. In
the course of this, it is questioned how the maingples of process orientation affect
synergies as well as the key influential factorsyfergy utilization. Likewise general
commonalities between the concept of process @tientand synergies are introduced.

Chapter 5: In chapter five the researcher’s synaerggagement approach is introduced.
The chapter includes general considerations adwtréquirements of a systematic
procedure and leads over to the introduction of riein findings of the synergy
identification and implementation procedure.

Chapter 6: Chapter six introduces the three cas#iest which centrally supported the
findings of this dissertation. Case study numbege took place in the painted body
organization of the BMW plant Munich. Case studyotwas a project within the

maintenance triangle organization of the MINI prciilon plants in Oxford, Hams Hall

and Swindon in the United Kingdom. Case study thsethe Purchasing and Supplier
Network.

Chapter 7: Chapter eight derives a conclusion ef ¢htire dissertation, shows the
limitations of the research method applied in thgsertation and gives a perspective on
further research fields regarding the topic ofriest.
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2 Economic Synergies

2.1 Introduction and General Consideration

This chapter introduces the first basis for thissdrtation, which is a general
understanding about synergies. This basis is nebdeduse synergies can only be
exploited successfully and systematically if theg anderstood. In order to establish
this basis subchapter 2.2 defines the term of gyneubchapter 2.3 gives an overview
about the central synergy categorizations, subenh&t introduces the key influential
factors on using synergies, subchapter 2.5 preseays to quantify synergies and
subchapter 2.6 introduces the challenges of dealiitly synergies as well as the
according change management approaches to manage thallenges. Thus, this
chapter is the first scientific foundation for tHesign of a process oriented synergy
management.

Before the term of synergy is defined, it needdéounderstood that synergy is an
interdisciplinary concept describing various mastif¢ions of cooperation. It is applied
in chemistry, biology, medicine, information techogy, social sciences, political
sciences, business administration, economics, hedldgy™® An overview of i) the
utilization of the term synergy, ii) the phenomewptal consideration, iii) the
experimental evidence and iv) the conceptual bafsdifferent scientific disciplines is
shown in the figure beloW,

!> Baltes G. 2000 pages 11 ff.
' Baltes G. 2000 page 21
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Synergy as a Phenomenological Experimental Conceptional

synonym view evidence basis
Scientific areas

Chemistry/ biology/

pharmacology

Medicine

Information technology

Social sciences [ | e — |
Political sciences

Businessadministration [ s
Economy

Theology I Special case

Researchandteaching Bl

Figure 3: Interdisciplinary utilization of the syngg concept

In the business scientific context, which is oenaist in this thesis, the application of the
synergy concept is categorized into i) a conceptcamnection with mergers and

acquisitions, ii) a concept for the quantificatiaf synergy effects and iii) a

management concept for the business leddérke latter two are of relevance for this
thesis.

After the structure of this chapter is introduced an overview about synergies in
general is given the term of synergy in a broadentext and the specific business
environment is defined in the following subchapter.

2.2 Definition of Synergy

Etymologically the “word”synergyoriginated from Greekunergosworking together,
from sun-'together' +ergon 'work’. The Oxford Dictionaries defines synergy“tse
interaction or cooperation of two or more organaad, substances, or other agents to
produce a combined effect greater than the surheif separate effects®The Oxford
Advanced Learner’s Dictionary defines synergy de “extra energy, power, success,
etc. that is achieved by two or more people or cmgs working together, instead of

" Baltes G. 2000 page 44

18 Oxford Dictionaries: http://oxforddictionaries.cfaefinition/english/synergy?q=synergy
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on their own.™ The Term is literally translated as cooperationa ifigurative sense it
means to collaborate. Hence, the word can be at@tshs ,working togethet™

Scientifically, the term was primarily used in mnaluscience for describing the
concurrence of two substances or organs with altieguabove-additive effect:
Furthermore, Hakén refers to his interdisciplinary field of researevhich deals with
the emergence of new structures and functionalitesystems, as “synergetics”.
Today the term synergy is not only in common usesgience, but it also became
established as a term for specific forms of colfabons in social sciences, natural
sciences and also in everyday language. It is dseéxample, in the field of theology,
physics, chemistry, psychology, synergetics anébmyy.>*

In chemistry the term is used for effects resultirgm the combination of various
substances concerning a chemical or biochemicatioge® In medicine synergy is
described as the effect resulting from the comimnabf various medications, methods
of treatment or hormoné8 The field of information technology uses the tesymergy
for the interaction of various factors concernindesired positive effect, such as more
efficient processing or reduction of developmemtetf’ In social sciences the synergies
describe phenomena occurring within social groubhvcan be found in practié@in
economics the term is used for the interactioncohemic participants’ In contrast to
all other disciplines theology regards synergy las interaction between god and
human® Business administration has two understandingyérgy; i) as synonym for
interaction and ii) as a theoretical managementeph

19 Oxford Advanced Learner’s Dictionary: http://oaldgfordlearnersdictionaries.com/dictionary/synergy
2 Hofmann E. 2004 page 236

2L paprottka S. 1996, page 41. Jawetz, E. The useoofbinations of Antimicrobial Drugs, in ARP,
VOL.8, 1968, pages 151-170

22 Haken, H. Erfolgsgeheimnisse der Natur-Synergddile Lehre vom Zusammenwirken"ZEdition,
Stuttgart 1981, pages 9-21

2 paprottka S. 1996, page 41
24 Biberacher J. 2003, page 7
% Baltes G. 2000 page 13

% Baltes G. 2000 page 14

" Baltes G. 2000 page 14 ff.
8 Baltes G. 2000 page 15

# Baltes G. 2000 page 18

% Baltes G. 2000 page 19
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Economic sciences views synergies (also: econoafissope, composite effect$)as
acquisition-based changes of an overall marketevafithe acquisition partner resulting
after the acquisition in contrast to the sum ofrteisting single market values prior to
the acquisitior’? These changes would have never occurred if theagrar remained
working independentl§? In the same context Ficery et. al. define: “Syiegre the
present value of net, additional cash flow thagemerated by a combination of two
companies that could not have been generated itir&dmpany on its owr®

The first synergy concept in business science wasduced by Penro¥awho divided
benefits of diversification strategies in two categs>® The first one is classified as
‘economies of operation’ and stands for economiteliess which diversified companies
can generate by merging specific operational bssirfenctions and (additionally)
taking advantage of shared management capab#itidknowledge. The second one is
classified as ‘economies of expansion’ and dessribenefits which established
companies have after entering new markets dueeio g¢kistent resources in contrast to
start-ups. Even though Penrose’s concept did dbufaler the category ‘synergy’ it
already implies the basic idea of (business) syasrgvhere a benefit is achieved
through the cooperation of two units which otheeniguld not have been possible.

The development of the synergy concept in the legsincontext is fundamentally
assigned to Ansoff’ In ‘Corporate Strategy® Ansoff describes the combination of
existent resources and capabilities with new madwd product areas as synergy
effects, assumed that the overall output exceeassitigle outputs of the single business
units. Ansoff defines synergy as “sharing of captds among units of the firm which
produces performance which is greater than theopaence which can be obtained if
the units operate independently of one anotheArglophone literature synergy and

%1 Franke F. 2009 page 6

%2 Rockholtz C. 1999 page 132

% Damodaran A. 2005 page 3

% Ficery K. et. al. (2007) page 4

% Penrose, E. The Theory of Growth of the Firm, Lamd 959

®paprottka S. page 41 UnternehmenszusammenschlisSgnergiepotenziale und ihre
Umsetzungsmdéglichkeiten durch Integration, Gablézdladen 1996

3" Biberacher J. 2003 page 8 or Karenfort S. 201% fiag
3 Ansoff I.H. 1965: page 75
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synergy effects are generally used as synonyftitie effect is also often referred to as
“2+2=5" effect*°

Two decades after the introduction of Ansoff's wdvkchael Porter reviewed the
concept in his book ‘Competitive Advantage’ pubdishin 1985 Due to their
importance both synergy concepts are introducedbtie following subchapters.

Since the development of the first business synergycept by Ansoff different
definitions of the same concept have emerged. Thage been developed in different
contexts and therefore have different prioritieen€rally, all definitions listed below
have one thing in common: the central basis of ¢heperation or collaboration,
respectively, as a source for the synergy. Soméhefdefinitions from scientific
contexts are displayed in the following table. Mostthem are based on research of
synergies in mergers and acquisitions which idi#ié of science most frequently used
for the object of study, the synergy.

Author German English

ReilRner ~Synergien sind akquisitionsbedingte VerdnderungeBynergies are acquisition-related changes of mutual
gemeinsamer strategischer Erfolgspotenziale [dstrategic success potentials of the acquisition bezm

(1992) Aguisitionsbeteiligten gegenuber ihrenin comparison to their individual success potestial
Einzelerfolgspotenzialef?*

Paprorottka .Synergie steht als Oberbegriff fir das Phanomes [d8ynergy is the generic term for the phenomenon of
Zusammenwirkens sowie dessen mogligheooperation plus its possible consequences.

(1996) Konsequenzen [...J°

Ebert LUnter einer Synergie werden alle erfolgswirksamelinder a synergy one subsumes all value chamges
Wertednderungen subsumiert, die kostenbezqgaffecting net income which are or are to be geedrat

(1998) und/oder wirkungs- bzw. leistungsbezogen durchreinghrough a merger with relation to costs and/oratéfe
Unternehmenszusammenschluss generiert werden|odeperformance.
werden sollerf

Rodermann -mit dem Begriff Synergie [bezeichnet man] dpsThe term synergy refers to the interaction off a
Zusammenwirken von mindestens zwei ansonsgtemnimum of two business units which otherwise

(1999) getrennt voneinander operierenden Geschéftseinheitgeould have operated separately, aiming to reafize
mit dem Ziel, operative Effizienzvorteile zu re@ien. | operative efficiency benefits. The outcome of this
Als Folge dieses Zusammenwirkens ergibt sich [einteraction will be the value of the whole insteafd
Wert ges Ganzen nicht mehr aus der Addition sejnenly the addition of its single parts.
Teile*

% paprottka S. 1996 page 41 or Karenfort S. 201% pég

0 Ansoff I.H. 1965 page 75. Amongst others Karenfar2011 page 20.. In German literature the same
effect is also referred to as ‘Verbundeffekt’ oeNsundwirkung’.

* Porter M. 1985

“? ReiRner S. 1992 page 107

“3 Paprottka S. 1996 page 43

“ Ebert M. 1998 page 22

4> Rodermann M. 1999 page 37
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Bachmann
(2001)

.Uberadditive, durch den Merger verursac
Wertseigerung entlang dessen Wertschopfungskett
zusammengeschlossenen Unternehmen durch
Ressourcenkombination, primar  aufgrund

gemeinsam durchgefuhrter Aktivitdten/ gemeinsa
Leistungserbringung  und/oder b)  erweitert
innovativer Aktivitaten/ Leistungserbringurf§*

tSupra-additive accretion of the joint venture aldtsg
b @alue chain which is caused by the merger thro
hessv combinations of resources primarily due to
anutually executed activities/ performances and/or
nmexpanded/ innovative activities/ performances.

er/

Sirower
(2001)

.Synergie ist die Verbesserung der Performance
fusionierten Unternehmen gegeniber der Performa|
die von den beteiligten Unternehmen getrennt ke
erwartet und gefordert wirf"

dt8ynergy is the increase in performance of
ncembined firm over what the two firms are alred
eitxpected or required to accomplish as indepen
firms”

igh
a)

he

dy
Hent

Metz
(2002)

Synergie [ist] als Sammelbegriff fur samtlich
Ursachen [zu bezeichnen], die im Rahmen e
Akquisition den Gesamtwert der beteiligt
Unternehmen veranderfi*

eSynergy is the collective term for all causes wh

erinvolved within the scope of an acquisition.

nehange the value of the whole of the compani

Wirtz
(2003)

Lunter Synergien wird im M&A-Kontext verstande
dass sich mit der wirtschaftlichen Verbindung zwe

Unternehmen ein Wertzuwachs einstellt. Dabei dirttvo companies. Synergies occur when the valueeof

Synergien [...] dann gegeben, wenn der Nutzen
Zusammenwirkens einzelner Faktoren ungleich b
groBer als die Summe der Nutzen der einzel
Faktoren fiir sich genommen &

,Within the context of M&A, synergies are defined
iean accretion which emerges with the economic lihk

dederaction of single factors is unlike or higher the
zvgum of the individual values of the single factors.
nen

Chatterjee
(1986)

Mehrwert, der sich aus der Mdglichkeit ergibt, e
fachliche Ressource zu nutzen, die einzig aus
Unternehmenszusammenschluss resultiert.

ne...increased value [which] results from 3
Hevpportunity to utilize a specialized resource wh
arises solely as a result of a merger

Biberacher
(2003)

Unter Synergie versteht man das synchr
Zusammenwirken bisher getrennter Unternehni
Geschaftsbereiche oder Funktionsbereiche, dasieu
Steigerung des Gesamtwertes der Zusammenwirke
Einheiten fuhrt.

Unter Dissynergie versteht man das synchr
Zusammenwirken bisher getrennter Unternehni
Geschaftsbereiche oder Funktionsbereiche, dasieu
Senkung des Gesamtwertes der zusammenwirke
Einheiten fihrf!

ehusiness units or functional areas which used tk
eiindividually which leads to an increase in the eahf
hdka whole of the interacting units.

Dissynergy is the synchronous interaction
brewmpanies, business units or functional areas wil
ensed to work individually which leads to a decreafsg
eithe value of the whole of the interacting units.
hden

reynergy is the synchronous interaction of compani

hich

Kogeler
(1992)

dem aufeinander abgestimmten Zusammenwir
zweier oder mehrerer Unternehmungen zur Freiset3
von Rentabilitdts- aber auch Risikoeffekten, die

ken is the coordinated interaction of two or mg
uagtivities for releasing rentability as well askri
beffects, which could not arise in case of a sim

re

ple

einer einfachen Addition nicht entstehen wiirden

addition.

Table 1: Definitions of synergy

The definitions listed above show the first blugrim the scientific context which

results from the fact that all authors employ thens basis for their definition but do
not have the same overall understanding of the ssmrmargy. For scientific purposes the
initial situation is additionally aggravated bysynonyms for the synergy term and ii)

6 Bachmann C.W.R.2001 page 158

" Sirower M.L. 2001 page 48, Sirower M.L. 1997 page
8 Metz M. 2002 page 59

49 Wirtz B.W. 2003 page 58

0 Chatterjee S. 1986 page 119

*1 Biberacher J. 2003 page 53

2 Kogeler R. 1992 page 5
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existence of highly related concepts. In this cent8iberachet’ lists the synonyms
network effect, vertical integration, scope effetpnomies of scope, composite effect,
spillover effect, effect of integration, interdepkemcies, combination effect, cooperation
effect and interrelation which are used in scieiocexplain synergy-related topics. The
reference to related concepts is, for instancegrgiby economies of operation,
economies of expansion, economies of overhead kilis, conomies of synergy and
economies of scope.

The definition which forms the scientific framewarkthis thesis is:

Synergy is the interaction or cooperation of res®s to produce a combined effect
greater than the sum of their individual effects.

In this definition resources include i) tangiblig,imtangible, iii) human and iv) financial
resources. In this thesis the terms synergy anergyneffect will not be used as
synonyms; the synergy effect is the result of §rmeesgy, the synergy is the means how
to achieve the effect. Additionally, the expliciffdrentiation between synergy and a
synergy potential is used in this thesis; a synegymnplemented and realized whereas a
synergy potential describes potential not yet zealiwhich might generate a beneficial
overall effect under specific conditions. Furthereo this thesis differentiates
horizontalandvertical synergiesHorizontal synergies are connected with one $ipeci
function or process; they usually result from caliing functions. Vertical synergies,
by contrast, arise from the combination of difféaremctions; they usually result from
decentralizing functions in organizational units.

2.2.1 Synergy Motives

After the definition of the term synergy and thedarstanding of it, an overview about
synergy motives is given. Major research fields stidy where synergies are of
importance are mergers and acquisitions (M&A). Adany to Karenfort!, who
presents the results of a survey conducted withA88rican CFOs, the realization of
synergies is a dominant motive for M&A. AdditiongllKarenfort introduces three
major categories of theories to explain the phemmmeof M&A including the
respective theories shown in the figure below. thiéories bear upon the synergy
concept introduced in this thesis.

3 Biberacher J. 2003 page 9: Verbundeffekt, Verbongil, Verbundwirkung, Ausstrahlungseffekt,
Integrationseffekt, Interdependenzen, Kombinatiffeke Kooperationseffekt and Verflechtung

* Karenfort S. 2011 pagell
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Economic motives Managerial motives Financial Motives
= Efficiency theory = |nefficient = Valuation theory
= Monopoly theory Management  theory= Risk diversification
(Market for corporate  theory
control theory) = Tax and balance shegt
= Management discretion theory
theory
= Hubris theory

Table 2: M&A motives and theorigs

Economic motivesnclude bidirectional beneficial values for theastholders of the
acquiring and the target compatfyThe first economic motive is based on the
efficiency theory which postulates that M&A areroaal out to achieve “net gains from
synergies®’ These net gains result from operating synergieichwlare achieved
through the transfer of knowledge, from economiescale and economies of scape.
Following the interpretation of the synergy hypdilse the efficiency gains are not
generally existent but resulting from merging tweesific firms>® According to the
second economic motive, the monopoly theory, M&A anhosen to achieve monopoly
rent through increased market power, basicallyavidr horizontal and conglomerate
M&A. The market power can be enforced by reductiohsupply, cross-subsidizing
products and deterring potential market entr&hsccording to Portéf these benefits

are referred to as competitor interrelations olusdle synergie&?

Managerial motivesare based on the reasoning that M&A will improwdated
managerial qualifications and objectives. The filstory assigned to this motive
postulates that a firms management is not able dkenuse of the full potential of a
company due to lack of knowledge or qualificatfdifithis management is exchanged
due to the M&A to a more competent managementehheimproving the mode of

%5 In Accordance to Karenfort S. 2011 page 10

*® Rodermann M. 1999, page 54 and Hofmann E. 200¢ p&§

" Trautwein F. 1990 page 284

8 Rodermann M. 1999, page 55

%9 Sirower M.L., Miiller D.C. 2003, page 375

0 Karenfort S. 2011 page 8 according to Trautweihd20, page 286 and Rodermann M. 1999 page 137
®L porter M. 1985 page 353

%2 Chatterjee S. 1986 page 121

% Hofmann E. 2004 page 174
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operation of the company, the shareholder valueasased. The second theory, the
managerial discretion theory, describes the effdwn a firm’'s management initiates
M&A to pursue personal objective These personal objectives are often interlinked
with the firm’s size and therewith optimized afféd&A. Finally, the Hubris theory
describes the effect of raised purchasing pricesMi&A due to over-optimistic
assessments of the management of the acquiring®firm

Financial motivesare based on the principal agent theory and th#opo theory which
both declare that M&A are realized for meeting fio@l goals and not because of
personal and performance objecti¥&sThe first theory belonging to the financial
motives is the valuation theory which is based tws dssumption of inefficient capital
market and asymmetric information. According tcsttheory, the goal of M&A is to
“achieve arbitrary value gains between the marlatier and the valuation of the
acquiring firm as a result of unique informatioroabthe target company which is only
available to the bidder’'s managemé&htThe risk diversification theory is based on the
portfolio theory which supposes that a diversifgattfolio acts supportive towards a
reduction of risks. Its main principles are theedsification of activities which results
in a reduced volatility of cash flows at the grdapel with contemporaneous retention
of returns. The tax and balanced sheet theorysedan the assumption that M&A are
enabled to capture benefits from the combined loaldrsheet including offsetting tax
profits and losse¥

2.3 Overview of Synergetic Categorizations

Besides a clear understanding of the term syndéngycategorization of synergies is the
second important basic for being able to understanérgies in the economic context.
They are of importance because they are often amebusly used as the source for the
derivation of a scientific synergy concept. Sinagerhture provides different
perspectives from which synergies are perceived; ¢htegorization of synergies
consequently has different facets which are intcedun this chapter. Depending on the

® Trautwein F. 1990 page 287 and Rodermann M. 199@ p9

% Karenfort S. 2011 page 9 in accordance to Tramkeil990 page 289
% Hofmann E. 2004 page 179

67 Karenfort S. 2011 page 9 in accordance to Rodemrivar.999 page 58
% Hofmann E. 2004 page 183
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situational context and the matter of interest, iftstance M&A, the categorization
provides diverse aspects which are to be takengsintount in the given contekt.

From the general perspective, the differentiatidn i

= Quantitative and qualitative
» |mmediate and future

= Positive and negative

= Strategic level-based

= Resource-based

= Cost and revenue

= Financial and functional

= Functional area-based

synergies is an established way to categorize gigser

The categorization of synergies irgoantitative and qualitative synergiésllows for a
systematical approach to evaluate the benefits coordingly disadvantages of a
potential synergy constellation. The effects of fbemer are measurable directly in
terms of common measures, whereas the latter aremeasurable directly. Thus,
quantitative synergies are advantageous becaugatbdased on facts and their effect
Is easier to control and monitor, whereas qualatsynergies such as transfer of
knowledge need to be operationalized for an ex amteex post evaluation.
Categorically, both approaches include certainesilyity when synergy potentials are
evaluated; at first sight, the first approach isjeat due to forecast inaccuracies and the
multitude of parameters to be evaluated, whileldltter is subject due to the inaccuracy
of operationalizability modelg?!

Immediate and future synergi@sply the time frame in which the synergy effest i
expected. Within this perspective, the knowledgeuabthe dimensions duration,
frequency and date are of importance for evaluatiregbenefit of the synerd§.The
consideration of the time-based delimitation is ooty important when synergetic
effects are expected in the long term, but alsorwaecounting for time-dependent
influences on the synergetic benefit. This diffeéi@ion is also in line with another one
which is common in the scientific context: to digfilish between synergy potentials
and synergy effects. Synergy potentials are passiatergies which are present latently

% The researchers own synergy categorization isdatred in chapter 5.3
O Koppen J. 2004, page 124 ff.

" Compare chapter 2.5

2 Biberacher J. 2003 page 61
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and do not have to be used implicitly, whereas sgpneffects describe synergies which
have already been realizEdln a related context, Ansoff additionally distinshes
start-up and operating synergiés.Start-up synergies result from mergers and
acquisitions, while operating synergies result franganizations which already exist.

The categorization gdositive and negative synergiesplies a bidirectional outcome of
synergies and is common in the scientific literafdrPositive synergistic effects are
consistent with the previously explained synerggospt. In this case, the combination
of two entities which were previously independeegults in an optimization of the
considered effect. Negative synergy effects, osyhiergy, describe effects which were
aimed at generating synergies, but resulted in teoproductive effects
overcompensating the positive effect. In accordanceunk and Sigfé the following
synergies are perceived as negative synergies:

= not implemented positive synergies

» delayed implemented positive synergies

* negative synergies which were detected and avadbbfore the integration
phase

= negative synergies which were not detected bef@éntegration phase

» negative synergies which were not detectable befaréntegration phase

Karenfort’ defines negative in a slightly different way byigsing synergy costto
negative synergies: “negative synergies encompasbelrect expenses related to an
acquisition, such as legal costs, relocation castd costs for the integration and
harmonization of the IT infrastructure, as well indirect expenses and detrimental
effect on the income situation”. This dissertatiollows the first definition of negative
synergies which says that the net effect of a gysec approach has a negative
outcome; the single negative effects leading tortbgative effect are referred to as
synergy Ccosts.

The most comprehensive categorization of synergiegiven by Biberacher, who
combined different common synergy categorizatiohgther authors in one concept.

3 Weber E. 1991 page 104

™ Ansoff I.H. 1965 page 84 Because of their cenimgiortance for the scientific world, the synergy
concepts of Ansoff and Ansoff are introduced in tsaparate chapters. These concepts are the basis
for most scientific considerations of the synergpaept. Baltes G. 2000 page 44

> Ansoff I.H. 1965 page 83 ff., Paprottka S. 199641, Burde F. 2010 page 5 Biberacher J. 2003 page
54, Kogeler R. 1992 page 41 ff.

® Funk J., Sigle H. 1993 page 147. Biberacher J373@e 54
" Karenfort S. 2011 page 20

8 Compare costs of creating synergies in chaptet 2.5
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He categorizes synergies according to strategic leveland the respective synergy
category which can be found on the specific stiatézyel.” For the clusters on the
according strategic levels he applies synergy caizgfions which are in line with

categories known in literature from other authdise underlying logic of his synergy
categorization is shown in the figure below.

Corporate strategy Synergies & dissynergies

Aim productive strategyfor the entire company .
Concepts . Portfolio management

financial synergies

intangible synergies
. Rehabilitation gible synerg
tangible synergies

Know-howtransfer

Task centralization

Functional area strategy
Aim detailing and coordination function,

. R & Dsynergies

. marketing synergies

interface between strategy and
operative measures

. salessynergies

. production synergies

Concept strategiesfor single functional areas

. administration and organization

suchasR & D, Sales, Marketing, synergies

Purchase, Production

. purchasing synergies

Figure 4: Synergy categories of the three stratiegiels according to Biberacli@r

Biberacher’s initial point is that different typestrategies are to be found on different
hierarchical levels of the corporation. Accordirnghim they need to be considered in
the categorization of synergies. In his opinion thikerent levels need to deal with
different aspects of synergies following differeystematic for the synergy categories.
This is why he defines different synergy categomdsch are assigned to the three
generic strategic levels. The three generic stydiagels according to figure 4 are the

" Biberacher J. 2003 page 63 ff.

8 Biberacher J. 2003 page 64. Additionally Biberaatetegorizes synergies according to the measures
which are needed to enable the synergy effect. Gdisgorization is introduced by the end of this
chapter.
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)] overall corporate strategy
i) division or business unit strategy
i) functional area strategy

The synergy categories are

financial synergies

intangible synergies

tangible synergies

cost oriented synergies
performance-based synergies
R&D synergies

marketing synergies

sales synergies

production synergies
administration and organization synergies
procurement synergies

OCONoOORAWNE

N
= o

The cluster of the synergy categories chosen bgrBiher can be divided into three
additional main categories, which were used inrpsinergy categorizations by other
authors. The first cluster differentiates accordinghe resources, making a distinction
between i) financial, ii) intangible and iii) tamdg. They are applicable for the overall
corporate strategy. The second category differsvdet cost and performance-based
synergies, which are applicable for the divisionboisiness unit strategy. The third
cluster categorizes synergies according to thetiiumal area where they are utilized,
thus referring to the functional area strategy.

1. Financial synergiesnainly have an influence on the risk position, blgo on the
effects on capital costs, financial strength andtian®" The positive effect usually
originates because the cooperation of multiplermss areas reduces the non-payment
risks for the investor since the existence of midticash flows allows for a better
equalization of the credits. The result is cheapgternal credits. Additionally,
uncommitted funds of one business unit can be tsdthance another business unit
without the need to involve external investors.eipeindent from investment benefits,
financial synergies also allow for saving taxesntgking use of different national tax
systems when dealing with international organizegtior by making use of specific
corporate law configurations to reduce the paynoértaxes. A summary of financial
synergies according to Biberacher is shown ondhewing figure.

81 Biberacher J. 2003 page 65
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Financial Synergies )

Risk reduction Risk reduction Reduction of the costs
systematicrisk unsystematicrisk of funds

Control synergies

Internal capital market
Risk reduction

Market power

Using different market
situations

- Access financing types

- Coinsurance effect - Coinsurance effect

- Usingl ied fi d . L. .
SN l0ss carried forwar - Portfolio decisions - Cashflowvariance

- Deductability of interest on
borrowed capital

- Different nat. control
systems

Figure 5: Aspects of financial synergies accordmgiberache¥

2. According to Biberacheintangible synergieon the corporate strategy level are
caused by know how transfer from one business tonthe othef® This know how
transfer might include strategic know how to optienthe market position. In general,
they correspond to the previously explained inthlegisynergies, but include only
corporate level relevant items.

3. Tangible synergiesn the corporate strategic level result from comatities which
allow for combining value chain activities or commip use the same ass&tsThis
requires that processes, resources, products,ubglier and customer base of the
corporate units are similar to a given extent.

The synergies on the corporate level can be impiéedesimultaneously provided that
the required commonalities are given. Except froome financial synergies the

synergies from the corporate level have an infleeon the business unit as well as
functional level. The coordination of the synergresides, however, on the corporate
level which includes binding guidelines and targetsput the synergies in practice.
Hence, the synergy categories on the corporate hexe a bundling character for the
other synergy level.

Synergies on the business unit level have to Bménwith the corporate strategy. The
identification and definition and implementation $finergies happens in the business

8 Biberacher J. 2003 page 66. Kogeler R. 1992 page 6
8 Biberacher J. 2003 page 67. Kogeler R. page 38 ff.
8 Biberacher J. 2003 page 68. Kogeler R. page 38 ff.
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units. The alignment of the single business umiatsgies including the synergies
happens on the corporate lef&I.

4. Cost oriented synergiasclude all synergies which result in cost savifrgen the

cooperation of previously independent ufiftavith this broad definition Biberacher
includes most of the synergies mentioned and ajreaglained in this thesis which is
the reason why a detailed presentation of thoskebeibmitted. In general, Biberacher
categorizes cost oriented synergies in i) capdmEsed degression; resulting from
optimized capacity utilization, ii) size-based deggion; resulting from capacity
reduction or increase and iii) lot-based degressisulting from optimized lot sizes.

5. Performance-based synergi@sm to realize higher prices and margins on the
customer side without proportionally increasing ititernal cost§’ These effects result
from differentiation factors which were not presdvdfore the cooperation of the
business units. They might include the integratérdifferent product features or the
integration of services which used to be independen

Biberacher's cost oriented and performance-basetrgies are aligned with the
categorizations of other authors. In his M&A baseerspective, Karenfdft and
Hofman® distinguishes betweetpst synergies and revenue synergigss is in line
with Chatterjee’® interpretation, although he does not decide to makéurther
distinction between financial and collusive synesgiln Chatterjee’s case, financial
synergies are based on reducing costs of capitateals collusive synergies result in
value gains due to an increased market power. Aoogrto Karenfortcost synergies
constitute of “operational reductions in cost whask derived from the sharing of value
chain activiies® They are based on economies of scale, learningctsffand
economies of scope.

Revenue synergies result from value chain linkagaabling differentiation and
economies of scop&.Differentiation as a revenue synergy results froomkined
efforts which offer the customer i) an addition pfoduct variants (horizontal
differentiation), ii) an improvement of the produgality (vertical differentiation) and

% Biberacher J. 2003 pages 69 ff.

% Biberacher J. 2003 page 70 ff.

87 Biberacher J. 2003 page 73 ff.

8 Karenfort S. 2011 page 19, Burde F. 2010 page 6
8 Hofmann E. 2004 page 271 ff.

% Chatterjee S. 1986

1 Karenfort S. 2011 page 20 ff.

92 Karenfort S. 2011 page 22
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iii) innovation (lateral differentiation). Accordinto Hofmanf, revenue synergies as
results from economies of scope are possible deeoss-selling effects with an analog
increase in the sales margin.

A related categorization is chosen by Kogeler wistituishes between i) financial
and ii) functional synergie¥. This classification questions in which generalteats”

the synergy effects can be realized and dividestlo finance and operations.
Financial synergies are accordingly optimizing flmancial profile of one or more
organizations; this is characterized by the capéaburces, the asset structure, the cash
flow and the earnings. The synergy effect leads tceduction of risks or gain in
profitability. Functional synergies can be found tine operational areas of the
company’ This categorization is independent from the facstraictural organization.

The synergy categories Biberacher suggests fofutietional level corresponds to the

value chain categorization by Porter which is pnésg in chapter 2.3.2. Categorizing

synergies according to thedunctional areais also common as a basis for explaining
synergies. It is the functional-organizational eiiéintiation where synergetic effects are
attributed according to their functional allocatiauch as sales synergies, production
synergies or controlling synergi&s.Sometimes the functional perspective is
additionally categorized in internal and externalgpective where the difference is

made if the synergy effect results from compangrimal or external cooperatich.

6. The first synergies in Biberacher's functionataa categorization are research &
development synergies. In accordance with Biberactesearch and development
synergieshave a major effect on the cost structure of tilesequent activities in the
value chain since 80% of the product costs arenddfin the development phaSe.

Research and development are therefore primarggdan know how transfer between
R&D departments as well as process partners fraenvilue chain to reduce costs
within the own department as well as later on iodpction, logistics, sales and

service!® Additionally, performance-based synergies can benetated by

% Hofmann E. 2004 page 280 ff.
% Kogeler R. 1992 pages 33 ff.
% In contrast to organizational areas.

% Therewith they partially comply with the categatin of synergies according to the functional area
which is introduced in the following.

7 Angermayer-Michler B., Oser P. 2009 page 980. Bibleer J. 2003 page 33 ff. Ansoff I.H. 1988 page
41

% Biberacher J. page 60
% Biberacher J. 2003 page 77. Rommel G. et al. p2@@ 75 and Kogeler R. 1992 page 50
190 paprottka S. 1996 page 84 ff.
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differentiating the product against competitors imgplementing knowledge and
requirements from the customer in the developmbase.

7. 8. Marketing and sales synergiem the functional level are based on know how
transfer, combined activities, including spill-oveffects and cross-selling, and
economies of scaf@® With well positioned brands cross-selling actisti can
additionally lead to performance-based synergies.

9. Biberacher again dividegroduction synergiesnto cost oriented synergies and
performance-based synergies. Cost oriented symseagieagain divided into i) capacity-
based degression; resulting from optimized capaaitiization, i) size-based
degression; resulting from capacity reduction arease and iii) lot-based degression;
resulting from optimized lot sizes. Biberacher &iddially mentions cost-saving effects
resulting from know how transféf? Performance-based synergies are derived from
know how transfer and accordingly from the learncugve effect. This can result in
more efficient and flexible manufacturing plantsading to a differentiation of the
corporation in the economic context. Additional meaof differentiation are time
advantages or individual customization potentidlghe production to customer needs.
Synergy potentials are not limited to the exchaoigenowledge within the production;
this exchange also happens with other function@hsusuch as R&D, procurement or
sales.

10. Administration andorganization synergiesesult from combinations of supportive
activities from different areas such as controlliog human resourcé®® They are
primarily based on the reduction of double workt @so on the exchange of
knowledge and integration of these functions intonpry functions. It is therefore
required that the parties involved have a commamsar this cooperation.

11. The final functional synergies according to @dcher ar@rocurement synergies
These synergies are usually made for a high rdtith® business unit's level cost
oriented synergie®* They are made possible by coordinating previoirsiiependent
procurement operations and saving costs in i) peyant operations, ii) procurement
prices resulting from discounts on volume and lioggs iii) control and storage
resulting from quality improvements and time sasilgie to a closer co-operation with
the suppliers® Performance-based synergies within the procuremeslt from an

191 Bjberacher J. 2003 page 76. Kogeler R. 1992 pade 4

192 Bjheracher J. 2003 page 75. Kogeler R. 1992 paife 5

13 Bjberacher J. 2003 page 78. Kogeler R. 1992 pade 6

194 Biberacher J. 2003 page 74 and Bisani F. 1990 pade and Kogeler R. 1992 page 57

19 Bijberacher J. 2003 page 74 ff. Vizjak A. 1990 pa@@ ff. and Paprottka S. 1996 page 78 ff.
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optimized negotiation power towards the supplied dhe associated possibility to
achieve a better product quality. Additional pemiance-based synergies are possible
by exchanging knowledge between different businests such as R&D or Logistics
and improving the time-to-market or delivery timaieh can result in higher prices and
margins.

With this categorization Biberacher designs a cphodiere the synergy categories are
not mutually exclusive and collectively exhausti%®.Synergies which affect the
functional strategy can also have an influencehencorporate strategy or the business
unit strategy and vice versa. The fact becomes eavidegarding Biberacher’s
functional level synergies which are always reférte the higher level, business unit
synergies. In this case the functional level symsrgvhich are categorized according to
the functional area are broken down to cost orcbrated performance-based synergies
which were again the higher synergy levels categoriAdvantages of this
categorization are that high level synergies aakdm down to the lower levels and
functional level synergies are to be coordinatedtliy next higher synergy level.
However, this categorization does not allow foradigtic and consistent definition of
synergies per se.

The second categorization Biberacher decides fahes classification of synergies
according to the measures which are needed to erihbl synergy effett, or the
sources of synergies, which are

Centralization

Integration or restructuring
Supplementation/access/power
Transfer

Balance

aokrwbdPE

A different approach of categorizing synergies mlofived by Reissner who
differentiates the synergy forms or types of i)tcalization, ii) balance, iii) transfer, iv)
supplementation and v) integration/restructuriifg.

In addition to the central categorization explairdxbve, the following table gives an
overview of the existent synergy categorizationthascientific context.

1% Bjberacher J. 2003 page 78

197 As these categories are also organizational stippdactors they are explained in detail in chapte
2.4.2

198 Bjheracher J. 2003 page 19 and Reissner S. 198200
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Criteria of | Characteristic

categorization

Time reference Realized synergies Potential syesrgi

Effect Positive Negative

Exploitation Commodity synergies Financial synesgie

Functional area Purchasing Production Distribution
Dimension of| Non-recurring Recurring

occurrence

Consistency of Irregular Permanent

occurrence

Period of use Short term Long term

Payoff effect Cost synergies Revenue synergies

Inducement by Unreal synergies Real synergies

cooperation partner

Occurrence probability| Certain Uncertain

Measurability Accurate Inaccurate

Division to co- | Unilateral Proportionate

contractors

Quantifiability Monetary Non-monetary

Value added chaip Economies of scope Economies of scale

approach

Time of occurrence Immediate In the future

Phase relatedness Start up synergy Operation gynerg

Cause Restructuring synergies  Absolute synergies

Evaluation of| Synergy<forecast Synergy=forecast Synergy>forecast
occurrence

Cause for occurrence Market oriented Cost oriented Tax oriented
Beneficiary Buyer Seller

Availability Universal Endemic Specific

Table 3: Typologies of synergy effetts

After the essential synergy categorizations froffetent authors were presented in this
chapter the following two subchapters introducettin@ central synergy concepts of the
last decades. These concepts were developed byAlgwff and Michael Porter and

influenced most authors dealing with economic sgiest

2.3.1 The Synergy Concept of Ansoff

The starting point of Ansoff's synergy concept, @his in his case one of the major
components of the firm’s product-market strategyhased on the effect resulting from
the addition of new products or markets on the ®Retin Investment (ROI). In his

199 Based on Burde F. 2010, page 7ff., Kiiting 200gepE322
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definition of synergies Ansoff sums up the effeatsynergies as “the 2+2=5 effect to
denote the fact that the firm seeks a product-mapasture with a combined
performance that is greater than the sum of itsp&’

He argues that an integrated firm can realize ssfééets with the resulting cost savings
which result in minimized operation costs and itwesnts and revenue enhancement
compared to those of a firm with the same but iedelent operations:

Ansoff reverts to the ROI formula for the descuptiof synergetic effects intd?

(St —01)

ROI; =

S = Sales, O = Operating Costs, | = Investments;, tbtal amount of independent
products

If all products are unrelated, the return on invesit is the sum of all single product
returns on investment. However, if a firm integsatithe operating costs and the
investments by making use of synergies the effed¢he return on investment is:

ROI; > ROI;

Since:

S = total amount of integrated products

The same positive effect can also be achieved biyngdahe same total investment and
increasing the sales and decreasing the operaistg.c

Based on this formula he differs between the fouesgy types:*

110 Ansoff I.H. 1965 page 79

111 Chatterjee, S.: Types of Synergy and Economic &althe impact of Acquisition on merging and
Rival Firms, in: Strategic Management Journal. 19@6. 7 pages 119 ff

112 Ansoff I.H. 1988: The new Corporate Strategy, pag#. and Ansoff I.H. 1965 page 80 ff.
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= Sales synergies

= Operating synergies

* Investment synergies

* Management synergies

Sales synergieare resulting, for instance, from combined distiidru channels, sales
administration, warehousing or shared marketingvities for a complete range of
related product§*

Operating synergiesare based on an increased utilization of labor pratiuction
factors, learning curve effects and quantity distou

Investment synergiearise, for instance, from the joint utilization ofachines, raw
materials and common research and development agpes.

Additionally, management synergiaghich are not reasoned by the ROI formula are
introduced by Ansoff explaining the effect whichcacs when management capabilities
and knowledge gained in one industry are made esatal new industry*

Ansoff's synergy definition includes positive aslhas negative synergie® Negative
synergies result from attempts to combine resountesh do not have a common basis
to build on such as using an automotive facilityrtanufacture furniture. For avoiding
negative synergies Ansoff suggests a comparisaomipetences in defined functional
areas which he later on integrates in his syne@yéwork.

In addition to the synergy types, Ansoff makes thigerence between start-up and
operating synergies” These refer to the validity period; start-up sgies are one-off
effects, whereas operating synergies result froptaaay business.

Derived from the synergy types Ansoff introducesoah framework which enables the
evaluation of synergy. It is based on the functicm@as of a firm such as general
management, research and development, marketingpardtions. If necessary, a more
detailed representation of the functional unitpassible. The principle is shown in the
figure below:

113 Ansoff I.H. 1965 page 82
114 Karenfort S. 2011 page 14
115 Ansoff I.H. 1965 page 75
118 Ansoff I.H. 1965 page 83
117 Ansoff I.H. 1965 page 84
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Table 4: Measurement of synergy of a new producketantry*®

In each functional area three symmetry categorgcedfare shown: i) contribution to
parent, ii) contribution to new entry and iii) joiopportunities. The columns show the
effects which result from pooling of competenced differ between startup economies,

118 Ansoff I.H. 1965 page 88
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operating economies, expansion of present salesnamdproduct and market areas.
These variables are to be considered in connedatitim the previously mentioned
categories; as far as possible numerical valuesodoe assigned into the columns. The
overall synergy is shown on the right side of thig.

In addition to the framework to measure synergigdagned above, Ansoff derives a
method for comparing profiles of firms which accoouates synergies and strengths
and weaknesses in one framewbrk.This framework rates particular skills and
facilities against functional areas of the firm aadvidely applicable in all industries.
The categories suggested by Ansoff in this conéeat i) facilities and equipment, ii)
personnel skills, iii) organizational capabilitie®d iv) management capabilities. In
these areas the company is rating its abilitiesthk@dge and resources in comparison to
other companies. After rating the own capabilittke synergetic opportunities are
defined by comparing the profile with competitivefies.

An example of the check list for competitive andngetence profiles is shown below:

119 Ansoff I.H. 1965 pages 90 ff.
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Facilities and

equipment

Personal skills

Organizational
capabilities

Management
capabilities

General Data processing equipment  Depth of gengralulti-divisional structure Investment management
managemen management Consumer financing Centralized control
and finance Flnanc.e _ Industrial financing Large systems
Industrial relations Planning and control management
Legal Automated business data Decentralized control
Personnel recruitment and processing R&D intensive business
training Capital-equipment
Accounting intensive business
Planning Merchandizing intensive
business
Cyclical business
Many customers
Few customers
Research Special lab equipment Areas of specialization Systems development Utilization of advanced
and General lab equipment | Advanced research Product development state of the art

development

Test facilities

Applied research

Product design: process
industrial,  consumer| Military  specifications| Cost-performance
military specifications compliance optimization

System design
Industrial design:
consumer, industrial

industrial, consumer

Application of current state
of the art

Operations General machine shop Machine operation Mass production Operations under cycli
Precision equipment Tool making Continuous flow process | demand
Automated production Assembly Batch process Military  specifications
Large high-bay facilities | precision machinery Job shop quality
Controlled environment | Close tolerance work Large complex produc nght cost cor7tr0|
Process operation assembly Tight scheduling
Product planning Subsystems integration
Complex product control
Quiality control
Purchasing
Marketing Warehousing Door-to-door selling Direct sales Industrial marketing
Retail outlets Retail selling Distributor chain Consumer merchandizing
Sales offices Wholesale selling Retail chain Department of defens
Service offices Direct industry selling Consumer servicg Marketing
Transportation equipment| Department of Defens¢ Organization State and municipality
selling Industrial service| marketing
Cross-industry selling organization
Applications engineering | Department  of  defense
Advertising product support
Sales promotion Inventory distribution and
o control
Servicing

Contract administration

Sales analysis

Table 5: Check list for competitive and competepiailes?°

The example describes a part of a firm competenc#@which lists the major skills
and competences of the firm rated against firm<kiiave the same capabilities, and

120 Ansoff I.H. 1965 pages 96/97
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not only firms from the same industry or compestoBy comparing the competence
profiles with competitive profiles the derivatiohsynergy potentials is made possible.

In his later work Ansoff defined an approach toegasssynergies by means of a square
matrix including the synergy receivers and contiobsl and their respective Strategic
Business Areas (SBAY! With this matrix interdependencies which oftenufesrom
common approaches or synergies are shown andgstratecisions about the synergy
constellations are made possible. The matrix isvaha the figure below:

Contributors

SBA; Z5BA
SBA; SBA; Dependence
dimension
SBA, description
strenght
(1]
™
s
5 SBA,
[*]
[T}
-5
SBA,
IID
ZSBA
Contribution 53c
Dimensions:  Strategy Capability
common project general management
interchange R&D
image product
advert/ promotion marketing

Figure 6: Synergy matrt<

The dimensions are based on Ansoff's previouslyneef synergies among the i) key
strategic factors and ii) the capability facttis.The key strategic factors describe
attributes such as product differentiation, madi&erentiation and the growth thrust of
the SBA’s. Capability factors describe SBA attrdmifor specific functional areas such
as innovation, adaption, imitation and creativior the Research and Development
functions.

The first step to fill the matrix is to enter inoBabox which level of synergy the
contributor presently offers to the receiver. Tigislone with a rating ranging from zero
to ten. In a second step the strength of the dmttans is summarized by lines and

21 Ansoff I.H. 1984 page 82 ff.
122 Ansoff I.H. 1984 page 83
123 Ansoff I.H. 1984 page 56 ff.
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columns, dimension by dimension. Step three assd¢bsedegree of dependence of an
SBA on the others; the columns summarize the degfr@aportance of an SBA to the
others. The fourth step is performed to determieg kresent common threads —
including strategy and capability — of the firm.€Tfifth step repeats the procedure with
a focus on future common threads. In the sixth #tepcurrent and future threads are
used to derive synergy objectives of the firm.

In summary, Ansoff provides important insights ithe topic of synergy by introducing
the first synergy concept. Even though his synenggels are partially based on merger
and acquisitions they can also be used for existeganizations, in terms of operating
synergies.

His interpretation of synergy types with the lirkkthe functional areas, however, does
not enable the necessary level of detail for thamseof this dissertation. Especially the
functional focus of his concept does not allow &orproper registration of cross-
functional synergie&* However, his approach of combining synergy typéh warts

of the firms organizational structure is a valuatdesic approach for this thesis and the
own concept to be developed.

2.3.2 The Synergy Concept of Porter

Porter's synergy concept is based upon his assampltiat competitive advantage is
created in business units instead of concentraimgliversified portfolio strategies to

create competitive advantage. This perspectiveoidrary to the focus on diversified

portfolio management, coupled with decentralizatagpproaches in the 1980’s when
Porter discussed his synergy concept for the finsé. Porter reasons that economic,
technological and competitive developments areegging and only companies which
can identify and exploit interrelatiotfs between different related organizational units
are able to maintain a competitive advant&§e. his consideration Porter discusses
synergies in the context of business strategieszdial strategies in particular, which

refer to policies and objectives across interrelaieganizational units, and pertain to
related businesses and not mono-unit organizatfdrige horizontal strategy does not
substitute the (single) corporate strategies, botdinates their strategic fit with each

other.

124 Comapre also Biberacher J. 2003 page 64

125 porter refers to synergies as interrelations,@Pdvt. 2004 page 317 ff. Interrelations are a symony
for synergies and will be used as such in thisishes

126 porter M. 2004 page 318
127 Karenfort S. 2011 page 16



52 | 2 ECONOMIC SYNERGIES

A major point of Porters consideration of the sgyeconcept is that “the failure of
synergy stemmed from the inability of companiesutalerstand and implement it
[Synergy], not because of some basic flaw in thecept.[...] Even in instances where
companies possessed a genuine opportunity to amasergy, they often failed
because the tools for analyzing it were lackingtloey could not overcome the
substantial organization problems of implementatiGf For tackling that problem
Porter introduced his value chain approach fortifigng synergies which is explained
in the following.

Firm Infrastructure

Support Human Resource Management
Activities Technology Development
Procurement
Primary Inbt_}u_nd o T Outtfcu_md Marketing Marketing
Actions Logistics Logistics & Sales & Sales
1 1
Production Market
Interrelations Interrelations
Infrastructure Firm Infrastructure

Interrelations Human Resource Management

Technological Technology Development
Interrelations
Procurement
Procurement
Interrelations

Inbound Outbound Marketing Marketing

Operations

Logistics Logistics & Sales & Sales

1 T
Production Market
Interrelations Interrelations

Figure 7: Porter's generic value cHain

The figure above shows Porter’s generic value chdiich is the basis for his synergy
identification process. From his perspective, sgies can be realized by identifying
and exploiting the right interrelations between tive categories; production, market,
procurement, technology and infrastructure, showntle lower part of the figure.

128 porter M. 2004 page 318
129 porter M. 2004 page 336 ff.
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According to Porter, synergies or interrelations &angible opportunities to reduce
costs or enhance differentiation in virtually anstivity of the value chain®° The
value chain is the tool to identify synergistic oppnities. It defines nine generic
organizational units which are clustered in primang supportive activities.

In addition to the value chain as a tool, Portarahterizes three generic synergy types,
which he refers to as interrelatiotis:

» Tangible interrelations
= Intangible interrelations
= Competitor interrelations

Tangible interrelationglescribe common operational activities betweenniess units,
such as combined procurement or research and ¢genefd. They imply the existence
of a certain source on which the combined effores laased to render competitive
advantages. Tangible interrelations can be defimedneans of the value chains of
different organizational units. The advantage itssinl this case from lower costs or
enhanced differentiation from the shared activitieshe direct results exceed the
efforts’*? Sharing activities is favored to saving costshié tactivity is driven by
economies of scale, learning, or the pattern ofciy utilization™** Additionally, they
affect differentiation by i) enhancing differentat resulting from an increased

uniqueness of the process or ii) lowering the coktiifferentiation™3*

Intangible interrelationsdescribe the transfer of management skills andwvletpe
between different organizational units. The adwgataimplied in intangible
interrelations results from transferring generidllskor know how of managing
processes. In accordance with Porter, intangiblerrglations lead to a competitive
advantage if the improvement in cost or differerdiain the business unit receiving
know-how exceeds the costs of transferring-it.

Competitor interrelationsre present in specific competitive constellatiomere rival
companies compete in more than one industry. Duéhi® multipoint competition
industries are linked together. The synergeticctffesults from the ability to adapt the

130 porter M. 1985 page 318, 2004 pages 323 ff. Gifsteeating synergies see chapter 2.5.1
131 porter M. 1985 page 323 ff.

132 porter M. 2011 page 324

133 porter M. 2004 page 328

134 porter M. 2004 page 330

135 porter M. 2004 page 350
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strategies in the different spheres of activitgt@able an optimized overall result for the
entity.

All three interrelations can occur together and aften linked with each othér® The
synergy identification process is the interface nghthe value chain and the three
generic synergy categorizations are combined.

For the identification of tangible interrelationghiPorter suggests to catalog all forms
of synergies which are already used in practice additionally add alternative ideas
how it could be done in the future. For doing sort& defines five categories of
sharing, which are also listed in the value cHain:

»= Production interrelations

= Market interrelations

= Procurement interrelations
= Technology interrelations

» [nfrastructure interrelations

He decides for this cluster due to the differersués which are raised in sharing
activities. With this approach he is able to shaffecent commonalities, which are the
source of synergies.

For the identification of intangible interrelatioRsrter also suggests to make use of the
value chain, even though the process is not as ledenas the identification of tangible
interrelations due to the multiplicity of differesimilarities among business unité As

a possible approach he mentions to examine the imgsirtant value activities as well
as the chain configuration for deriving possiketiwhere knowledge and/or generic
skills can be transferred. For allowing for struttg intangible interrelations Porter
suggests the following generic similarities:

= Same generic strategy

= Same type of buyer (though not the same buyer)

= Similar configuration of the value chain (e.g., mahspersed sites of mineral
extraction and processing)

= Similar important value activities (e.g., relatiomgh government)

13 porter M. 2004 page 325
137 porter M. 2004 page 336 ff.
138 porter M. 2004 page 350 ff.
139 porter M. 2004 page 351
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Since some kind of intangible interrelations camally be found, it should be

questioned i) how similar the value activities e tbusiness units are, ii) how important
the value activities involved are to the competitiand iii) how significant the

transferred know-how is to the competitive advaetag the relevant activity. The

answers to these questions lead to a better dedfsibe time and effort is worth to be
invested for a specific outcome. Due to the subjectcharacter of intangible

interrelations and limited possibilities to opevatilize/measure them, intangible
synergies are difficult to be evaluated.

For the identification of competitor interrelatioRsrter suggests to list all businesses of
a company and to oppose those with the competingpanies in a matrix.
Interrelations, which may lead to competitive adeges, are to be derived where a
number of business units is in competition with and the same competitor.

The entity of coordinating the goals and strategieselated business units and their
interrelations is summed up by Porter as the hota@astrategy’® The explicit need of
a horizontal strategy is reasoned by Porter because

“Business units will value interrelationships diéatly and not agree to pursue
them”** The reason for this behavior is that businesssumitely benefit equally from
interrelations due to their size, strategy or indusThe costs of compromise or
coordination might overweight the benefits for omiethe parties, even though the
overall effect might be beneficial. Generally, kargnd currently successful business
units tend to be resistant towards know-how transie more general to agree upon
intangible interrelations.

“Business unit strategies will evolve in ways thegaken interrelationships If the
definition of a horizontal strategy is done indegpemtly from the general corporate
strategy, business units might follow inconsistatitections which hinder the
achievement of interrelations.

“Pricing and investment decisions taken indepengentay erode firm positién
Solutions in which the overall profit of the compawverweighs the results of the single
business units might imply a loss situation for amé for boosting the profits of the
other. This can be, for instance, initiated by ardase of the price of a product, which
results in a decrease of the margin of one businegsat the same time, to boost the
volume for all units and therewith to increase fin@’s overall purchasing negotiation

10 porter M. 2004 pages 364 ff.

41 This finding is simultaneously a reason for resises against synergies, usually from the sidetwhic
does not benefit from the synergy effect. Reasongdsistance against synergies are introduced in
chapter 2.6
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power. However, such effects need to be regardethenoverall as well as single
business unit context.

“Business units will have a tendency to go outsideform alliances to achieve
interrelations available internally”.Outside alliances are often preferred by business
partners because they have more control over tagamship. Internal alliances on the
other hand have the advantage that all benefiteuado the firm and the beneficial
effect needs not to be shared with a potential aitgp. Thus, internal alliances would
be preferred even in cases of greater costs of cmmnige.

“Business units may ignore key potential compeditar the true significance of existing
competitors”.As vital internal business interrelations migteaf the situation of single
business units in their competitive environmeningsortant is the overall consideration
of the competitors during the process of implenmgntnterrelated strategies. Business
units acting independently will rarely considerstberspective.

“Transfer of know-how among generically similar lmess units will not occur”.
Especially in similar businesses the exchange awkhow tends to be reluctant in
particular from the side with the greater knowletigse. Business units tend to develop
their strategies and believe they know their indubest. They rarely believe they can
seek out new know-how elsewhere in the firm.

For being able to develop an explicit horizontahtgtgy the firm needs to implement a
systematic mechanism to identify, reinforce andeedtinterrelationships. According to
Porter, formulating a horizontal strategy shouldide the following step§?

Identify all tangible interrelationships.

Trace tangible interrelationships outside the bauied of the firm.

Identify possible intangible interrelationships.

Identify competitor interrelationships.

Assess the importance of interrelationships to aitipe advantage.

Develop a coordinated horizontal strategy to aahiemd enhance the most

important interrelationships.

7. Share appropriate value activities.

8. Coordinate strategic postures of related business.u

9. Distinguish the goals of business units.

10. Coordinate offensive and defensive strategies againltipoint competitors and
competitors with different interrelationships.

11.Exploit important intangible interrelationships dhgh formal programs for

exchanging know-how.

o0k whE

142 porter M. 2004 page 368 ff.
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12.Diversify to strengthen important interrelationshigr create new ones.

13. Sell business units that do not have significatdrielationships with others that
make an achievement of important interrelationshipse difficult.

14.Create horizontal organizational mechanisms torassuyplementation.

In his concept Porter focuses on interrelationyaltie chains of different branches
within a corporation. Interrelations exceeding therporate boundaries such as
competitor cooperation are not taken into constitera**

In conclusion, Porter advanced Ansoff's synergy cemt by developing new
perspectives such as introducing the value chamn identifying and analyzing
synergistic potentials. Additionally, he discusssahergy relevant topics, such as the
costs involved in realizing synergies. Howeveraa®sult from the general industrial
perspective, Porter's synergy approach is onlyigdbrt applicable for production
environments and the exploitation of synergies his tparticular field of interest.
Especially the application for lower hierarchicaveéls is vague and not directly
applicable*** For this reason a new synergy categorization igeldped for the
application in production environments which igactuced in chapter 5.3.

2.3.3 Sources for Synergy Effects

Besides knowing which synergies are generally @sabthey were described in the
previous chapter — the management of synergiesresgiine knowledge which synergy
sources are available to make a synergetic effessiple. Sources for synergy effects
are the variables which enable the synergy effedtdefine therewith the value of the
cooperation. These factors are of importance bec#us corporate management can
have an effect on them and therewith influence th#ization of synergies.
Furthermore, the knowledge about the synergy seuotethe management level is
essential for synergy definition process®s.

Not only the categorization of synergies shows a&agrvariety, but also the

categorization of synergy sources and effect imsplee multitude of different

perspectives. What they all have in common is tteegndition of shared resources to
realize synergy potentials. Resources were alrem#yl as a potential way how to
categorize synergies and are categorized in:

143 Biberacher J. 2003 page 17
144 Biberacher J. 2003 page 64
145 Biberacher J. 2003 page 83
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» Intangible

= Tangible

= Financial
resources?*®

Intangible resourcesclude, for instance, patents, the organizatianéture, knowhow
and management capabilitiefangible resourcesor material resources include, for
instance, buildings, machinery or raw materkhancial resourcesnclude available
financial currency, available credits or other ypiad financial means.

Based on the fact that all synergies are someh@bled through the combination of
resources different authors derived ways how to ragdtarize these resource
combinations in more detail. Armin Schmiedebergovamalyses synergies from the
M&A perspective in corporate diversification strgies derived the following sources
for synergy effects:

Achieving economies of Harnessing operationgl Increased depreciation
expansion economies: Tax shelter from asset
” Pioneering economies of scale Revaluation
c Elevating barriers to entry economies of scope Increased interest tax
% Overcoming barriers to mobility economies of experience Shelter from leverage
.; Facilitating exit Eliminating differential [ acquisition
o § Reducing bargainings power: efficie.n.cies: ‘Underutilized’ net  operating
> o suppliers inefficient management losses and tax credit carry-overs
g E customers growth-resource mismatch Substitution of capital gains for
= competitors subcritical mass dividend income
= undervaluation Bondholder ‘expropriation
5 Eliminating redundancies angd
LL overlaps
= Lowering financial leverage
o o Lowering operating leverage
é 1 Lowering cash flow cyclicality
x Lowering elasticity of investo
expectations

External improvements Internal improvements Third-party transfers
Source of value

Table 6: Sources of synergy valtfe

Partially aligned with this interpretation of syggrsources is the characterization of
synergy sources according to Burde. He identifiesfollowing synergy sourceé®

148 Burde F. 2010 page 9 ff.
147 Schmiedeberg A. 1995
148 Burde F. 2010 page 10 ff.
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Economies of scale
Economies of scope
Know-how transfer
Deployment of power
Transactional cost benefits
Reduction of redundant work
Quality improvements

NogogbhwbdhE

1. Economies of scaleesult from efficiency improvements resulting francreased
scales of productiotf? More specific, they are caused by fixed costs tkire either
constant or increasing less than proportional aithncreasing production volume. This
effect reduces the costs per unit with an increaamount of output® It is notable that
the scale sensitivity is dependent on the outpdttae corresponding value chain. In
this context it is of importance to clearly separabst savings resulting from optimized
capacity utilization and economies of scale. Ecaesmof scale can support optimized
capacity utilization, but optimized capacity utdtion does not necessarily need to
imply economies of scale.

Economies of scale are based on the capacity aitdiz effect, the economic scale
effect and the learning curve efféet. The capacity utilization effect derives the
reduction of unit product costs from an increasprgduction volume assuming a
maximum production output and constant variable famtl costs. In contrast to that,
the economic scale effect is based on the utibmatif more efficient equipment for a
higher scale of products which is made possibledipbining the needed production
resources. The learning curve effect describesctiheslation between the piece price
and the cumulated production volume which can redbe production costs by 20-30%
by duplicating the production volunie?

2. Economies of scopeccur when combined value chain activities of taromore
products are more cost effective than the divisibrthose™® Sources for the cost
savings are shared production factors assuminghbgtallow for the multiple uses for
different products. Since the sharing of resounsesiot only restricted to tangible
resources or specific steps of the value chainn@oges of scope can also occur in
different areas of a corporation; they can, fotanse, also occur as a result from the

149 Ziegler M.1997 page 29 and Kogeler R. 1992 pag#.55
%0 Karenfort S. 2011 page 20 ff.
31 Rodermann M. 1999 pages 152 ff.

%2 Henderson B.D. 1984 page 19. The learning cuntbef930’s referred to the production whereas the
value chain concept of the 1970 incorporates tfexztf on the entire value chain.

133 | ugert F. 2005 page 59, Ebert M. 1998 page 5&nil Kogeler R. 1992 page 56 ff.
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know-how transfer from one process to another. Boves of scope can also target to
improve the quality without affecting the cost sture.

3. Even thoughknow-how transfeis principally included in both economies of scale
and economies of scope its impact as source fargigs exceeds the basic principle of
economies of scale and scope and needs to be distadpecific synergy source. Due to
their central importance, Michael Porter states$ fiyaergies resulting from know-how
transfer should “encompass all types of cost redncthat results from improving
know-how and procedures independent of sc&Know-how transfer is also closely
connected with learning curve effects and expedecarve effects> The learning
curve effect results from efficiency gains due ghqrt term) learning-by doing effects
which are, for instance, present in assembly lireegerience curve effects on the
contrary deal with long term efficiency gains whiettolve during the entire product
life. The knowledge supporting the experience cuffect does not necessarily need to
come from the organizational unit where the processperformed. Especially
experience curve effects do not necessarily haveetoonnected with economies since
the knowledge to support those can emerge fromryexeere”.

4. Synergies can also originate from theployment of poweiThese effects have their

theoretical origin in monopoly theory and describe correlation between the market
size of a company and its profitabil3f Synergies resulting from deployment of power
reposition the corporation towards its supplietsstomers and competitors and lead to
optimized base of operation and negotiation. Effece cost reductions in procurement
and sales increases on the customer and compatier’

5. Transactional cost benefitwe another source of synergies. Transaction eostthe
costs which result from the market participatiomeyt include ex ante costs such as
information acquisition costs, initiation costs,daagreement costs and ex post costs
such as handling and processing costs, costs dfotoand costs for changes. Partial
combination of transactional costs which resultsmfrcooperation’s can lead to cost
savings.

6. Thereduction of double workr even its elimination can be the next valuablaree
for synergies.

% porter M. 1985 page 73

1% Karenfort S. page 21

16| ugert F. 2005 page 58

157 perin S. 1996 page 12 ff. Képpen J. 2004 pagé. 82 f
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7. According to Burdeguality improvementare also a potential synergy source. These
result from the possibility to bundle resourcesdenerating a higher quality status than
the independent solution.

A comparable perspective on the synergy sourceesented by Paprottkayho
defines the following sources for synergy effects:

= Omission of neutralizing effects
= Avoidance-or respectively ending of redundant atis

= Optimization of factor allocations:
- Optimized utilization of existent factors
- Adoption of cost-effective high-performance equiptneand enhanced
research approaches
= Maximized market power
- In purchasing and finance
- In sales market
= Ultilization of group acquisition potentials

Compared to the previous elaborations, MichaeldPadentifies synergy sources on a
higher detail level which is based on his categitn of the value chain:

138 paprottka S. 1996 page 44
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Production Interrelation

Source of Synergy Possible forms of sharing

Common location of raw materials Shared inboundshicg

Identical or similar fabrication processes Shamuponent fabrication

Identical or similar assembly processes Sharedrdsgdacilities

Identical or similar testing/quality control proeeds Shared testing/quality control facilities
Common factory support needs Shared factory indaetitities

Shared site infrastructure

Market Interrelations

Source of Synergy Possible forms of sharing
Common buyer Shared brand name

Common channel Cross selling of products
Common geographic market Bundled or packaged selling

Cross subsidization of complementary products
Shared marketing department

Shared sales force

Shared service/repair network

Shared order processing system

Shared physical distribution system

Shared buyer or distributor financing organization

Procurement Interrelations

Source of Synergy Possible forms of sharing

Common purchased inputs Joint procurement
Technological Interrelations

Source of Synergy Possible forms of sharing

Common product technology Joint technology develagme

Common process technology Joint interface design

Common technology in other value activities

One product incorporated into another

Interface among products

Infrastructure Interrelations

Source of Synergy Possible forms of sharing
Common firm infrastructure needs Shared raisingapital (financing)
Common capital Shared cash utilization

Shared accounting

Shared legal department

Shared government relations

Shared hiring and training

Other shared infrastructure

Table 7: Synergy sources according to P&tter

This list of synergy sources gives a broad overviaout potential sources of
interrelations and their potential forms of sharilmgaddition to the points mentioned in

139 Chapter 2.3.2 and Porter M. 2004 page 336 ff.
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the table, Michael Porter argues that interrelaiaan have a positive effect on
differentiation by enabling the creation of uniquaocesses which enhance

differentiation and lower the costs of differenbat

160

Regarding the most important synergy category fas tthesis, the production
interrelations, Porter listed the following detemamts of net competitive advantage:

Form of Sharing Potential Competitivdg Most  Likely Sources o
Advantage Compromise Costs
Shared inbound logistical system Lower freight araterial handling costs Input sources are located in different

reduces damage, etc.

Sharing allows more frequent, small
deliveries that reduce inventory or impro
plant productivity

Better technology enhances delivery reliabilify,ge0graphic areas

Plants are located in different geographic arg
rvarying physical characteristics of inpu
eimply that a logistical system which can hand
all of them is suboptimal
Needs for frequency and reliability of inbour
delivery differ among business units

as

le

Shared components (identical
used in different products)

compone

ntdower costs of component fabrication

Better technology for compone
manufacturing improves quality

Needs for component design and quality diff
t among business units

=

Shared component fabrication facilitig
(similar or related components are produd
using the same equipment and facilities)

s Lower components costs
eBetter fabrication technology improves qualit

Capacity utilization is improved becaug
demand for similar components is not perfec
correlated

High setup costs for different compone|
varieties

eNeeds for component quality of toleranc
ydiffer among business units

Flexible manufacturing equipment has high
costs than specialized equipment

Larger workforce in one location leads
potential hiring, unionization or productivit
problems

nt

ES

=

o

Shared assembly facilities (similar or relat
end products are assembled using the s
equipment/lines)

pd_ower assembly costs
Nietter assembly technology improves quality]
Utilization is improved because demand is
perfectly correlated
A shared materials handling system can fdg
different assembly lines

High setup costs for different products
Needs for quality or tolerances differ
ofFlexible assembly equipment is higher costs

Larger workforce in one location leads
egotential hiring, unionization or productivit
problems

o

Shared testing/quality control

Lower testing costs

Better technology increases the extensiven
of testing and improves quality control

Testing procedures and quality standards dif]

eddexible testing facilities and equipment a
higher costs

er
e

Shared indirect activities
maintenance, plant overhead,
department, cafeteria, etc.)

(includin
person

Lower indirect activity costs
Nakmproved quality of indirect activities

Differing needs for indirect activities amon
business units

Larger workforce in one location leads
potential hiring, unionization, or productivit

o

problems

Table 8: Competitive advantages resulting from potion interrelation'$*

In summary, all synergy sources introduced in tiapter are a valuable source for
indicating where synergies can be found in orgditna in general as well as the
production environments in particular. The synesgyrces introduced in this chapter
give a broad overview, about which general synesgyrces are available, the

%0 porter M. 2004 page 330
81 porter M. 2004 page 345 ff.
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elaborations of Michael Porter “go a level deepartl introduce more specific synergy
sources as well as potential applications. Thussairces introduced in this chapter
deliver the next important module which is needadiianaging synergies.

Even though no additional synergy sources wererabdeduring the case studies, the
synergy sources introduced in this chapter canmotuked in this form for being
employed for a holistic synergy management whiclhes target of this thesis. The
reason is that the former synergy sources are niergeand additionally require prior
knowledge about concepts such as economies of acalescope. Thus, they do not
fulfill the prerequirement of this thesf$ of a generally and holistically applicable
approach. The latter synergy sources introducedster allow for a better usability by
a broad user base, but because of their high nynfigsr are not easy to handle. For this
reason the synergy sources introduced in this ehapill be used as basis for
identifying characterizing synergies, but theirmfowill be adapted to the needs of this
thesis.

2.4 Key Influential Factors on Using Synergies

This chapter discusses the main factors or inflaergarding a successful utilization of
synergies. The knowledge about these factors ismpiortance for being able to
implement and utilize synergies successfully. Tasults are primary derived from
evidence of the case studies as well as experiates where it was explicitly asked
what influences the utilization of synergies. Thelings are supplemented by examples
from the case studies. The validity of the statemeesulting from the interviews was
questioned by observations of the case studiesvaredversa. This approach reduced
the subjectivity of personal opinions as well as tbservations of the researcher by
cross comparison. In addition to the key infludnfactors presented in this chapter
business relatedness as a further concept whiah iaffuences the utilization of
synergies is presented in subchapter 2.4.1. Submh@p4.2 additionally introduces
organizational support factors which partially refe the main influential factors and
show ways to support the implementation and utilireof synergies.

The influential factors are divided intdirect and indirect influential factors Direct
influential factors are those which can be affedigdthe organization, while indirect
influential factors cannot be affected directly the organization. The effect of the
single influential factors on the utilization ofrergies is dependent on the synergy
category as well as the combination of the speutificential factors. However, there is
a tendency how these factors affect the utilizatibsynergies.

162 Compare chapter 1
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Direct influential factors

i.  Organizational structure (formal and informal, angational assignment)
ii.  Range of cost center
li.  Range of responsibility
iv.  Management behavior incl. top management support
v.  Trustin synergy partner

vi. Interpersonal factors
vii.  Standards
viii.  Technological specifications

IX.  Transparency

i. The organizational structurehas a major influence on how synergies are used in
company. Usually the organizational structure is Basis for how effective specific
synergies are used within companies because it ata framework for synergy
utilization by describing a tendency how functionalts cooperate/interact with each
other.

Depending on which constellation is chosen, difieigynergy tendencies are favored.
Generally a functionally centralized structure s the utilization of synergies for
this specific function, referred to as horizontghexrgies, but hinders cross-functional
synergies. A decentralized organizational structomgedes the utilization of functional
synergies but supports the utilization of crossfiomal synergies, referred to as
vertical synergies. Matrix organizations can resnltboth; functional and/or cross-
functional synergies. From the synergy perspecthve,organizational structure usually
has a negative component on the utilization of gyies. This is because it always sets
some kind of boarders which define who is workiogether; regardless of whether it is
a centralized, matrix, or decentralized organizetitructure.

However, the degree of synergy utilization can h#inozed in each case by
implementing organizational counteractions to gadlditional synergies. This means
that functionally central organized constellatiole®d supportive actions to improve the
utilization of cross-functional synergies, and ftimgally decentralized organizational
constellations need supportive actions to imprineeutilization of functional synergies.
These supportive actions can, for instance, bedboninformal meetings, workshops
or knowledge management tools. A general stateoremthich constellation results in a
maximum degree of synergy utilization cannot beegijvit depends on how the
advantages and disadvantages of the general oagjanial structures are managed. The
principal effects of centralized and decentralineghnizations are shown below.
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Figure 8: Effect of centralization and decentralma of the utilization of synergies

The results from the interviews indicated cleadewice that the organizational structure
has a strong influence on the utilization of syresgDuring the case studies the
iImportance of the organizational structure on ttikzation of synergies was observed
over and over again. In some cases, functionas$ uiil not cooperate with each other,
even though it would be beneficial, only becausy thelong to different organizational
units. However, in other cases organizational cenaictions enabled basically the same
organizational units to cooperate with each ottiers making use of synergetic effects.
Another indicator for the importance of the orgamianal structure on synergies was
that most synergy optimization discussions questioif the organizational structure
has to be changed for being able to use specifiergjes.

Thus the hypothesis that

The organizational structure of a company has madiluence on the utilization of
synergies.

is confirmed based on the evidence from the cagbest as well as expert interviews.

Due to the central importance of the organizatimidhe corporation on the utilization
of synergies chapter 2.4.2 describes supportivamszgtional options to enhance the
utilization of synergies.

ii. Another influential factor is directly linkedot the organizational structure of
companies: theange of cost center€ost center, or profit center, are usually based
the organizational structure of a company, repredhe cost structure of different units
but they additionally act as a tool for measuring tinancial success of business units.
The last fact sometimes results in a negative émibe on the utilization of synergies



2.4 KeY INFLUENTIAL FACTORS ONUSING SYNERGIES | 67

because synergies are also present between diffexst centers which benefit

differently from the synergetic effect. Even if togerall effect is beneficial for the

corporation some synergies might be unilateral fitbv cost center perspective and
even cause costs for one of the cooperative partrierthis case the side with the
negative cost effect is not motivated to cooperate.

Additionally, cost center approaches often invalve question if specific tasks should
be carried out by an internal or external partii¢hen different cost centers decide for
internal partners, a distribution of costs from ooest center to another is the
consequence. If these costs exceed the cost raie @fternal partner a decision for an
external partner is more likely. This question ecidion is not wrong per se but it can
cause additional costs for the company which is deiectable from the single cost
center perspective. For instance, if cost centee@ds support and a cost center B could
provide this support because it has free capaatescenter A still needs to decide if it
hires the internal cost center B or an externalngarC. If the external charge rate C is
lower than the internal cost center charge raté\Byill decide to hire the external
company; in the end the company pays both theablaifree human resources of cost
center B and additionally the external companycfust center A.

The existence of cost centers has its advantagestie financial autonomy and the
ability to manage business units from the finanpeispective. Cost centers do also not
necessarily have a negative impact on the utibnatif synergies. However, the ability
of internal cooperation between different cost eesinheeds to be configured in a way
which allows for reproducing the preferred coopeeatbehavior between business
units. Potential approaches are bonus systems wdoote into effect when hiring
internal business units, or internally charginglthwest external quote.

During the interviews the role of cost centers wegarded as neutral by most experts.
However, when examples for potential problems it agenters for the utilization of
synergies were mentioned, the opinion diverged: grmup still believed that cost
centers have no influence on the utilization of esgies; the other group had the
opinion that in specific cases cost centers migiteha negative influence on the
utilization of the company’s internal synergies.eTlirst group was satisfied that the
better solution for the company is always choseher@as the second group was
confident that the best solution for the cost cemteuld be chosen. All experts agreed
that potential problems caused by the existenceost centers are manageable and
when taken into consideration the cooperation betwdifferent cost centers is made
possible.

Evidence from the case study has shown that thativegeffect described above indeed
occurs. One department had open human capacitiesa féunction x. Another
department did not have those capacities and hamedexternal company which
performed exactly this function. When this deparitn@as asked for the reason why
this function was not performed from the departnveith the free capacities the answer
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was that “it is cheaper” to mandate an externatrestor instead of being charged the
internal charge rate.

lii. One major influential factor on the utilizatioof synergies is theaange of
responsibility This includes the i) functional dimension, ii)rpennel responsibility as
well as the iii) time dimension. All dimensions arkinterest because the potential for
optimization is primarily searched in the own aoéaesponsibility. Thus, synergies are
also primarily searched in one’s own range of raspmlity and the interaction with
other units is of secondary interest. This findicgn be employed positively by
organizing the range of responsibility in a way evhfavors the utilization of synergies
in all three dimensions.

The functional dimension of the range of respotisjlis of interest because depending
on the specific configuration i) the focus is put the synergies within the functional
unit — in case the range of responsibility is fiumeally-based, as it is in a central
maintenance department — or ii) the focus is putrmss-functional synergies — this is
the case in section-based responsibility which uites multiple functions, but is

clustered in various sections, such as an integjgterations and maintenance unit.

Evidence from the field was observed in the maiaee departments. These are
partially functionally centralized for specific fatons, such as robot maintenance, and
decentralized for general maintenance functionse Tater are organized in the
operational areas of the press shop, body in whiteassembly reporting to the
corresponding general manager. Within the functlpneentralized departments the
utilization of synergies implied the exchange obktedge and common projects with
other departments in different plants, or the pagupport of other departments with
specific knowledge and/or operational support irs thpecific field of operation.
Operational support of machine operators was ngsemied. Within the functionally
integrated departments, the exchange of mainterarmeledge with other departments
in the same as well as other BMW plants was natgure There were also no common
maintenance-based projects with other departmemntsbaerved in the functionally
organized maintenance departments. The utilizaménsynergies rather implied
synergies which existed within the operational sistich as operational support of the
machine operators.

The range of the personnel responsibility is oériest for the utilization of synergies
because the competence to decide in which argaetisennel is employed supports the
utilization of synergies. The lack of this authprits one drawback of matrix
organizations; even though good synergy solutions present, one does not
automatically have the authority to decide wheheamployee is employed.

The time dimension of the range of responsibilitglicates which time span the
manager is accountable for. This perspective ismpbrtance when the decisions taken
also influence the results of a later busineswisagtof the corporation. Usually, these
constellations occur in engineering and after saddgtions, planning and operative
relations or buyer and quality relations.
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The evidence from the case studies supportingnipeitance of the time dimension on
the utilization of synergies was observed betwebe technological planning
departments and the operative maintenance depddns&nBMW. The planning
departments are centralized units which are organaccording to their technological
belonging (press shop, body in white, assembly) iaternally organized in projects
such as project A body in white Munich, project Bdi in white Oxford. These
departments are responsible for the planning dietsviup to the installation of the
equipment in the plants. After the equipment idaltsd the plants and their according
maintenance departments are responsible for maingathis equipment. Even though
this constellation enables the utilization of sgies in the planning phase within the
central planning departments, the utilization efgderm synergies is suboptimal. Since
the planning departments are responsible for thepetent until it is installed in the
plants, they focus on the ideal technological medilon, standardized solutions and an
optimal invest value. They do not explicitly focws the maintainability of the
equipment, local conditions on the maintenance #&d costs for maintaining the
equipment. Given that the time dimension of thegeaaf responsibility of the planning
departments would be extended to the end of theatipg live of the equipment, the
utilization of synergies which would result in lomde time costs.

iv. Management behavidnas i) direct and ii) indirect influence on theligation of
synergies. The direct influence results from acfidhof managers which have an
influence on the way how synergies are used betvdgderent organizational units
such as guidelines on what type of interaction/eoaton with other departments is
desired or on target systems which influence theawier of the employees regarding
the cooperation with other departments. This dinefiuence of managers on the
utilization of synergies is important because managend to have the necessary
overall perspective for being able to detect arfth@mce the utilization of synergies.
Generally, a better utilization of synergies ido®expected on the working level when
the responsible manager supports the concept efrgys. Therefore, the commitment
of the management towards synergies is a viabl@rfao support the exploitation of
synergies in organizations. This attitude can deaeoed by including synergy related
targets into the managers target portfolio.

In this regard, the importance of the top managernas to be pointed out. Already
Ansoff stressed the importance of the top managenrerthe implementation of

183 Ansoff I.H. 1987 page 147: “[...] management mustide whether synergy is to be an important
factor [...] This decision depends in the first plaoe the basic managerial styles which the firml wil
use, as it makes major changes in the strategtfopor [...] two basic managerial styles are widely
observable in practice: the synergetic style, undaich corporate management vigilantly promotes
synergies among the organizational units of thefiand the conglomerate style under which each
division or subsidiary is granted full independetm@ursue its own growth and profitability.”
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synergies. “There is both evidence and reasonuggesting that potential synergy will
not be realized, unless top management in the aegudirm forces synergistic sharing
on the newly acquired firm. The reason is simpbt ynergistic sharing is a disturbing
and unwelcome phenomenon to general managers mBj@rior optimizing the
performance of the several parts of the fifff’However, not only in mergers and
acquisitions but also in existent organizations sheport of the top management is
centrally important for enabling the utilization ®fnergies.

Indirect influence of the management on the utiicta of synergies between
departments results from general nature of the g@naharacteristics affecting the
behavior of his or her employees include the opssine risk, openness to new
approaches, trust into the employee’s decisiondingmess to cooperate with others,
standing within the company, etc.

The feedback from the interviews strongly suppottedcentral role of the management
in the utilization of synergies. They were seerth@sones who are in the right position
to detect synergies as well as the prime moverdbtwvaite their employees to make use
of synergies. The specific importance of the tomagement support on the successful
utilization of synergies was mentioned by the mgjaf the interviewees.

Since the researcher had the possibility to crefsrence the findings as well as the
cooperation behavior of different organizationaliteinat different locations, the
evidence from the field proved the importance ef $mgle manager on the willingness
to cooperate with other operational units and maesof synergies. One organizational
unit perfectly made use of departmental internalesgies but did not cooperate with
other organizational units simply because the manafjthe department did not see the
necessity to do so. His argument was that the attganizational units have different
specifications and that the process has been duateway for years and that the
cooperation with other business units would notrmap the process. This attitude
could also be found with most of the employees wiook in this organizational unit.
The same organizational unit in another plant, h@yefound a way how to improve
the process by cooperating with other departmentss was only made possible
because two managers were willing to cooperate otltler departments and to do the
process in a different way’

v. Thetrust in the synergy partnalso influences the utilization of synergies baeau
the result of the combined activity can usually betinfluenced directly as it is in case

184 Ansoff I.H. 1965 page 124

185 This example does not explicitly evaluate the ectrrapproach, but rather indicates which influence
the manager has on the cooperation with other argtional units; irrespective of a potential posgti
or negative synergy..
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of a self-initiated activity. Hence, especially éase of operative synergies, a mutual
dependency occurs which might have a negativeantie on the decision if a synergy
should be used or not. When thy synergy partnerage remote, which can even mean
cooperation with a competitor, this effect is endeh

Even though this influential factor was mentionegl the minority of the experts
interviewed, the examples given by the experts el as the evidence from the field
prove the validity of this point. Examples from theld included evidence where one
department did not trust the other to deliver thee quality of results for an operation
if it would be performed centrally for both depaemts because of i) potential own
interests of the other department to prioritize at8n needs and ii) the inability to
deliver the same quality of results due to thedbdhat the own department is more
capable. This influential factor became more imgatrtduring the third case study
where potential synergies with Daimler, a direct WMompetitor, were discussed. In
this regard, the question if own interests will gy@ritized or if both synergy partners
contribute the same efforts was of central impaariJnderstandably, in case of a
competitor, the trust influential factor was of trahinterest and undermined, in some
cases, the utilization of synergies in favor teettdr gut instinct

vi. The effect ofinterpersonal factorson the utilization of synergies must not be
neglected since the utilization of synergies usuiaVolves the willingness of at least
two parties to cooperate. It might affect the métion of synergies if the personal
relationship of the partners involved is good od.b@specially, if these interpersonal
factors occur on the management level, the utibmadf synergies can be influenced in
a positive or negative way.

Results from the interviews support that interpeatdactors have an influence on how
synergies are utilized. Evidence from the field &®wn that good interpersonal
relations can have a positive effect on the utilara of synergies. Even though the
painted body case study was supposed to be restiictthe definition of synergies in
this particular main department, one General Manatgted to search for logistics
synergies with his two counterparts from the as$gmahd engine plant, which are
organized in two different main departments. Tlggraach was primarily driven by the
fact that the three General Managers had goodpeteonal relations. Even though no
evidence was found for the negative influence téripersonal relations they are likely
to be present.

vii. Major influential factors on the utilizationf @ynergies arstandards Included are
product, process and equipment standards. Theesgsstof standards allows the
synergy partner approaches such as exchanging &dge operational support or
central execution of processes and the sharedfusgugpment. Standards do not only
support the utilization of synergies; they can akso a direct result of synergetic
approaches such as the exchange of knowledge.rirogpte is shown below.
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Figure 9: Supportive effect of standardization aydergy utilization

Whether the standardization is the initial point $ynergy utilization or vice versa is
case dependent.

Standards were perceived as a major influentidbfagn the utilization of standards.
Every expert supported that standards are centralbprtant to allow for synergies.
Almost every expert had ideas about which additieyaergies would be possible if
certain standards would exist.

Evidence from the case study supports the cerdlalaf standards on the utilization of
synergies. Additionally, the theory exists that ngsisynergies can result in
standardization; shown in Figure 9. In the caselystMaintenance Triangle in the
United Kingdom the mutual support on robot maintexaand refurbishment was
hindered by the utilization of different robot typm the different main departments. It
is noteworthy that these different robots are alltesf main departmental synergies
where the same main departments e.g. paint shapedeon worldwide standards,
rather than no standards between the main depasgniethe same robot manufacturer
would have equipped all main departments in theddnKingdom, the maintenance and
refurbishment could have been done by one teanltires in an optimized personnel
placement and learning curve effects.

In the same case study the initiation of improvétgrage synergies between the main
departments resulted in the definition of equipmgynergies and the derivation of
operational maintenance synergies. The initial pavas that the main departments
wanted to utilize synergies in their storage atiési the primal goal was to reduce the
storage area costs for stock. After the first comspa of what is stored by which

department, it was evident that electrical motoad la larger amount on the cost of
stock in each department. The idea came up to eeithactotal stock of electrical motors
by having one stock for all main departments. Wikiis approach the risk of

breakdowns and the resulting amount of motors woloéd shared between the
departments resulting in a lower total amount otor&o However, because the motors
differed regarding the i) manufacturer as well s i) installation in position the

participants of the workshop decided to standardize electrical motors where

possible. The existence of the high variety wasnesded and only a result of a long-
lasting lack of communication between the departsidn the same turn the idea was
derived that if the same electrical motors are usedl departments, one team could be



2.4 KeY INFLUENTIAL FACTORS ONUSING SYNERGIES | 73

responsible for preventative maintenance, refurbestit as well as optimization of the
operating time of the motors.

viii. Different technological specificationsare the next influential factor on the
utilization of synergies in the production envircems°® Technological specifications
describe the variations between different operatiamits in production environments
which result from technologically-based specifioati They can impede the utilization
of synergies because of existent differences whitist not be undervalued only to
implement supposed synergies. Different technoldgspecifications have a general
negative influence on the utilization of synergiéisis centrally important that the

different technological needs are understood asplected.

Even though the influence of different technologisecifications was mentioned by
the minority of experts interviewed, everyone adrean the general idea that
technological specifications are existent whichndo allow for the realization of cross-
organizational synergies. However, the reasonaigenaent was added that pretended
technological specifications can also be used asxanse why unwanted synergies are
not implemented.

Findings from the case studies prove that both peets/es are true: i) that
technological specifications are present which rteduk respected and ii) technological
specifications are used as an excuse why unwagtextges are not implemented. An
example for the first statement was the idea tzatthe robot experts of the body shop
for improving the robot technology in the paint phin general, the experts from the
body shop had a deep knowledge about all detailshwdre needed to improve robot-
based operations, mainly welding, in the body intevhHowever, from the process
perspective other details such as knowledge almedifec end-effectors for paint and
sealing applications and the according operatipaedmeters of the robots were needed
to truly improve the robot applications in the gashop. In this case the potential
synergy of using the same staff for multiple preesswould have resulted in negative
synergies, simply because they would not have bbento deliver the needed results.

However, potential technological specifications westn the departments were
sometimes also used as excuses for not implemeatingnted synergies. During the
painted body case study a general rejection wasepteegarding synergies between the
maintenance departments of the body shop and thegbeop; the reasoning was set up
based on the technological specifications of the departments which do not allow for
common maintenance approaches. The case study dfldintenance Triangle in the

1% Technological Specifications are also connectedhto concept of business relatedness which is
presented in subchapter 2.4.1
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United Kingdom proved the opposite: even though esdethnological specifications
existed which hindered the utilization of specsinergies there were enough synergy
approaches which were achievable because the tedgica requirements of the
departments were not differing in a general way.

IX. Transparencyis the next major influential factor on the uwiion of synergies.
Transparency includes the knowledge about whabme dy other organizational units,
to what extent and with which specifications. Tkm®wledge is of importance for being
able to derive cooperation approaches between reliffeorganizational units and
centrally supports the utilization of synergies.

Transparency of, or the knowledge about which pees take place in all

organizational units was also one of the most ingmtrinfluential factors stated in the
expert interviews. According to the interviews aslivas the evidence from the case
studies, it is not only important to know which @lilons are to be found in the different
organizational units but also to know what is redtbne within these functional units.

Evidence from all case studies has shown thatdeiailed knowledge about what is
really done, or which processes take place, indifganizational units is the key to
derive potential synergies. Sometimes gathering tkinowledge, how different
processes are executed in other organizationals,umilready results in gaining
knowledge synergies by deriving new operationatapghes for the own organization.

During the Maintenance Triangle case study in tmidd Kingdom the transparency
for all organizational units performing maintenanteeded to be developed at the
beginning of the project. Even though at the begigall participants generally roughly
knew what the other organizational unit is doirfge tletailed information on how the
processes are really carried out resulted in meltgynergy potentials. There is one
example for the knowledge exchange directly resglin improvement of processes:
the exchange of information on how preventative ntegiance was carried out in
different departments and on the derivation of sdéa& improvements for the own
organization. After the detailed approach how pnéatve maintenance was performed
in the departments of the Maintenance Triangle ex@fianged, the participants realized
that i) their approaches how they do preventatiaentenance were different and ii) the
extent of preventative maintenance compared tabteoshooting was differing. They
mutually derived i) which extent of preventative imanance is optimal for the
different operational unit® ii) which approaches are best practices for paniig
preventative maintenance, such as the use of theam@eras or lubricant analysis for

167 Based on the technological equipment used in tesspshop, body shop, paint shop and the assembly
the extent of preventative maintenance compardtbtle shooting is to be valued differently. E.g.
the breakdown of a press is more severe than gakown of a handling manipulator in assembly.
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indicating signs of wear, iii) which preventativeaimtenance operations can be carried
out mutually and iv) where mutual equipment caubed.

The other way around, transparency about procesaasalso result in denying
previously defined synergy potentials. This factswaso observed during the case
studies where primarily defined synergies werectep after the detailed knowledge
about the process was known. In the painted boslg saudy, the synergy potential was
defined after which the qualification and optimimat of the gluing applications from
the body in white and the paint shop should berafiytdone by one expert instead of
two. This idea came up after all general proces$éise painted body were defined and
the optimization ideas were derived; in a phaseravketailed process knowledge was
not given. In the detailing phase the two expedsgared the gluing applications in
both departments and concluded that neither depattoould perform the process for
the other due to the different technological precegjuirements in the paint shop and
the body shop.

Besides the direct influential factors, which candifected to the greatest extent by the
organization to favor the utilization of synergi@sdirect influential factorsare given
which can also affect the utilization of synergiés.contrast to the direct influential
factors the organizations’ influence on the indiredluential factors is limited or
difficult to implement.

Indirect influential factors are:

i.  Corporate culture
ii.  National culture
iii.  Size of enterprise
iv.  Economic situation

I. The corporate culturehas a general influence on how employees and izag@mal
units cooperate with each other and with exteraainers and thus how the utilization
of synergies is supported in the organization. &icttanging the organizational culture
is only possible in the long term and needs tongated by the highest hierarchical
level of the company, potential supportive effemtsthe general utilization of synergies
are limited. However, the cooperative culture idahg the way how different
organizational units cooperate witch each other d&aseffect on the utilization of
synergies which must not be underestimated. Theocate culture indirectly also
influences the direct main influential factors eaped before.

The influence of the corporate culture on the zdtiion of synergies was observed
during all three case studies. In particular, thsecstudy Purchasing and Supplier
Network, where the researcher had insight into rotinganizations and their utilization
of synergies, provided evidence for the importan€ehe corporate culture on the
utilization of synergies. However, culturally thexee clear boundaries between specific
main departments which also hindered the cooperaioss all main departments.
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This fact was not only observed in one single BMMhpbut is present throughout the
organization and is part of the corporate subcedtwf the i) press shop, ii) body in
white, iii) paint shop and iv) assembly.

Evidence from all three case studies has shown tth@tBMW corporate culture
generally supports the utilization of synergieshwits open, cooperative attitude.
However, the high authority which different orgaatipnal units have is in some cases
contra productive for the utilization of synergieGompared to other companies
observed during the case studies a stronger cegurdince and cross-organizational
standards proved to be better for the utilizatiboross-organizational synergies which
are even used on different locations. A highly cetitye corporate culture which
measures different organizational units against eather proved to be the worst
scenario for the utilization of synergies.

ii. The national culturecan also influence the utilization of synergiespexially if they
are to be derived from an international cooperatids with the corporate culture,
national cultures can have an influence on thectimfluential factors of utilizing
synergies, because the openness towards coopé&atiam differ between different

nations*®®

iii. The size of the enterprisean also have an effect on the utilization of sgigs. In
smaller companies where the amount of employessnaler and hierarchies are flat
the cooperation between single employees and aa@omal units is easier. Direct
influential factors are tendentially positively liénced; the organizational structure is
flatter, cost centers have a broader extent, thgeraf responsibility if wider and the
transparency about all operations is usually betiea smaller company. Smaller
companies will also tend to use more cross-funetisginergies than larger corporations
do, simply because they often cannot afford spstsalvhich perform single processes,
as they might exist in larger corporations. Howevke tendency that it is easier to
utilize synergies in smaller companies should eatdlto lose sight of the fact that the
absolute synergetic effect in total is usually leighn larger companies due to
economies of scale and learning curve effects.

iv. The economic situatiorcan also have an effect on the utilization of sgres.
Depending on the overall economic situation as vesllthe company’s economic
situation organizations can change their synergyfigoration. Especially downturns
motivate organizations to look for room for impravent which also includes the search
for synergies. However this observation might net deneralized since there are
different ways how to react on a crisis situation.

188 See also chapter 2.6 and Porter M. 2004 pagef386 f
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Evidence from the case study as well as result® fitee interviews does not clearly
indicate that there is a direct connection betw#®n economic situation and the
utilization of synergies. Even though the paintedyocase study was initiated during
an economic downturn and the Maintenance Triangke study had its initial point
during that time the search for synergies as welthe utilization of those did not
change during the economic rebound. In the contrpayticipants of both projects
reasoned that finding the ideal synergy consteltativould support the successful
management of the next crisis. Results from therigws indicate that a crisis
situation can motivate key management persons it@ter synergy programs to safe
costs but the utilization of synergies does nonhgearemendously.

In summary all main influential factors need to ta&ken into consideration when

dealing with synergies. Especially in the implenagion and utilization phase the
knowledge about the influential factors is vital @mable a successful synergy
management including counter measures determiriicgrtain factors should hinder

the successful utilization of synergies. Thus thelyas a valuable tool for the synergy
manager. In contrast to the synergy sources thevledlge about the key influential

factors is not needed for a broader user base enotiganization for enabling a

successful utilization of synergies.

After the key influential factors of using synergieere introduced in this chapter the
concept of business relatedness is presented irfotlmaving subchapter. Business

relatedness is closely linked to the key infludnt@tors but not listed as one, because
it cannot be influenced directly by the organizatim a manner as the direct and
indirect key influential factors can.

2.4.1 Business Relatedness

Business relatedness or relatedness is the defjieecsification of companies which
iIs combined with the basic question whether difieesion strategies increase
shareholder value in M&A. It deals with the basioegtion which influence the
relatedness of certain organizational units hathersuccessful cooperation of thé%e.

As a rule of thumb, the concept indicates thatealain activities of highly diversified
corporations have a low degree of relationshipsé¢hof non-diversified corporations
have a high degree of relatedn&Ss.

189 Compare amongst others: Chatterjee S., WerneBfelt991 , StimpertJ.L., Duhaime .M. 1997,
Chatterjee S. 2007

10 Hofmann E. 2004 page 255 ff.
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The significance of this concept for this thesigyigen by the general problem how
(process-) relatedness affects the successful igagdm of synergies in general and
synergies in production environments in particulRelevant insights are about this
relationship are given by Karenfdt who investigated the topic of “Synergy in
Mergers and Acquisitions” including the researchesiion “To what extent does
business relatedness impact synergy in M&A®”

For that purpose, Karenfort introduces the generedsures used for the identification
of the degree of relatedness which afe:

= Continuous product-count measures, including:
- Standard Industrial Classification, “a numericatat@gue of the
federal government classifying all types of ecormoattivities in the
US economy*’*
- Federal Trade Commission, which “groups M&A inteefimutually
exclusive groups 1. Horizontal 2. Vertical 3. Prod&xtension 4.
Market Extension 5. Unrelated transactidfs”
= Categorical measures based on researchers asstessnauading:
- Product Market Attributes
- Resource Attributes
- Value Chain Attributes
= Managerial perceptions, where *“...managers seledgrgret and discuss
information while relying on their personal perdeps.”™®

By adapting the managerial perceptions measureaggmoach Karenfort statistically
proves that business relatedness has significgradtron the realization of synergfés.
The findings are based on the following multi-measapproach:

" Karenfort S. 2011

"2 Karenfort S. 2011 page 54

173 According to Karenfort S. 2011 pages 27-34
1" Karenfort S. 2011 page 28

17 Karenfort S. 2011 page 29

178 Karenfort S. 2011 page 32

Y7 Discussion of Karenfort’s research findings: KdoenS. 2011 pages 96 ff.
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Factors: Factor 1 Factor 2 Factor 3 Factor 4 Factor 5
Product General End Customers Brand Recognition| Supply Channel
Technology Management Types
Skills
Cronbach Alpha 0.79 0.83 0.72 0.71 0.60
ltems » Product = General = End  Customer=Brand Recognition| = Supply Channel
Technology Management Types =Brand ldentity Types
» Product Use Skills = Sales  Channe = Suppliers
= Product Design | * Technical Skills | Types
= Pricing = Administrative | = After Sales
Skills Services

Table 9: Effects of business relatedness on thieaiton of synergie¥®

The relevant statistical stateméitsesulting from Karenfort's research for this tisesi
is that “the synergy realization is largely coneng on similarities concerning product
technology which have revealed a positive andstiedily significant correlation with
total synergy achievement. This finding suggestd gerformance gains are primarily
achieved in the area of production.” And that “Arsficant positive relationship was
revealed between technological relatedness anidstotargy realization [...]**°

Hofmann®! also supports the relevance of the relatednesseporo the utilization of
synergies. He states that based upon the undeilygig of synergies, which aims at a
value-adding cooperation between organizationasuai comparable “synergetic fit” is
needed for enabling synergies. For this purposeefiees two degrees of relationships
which need to be fulfilled for enabling synergies:

= Similarity
=  Complementarity

Similarity is given when the same input factors can be usech as raw materials.

Complementaritys given when matching input factors exist whigkeads the range of

provided services and products. Both degrees afioalship can enable supraadditive
effects and hence synergies. Based on the multibfidiémensions of an organization
the spectrum for similarity or complementarity csva wide range.

Even though relatedness was not defined as a Keymtial factor for the utilization of
synergies it is a prerequirement for enabling symesrin the first case. If no relatedness
in general, or similarity or complementarity in f)@ular is given, the cooperation
between business units will not lead to synergies.

178 Karenfort S. 2011 page 52

179 Based on 110 completed questionnaires
180 Karenfort S. 2011 page 96

181 Hofmann E. 2004 page 255 ff.
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After the key influential factors and the requirerhef a certain relatedness are known,
organizational support factors for utilizing syniesyare introduced in the following
chapter.

2.4.2 Organizational Support Factors for Utilizing Synergies

With reference to the previous chapter it becomegleat that a successful
implementation and utilization of synergies needsconsider multiple influential

factors. In case certain factors are not fulfillechunter measures need to be
implemented for enabling the aimed synergies. Qegdional support factors as one
specific group of potential counter measures, wligalm act as general supportive
factors, are introduced in this subchapter.

Organizational support factors may not be misintgtgal as structural organizational
changes. Even though synergies involve the codparaif different organizational
units, and are thus often associated with orgapizait changes, these changes are not
always a necessary prerequirement for enabling rgigse Chandler's postulate
“structure follows strategy® was already proved as generally not valid from the
strategic perspective and is in the same way naoin@gent for the utilization of
synergies®® Below multiple direct and indirect organizatiormlpportive factors are
introduced which support the utilization of synesgi

Biberacher, who integrates the measures for emalslymergies in his categorization
modef?® lists the following organizational support factdo utilize synergies:

Centralization

Integration or restructuring
Supplementation/access/power
Transfer

Balance

aokrwpPE

1. Centralizingorganizational functions can result in optimizexpacity utilization, a
more rapid exploitation of the learning curve effand the minimization of duplication

182 Chandler A.D. 1962 page 14

183 Biberacher J. page 245 ff. referring to Bower 1870 and Whittington R., Pettigrew A., Ruigrok W.
2000 page 10

184 Chapter 2.3 and Biberacher J. 2003 page 78 ff.

A comparable set of organizational support factorBiberacher’s list is provided by Hofmann E. 2004
page 257 ff. who suggests the following organizaticoptions'® i) Integration (centralization) ii)
Insourcing and outsourcing iii) Supplementation hathnce and iv) Transfer.
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of work. Centralization requires organizational mp@ Negative effects of
centralization are a loss of flexibility®

2. Integration or restructurings based on the combination of previously indepaind
functional units of related elements of the valimio. Synergy potentials based on
integration are derived from a more efficient waynhanage the organizational units
and are comparable to the effects resulting fromtraBzation. In contrast to the
centralization of functions, the integration regsiran active adaption of the functional
units to each other. Integration or restructurieguires organizational change.

3. Supporting the utilization of synergies basedopplementation/access/powsrthe
mutual assistance of independent functional unitheir operations without the need to
change the organizational structure. The effectdude those of the previous two
supportive factors, plus explicitly the access fgians which were previously not
available, such as new markets, new technologissmices. In contrast to the first two
supportive activities, organizational change ismetessarily required.

4. The support througkransfer includes the exchange of vital knowledge or skills
between organizational units. In contrast to cdéimaBon or integration, the similarity
of the value chain is not of interest, while thedarctive usability of what is transferred
is. Transfer does not require organizational change

5. Balancingassets between organizational units are a speasal of supplementation
and are specifically effective for financial syniesy They do usualf§® not require any
organizational changes.

The relevance of the single organizational supfexctors on the previously defined
synergy categories according to Biberacher is showvime table below.

18 Biberacher J. 2003 page 244

18 Referring to saving taxes international organ@a changes might be required.
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.~ Typesofsynergy of the steps of strategic manageme
Overall corporate Business unit .
strategy strategy Functional area strategy
P

Financial synergy
Intangible synergy
Performance-based
synergy
Purchasing synergy
R&D synergy
Production synergy
Marketing synergy
Adml_nlst_ratlon and
organization synergy

. . . . . Cost oriented synerg

Tangible synergy

Centralization

Integration/
restructuring

Supplementation/
% oo |@®

access/ power

Transfer ® .

Balance .
Explanation: . high . medium @® low

Table 10: Synergy matrix according to Biberaéffer

The table underlines the statement that organizaltichanges support the utilization of
synergies but are not always required to enablergyes. It shows the generally
positive effect of organizational changes by cdiataion or integration on the
utilization of synergies. At the same time, botlhvédhano effect on the utilization of
financial as well as intangible synergies which awptimally supported by
supplementation or transfer. In the same turn,pbstive effects of transfer, which
does not require any structural organizational geanis made evident. Balancing of
resources only has a strong positive effect on ating financial as well as cost

oriented synergies.

In general, the figure gives a good overview whitrlesses that organizational measures
are dependent on which kind of synergy is aimed.tRe specific case of knowledge-
based synergies, for instance, Biberacher sugdbhstdormation of expert groups,

187 Biberacher J. 2003 page 79
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forums for communication, using personal netwodang job rotation and initiating
mentor program&®

However, especially this kind of synergies is oftenderestimated according to
Biberacher. He detected the following barriers WHead to a non-sufficient exchange
of knowledge and the utilization of the accordiggergies'®

= Shortage of time

= Lack of knowledge about the needs for knowledgetloérs
= Lack of awareness for the importance of knowledgedfer
» Unwillingness to share knowledge

= Missing transparency about knowledge sources amitrsa
= Strong specialization of employees

= Lack of organizational facilities to exchange knetde

= Organizational culture

* Incentive systems

= Hierarchical structures

= Improper IT solutions

An additional perspective on how synergies can gdlyebe supported by means of
organizational measures is introduced by PortecoAting to him, organizations can

implement supportive organizational practices tabdsm interrelations or accordingly

synergies. He refers to these practices as hoakormganization. The generic categories
of the horizontal organization are according tot&dr’°

1. Horizontal structure:Organizational devices that cut across businegdines,
such as grouping of business units, partial canét@bn, interdivisional task
forces, and market or channel focus committees.

2. Horizontal systemsvlanagement systems with a cross business unitndiome
in areas such as planning, control, incentivescapital budgeting.

3. Horizontal human resource practicesluman resource practices that facilitate
business unit cooperation, such as cross-busimesgh rotation, management
forums and training.

4. Horizontal conflict resolution processedManagement processes that resolve
conflicts among business units. Such processesbeadistinguished usefully

188 Bjberacher J. 2003 page 186

189 Biberacher J. 2003 page 187 based on a surve@bt@mpanies with a turnover of 5-500 million
Euros

1% porter M. 2004 page 394 ff.

Details on the following Pages according to Porter.
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from horizontal structure and systems, and relateento the style of managing
a firm.

1. The firsthorizontal structures thegroup or sector where different business units
report to a single executive. The sector execusvesually responsible for the review
and approval of business unit strategies and caatigebusiness unit managers. Due to
their position and the inherent overall perspectigetor executives are predestinated to
have a vital role in identifying, pursuing and mgimg synergies. Given that the
boundaries of the sector were defined appropriai@lgnable interrelations and the
executives have the needed skills, authority antlep@f decision, this organizational
configuration can support synergies.

How close the connection between the groups is aow the groups are
organizationally defined depends on the industrgg &irms internal and competitive
situation; it may vary from group to group. Genbrabusiness units should be grouped
based on the strategically most important intetiata

The second type of horizontal structurepastial centralization where specified value
activities are centralized for enabling an oveoglimum while the profit responsibility
remains in the business units. Common examplethi®kind of organization are to be
found in central sales, procurement or logistigsaggnents. The reporting relationships
for shared activities can vary. It is case dependerather a formal control, a dotted
line relationship to one business unit, or a repgrsystem to all business units or the
corporate headquarter is chosen.

For the successful implementation of a partialiptcadized organization, appropriate
incentive and organizational structure needs todbeeloped for enabling a self-
organized unit. Another option is the designatidntlmose activities to one line
executive who has the authority over the businags involved.

The previously described possibilities of horizdistauctures are the strongest forms of
organizational interventions for supporting int&at®nships. Besides that,
organizations also have the possibility to make akenatrix-organized cross-unit
horizontal structures, which partially can haveemporarily character, to enhance the
exploitation of interrelations such asmarket focus committeg§ technology, channel
and other interrelationship committeasd iii) temporary task forces.

Market focus committeewe formed when interrelations for market speabaditions
can lead to a competitive advantage across thedasssiunits. They are of interest if a
firm is organized around products or technologies @an even act as an interim step in
shifting to a market-based organization. Participarf such committees can be senior
managers of business units serving the accordinkanaThey meet regularly to
supervise market research, identify and define ekgloitation of interrelations and
define gaps to strengthen the overall positionhm market. Specific synergy projects
are then delegated to line executives in the basinaits.
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Based on the principle of market focus committeglso other interrelationship
committeesre possible for focusing, for instance, on logsstr production.

Interrelationships which do not require a standinogimittee structure can be organized
by means otemporary task forcesrhis kind of horizontal structure is in particulaf
importance for intangible interrelations. They ealuress various types of interrelations
and focal points. Additionally, temporary task fesccan act as a device to question and
recommend permanent ways to achieve synergies.

Another option to organizationally structure angsort interrelations is by means of
group or corporate interrelationship championBhey are responsible for identifying
key interrelationships in their areas and subseatyuemrking with the affected areas to
realize the synergies. The champions can alsotassyselding needed organizational
structures as explained before.

Whatever horizontal structure is decided for, asfbusiness unit management needs to
be implemented. The reporting should be “made” $eror line executive for ensuring

a focus on important issues and the needed attasntigthin the company. The cross-
business organization should be headed by an exeaeuto is not closely linked with a
business-unit perspective and responsible for ¢éselts of the interrelationship. Top
management can support effective results by asgjgtine executives from the
correspondent business units who are held resgenfib implementing the needed
interrelation actions. The managers should be samough to influence their units to
action. For the implementation a certain staff ¢éfsg is to be considered.

2. The second generic category of horizontal omgiuns ishorizontal systemawhich
describe management systems which support the ioatimh and implementation of
interrelations. The first supportive system hsrizontal strategic planningwhich
supplements the standard vertical strategic plaith & horizontal perspective.
Therefore, it is possible to expand the respongibibf the corporate planning
department with the responsibility to identify imtdations and initiate actions to
exploit them. Another potential approach is to méke group and sector executives
responsible for horizontal strategy. Finally, thanmagement of interrelations can also be
implemented into the business unit strategic plagn&ince no business unit will have
the perspective to recognize all synergies and approaches are not mutually
exclusive, several approaches for horizontal sirateplanning can be pursued
simultaneously.

Horizontal proceduresare needed to facilitate the cooperation betwedferent
business units for issues such as capital budgefimginterrelated projects or
revenue/cost sharing for joint projects. Compartesng successful in exploiting
interrelationships support their in-house purchgsiapartments as their most important
buyers with the correspondent incentive systemhabinternal suppliers are preferred
rather than external ones.



86 | 2 ECONOMIC SYNERGIES

Horizontal incentivesupport interrelations by rewarding cooperativerapches within
the company. Without those, interrelations aretiaohidue to the missing incentives or
even disincentives to agree on internal cooperatioompared to the individual results
which are usually of interest in common incentiystems. The decision for horizontal
incentives should remove any biases that suppoetead investments or cooperations
in favor to internal ones. Additionally, performantargets for managers should indicate
that the manager is a part of a broader entity reviieshould not be common practice to
solely reward their individual business unit resultSince the business unit's
contribution cannot solely be measured quantitbtivespecially in dealing with
interrelations, a subjective component should reasoed.

3. Horizontal human resource practicés are the third generic category of the
horizontal organization. They include policies fimng, training, and managing human
resources to support cross-business interrelaindscentralized functions.

The first practice igpersonnel rotation among business unitBich helps to reduce
cultural and procedural differences, to create @bk relationships, to educate
managers about potential areas for interrelatignsshind promotes a corporate identity
in addition to the business unit identity.

Firms can also implemergome firm-wide role in hiring and trainingo build a
corporate overall identity. These corporate origmtaand training programs educate
managers in a broader understatement of the fimopwgage personal relationships
between managers of different organizational urdtel facilitate therewith the
interrelationships between different units.

Promotions from withirsupport interrelations by reinforcing the corperperspective,
exchanging knowledge carriers from different bussneunits and broadening the
personal internal network. This together has atppeseffect on exploiting synergies.

Cross-business unit forums and meetibgag managers from different business units
together, thus acting supportive for discovering gnitiating interrelations.

For a successful exploitation of interrelations kewnagers should understand the
strategic logic and concept which is whglucation on interrelationship concepssa
vital supportive approach. This education can bedle as a part of standard
management development programs, companywide meetor other forums.
According to Michael Porter “[...] top managementeoftunderstand the concept of

191 gpecifically for knowledge management-related syies compare also Biberacher J. 2003 page 186
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interrelationship, middle managers frequently doarad changes in their behavior will
make or break the achievement of interrelationsinigsactice™*?

4. The forth generic category of horizontal orgations are thehorizontal conflict
resolution processeswhich support the conflict management between bhsiness
units. They act supportive where the organizatistraicture and formal procedures are
not sufficient, particularly where responsibilitieare not clear, to exploit
interrelationships.

In addition to the approaches of the horizontabkaoization, Michael Porter underlines
the supportive role of chief executives on the eiation of interrelationshipS= In his
opinion a pure bottom-up approach for identifyimgl anplementing interrelations will
rarely succeed. What is needed is a strong commitofesenior management to define
the overall corporate purpose, to underline theowtgmce of interrelations and to
support cooperative behavior across the busingss un

For enabling a successful exploitation of synergieborizontal organizations. it is
not sufficient to institute an array of horizongaactices. The practices have to be
tailored depending on the specific organizationd@liasion which also takes the
previously introduced key influential factors irdonsideration.

This subchapter has provided major organizationppesrt factors for the utilization of
synergies. These can be used to make organizadwase of which general options
exist for making certain synergies possible. Paldity, for the implementation of
synergies this information can be used activelydeciding for the proper options for
certain synergy scenarios.

2.5 Quantification of Synergies

Due to different synergy characteristics and sauthe clear quantification of synergy
effects is a challenging task. Synergies in pratwem, finance or the reduction of
double work are easier to quantify than synergidschv result from non-directly
measurable sourcé® Especially the quantification of synergies whiale dased on

192 porter M. 2004 page 407
193 porter M. 2004 page 408

% The basic concept of the horizontal organizatias k strong reference to the concept of business
process management or process orientation whicimmogluced in chapter 3.3

1% Wala T., Messner S. (2007) page 9
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intellectual capitdf® are, if at all, difficult to measure’ Since synergy effects are
affecting future values, additionally a certain jeahvity of the performance in the
future is given>®

Frank Burde, who analyzed scientific approacheasgess and forecast the value of
synergies, concludes that even though a largetyasfeapproaches does exist, none is
able to redress accompanying uncertainties reguitom the synergy concept. That is
why the assessment of synergies including the exténthe effect, its lifetime,
realization costs and risk adjustment underliesagersubjectivity in theory and

practice™®®

Johannes Biberacher who composed a book aboutggynesnagement and synergy
controlling with a focus on synergy assessment atfers to the limits of the

quantifiability of all synergies. According to hirtie first challenge is that a majority of
synergies does not have a directly quantifiableatff These effects can only be
measured by means of indirect approaches. The dedullenge is the time horizon,
specifically the future orientation of synergy et which complicates the direct
quantifiability of synergie§®

Despite these limitations the general categorimatd quantification and assessment
approaches for synergy effects and potentials fslmsvs™

= |ndirect Measurement Methods

= Direct Measurement Methods
- Qualitative Measurement Methods
- Quantitative Measurement Methods

19 According to Biberacher J. 2003 page 133 includimpngst others

i) human capital: know-how, motivation, creativityatkership qualities

i) customer capital: distribution channels, custorogalty, brands, image

iii) supplier capital: supplier relationship qualityljability, supplier quality, exclusivity

iv) investor capital: ownership structure, relationstipbanks, investor loyalty

V) process capital: organizational and operationatsire, IT systems

Vi) location capital: locational advantages due to petidn factors, taxes and market structure

197 Biberacher J. 2003 page 133
198 Bjberacher J. 2003 page 374
199 Burde F. 2010 page 55

290 Biberacher J. 2003 page 123 and 270 on the fugspects of synergies on synergy management.
Rockholtz C. 1999 page 158

201 Biberacher J. 2003 page 123
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Indirect measurement methodse primarily used for empirical studies which toy
assess synergies from an external perspetive.

Direct measurement methodse further classified into qualitative and queative
measurement methods. With quantitative methodsear clalue is assignable to the
synergetic effect, while with qualitative methodslaar attribution of values is not
possible. Where possible, the results from qualgaineasures should be supported by
additional quantitative measures to minimize thgetivity of the assessment.

Based on the synergy maffiX introduced by Ansoff, a multitude of methods was
developed to qualitatively assess synerffiésQualitative measurement methods
include, amongst others, i) check li§t3ji) scoring model$® iii) scenario techniques
and iv) cost-synergy-analys&¥.

Scoring modelsvere originally developed to support the decisimaking process in
research and development. For synergy assessnpgiicagéions offer the advantage
that already defined synergy potentials can balrateording to predefined attributes
and weather these are achieved or not. By followling procedure, companies are able
to derive decisions which are based on evaluatrdaria which are adaptable to the
company’s general strategies. Biberacher sugdest®liowing procedure for assessing
synergy potentials with a scoring model:

» Formulation of rating criteria

= Derivation of weighting factors for the criteria

= Selection of relevant criteria

= Rating of the alternatives by experts

= Determination of use values and classification ediog to the score

An example of a scoring model for assessing synpaigntials is shown on the next

side?%8

292 For indirect measurement methods Biberacher B pages39 ff.
203 Ansoff I.H. 1965 page 88 ff. compare also chag@t8rl

204 Biberacher J. 2003 page 124

2% Rodermann M. (1999) page 1999, Clarke C.J. (1pagg 15 ff.
2% Rodermann M. (1999) page 205 ff.

27 Ziegler M. (1997) page 129 ff.

2% Biberacher J. 2003 page 128
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I

I

¥=8,65

Table 11: Example of scoring model

Scenario techniquedescribe what different future scenarios couldklbke if specific
decisions were taken. Associated with the assedsofesynergy potentials scenario
techniques can be assessed to evaluate the syeféegis on the future cash flow, the
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competitive potential, the market situation or gttowpportunities. An exemplary
process routine of a scenario analysis is suggést&iberacher as follows?

Definition of the object of investigation and neddsrategic decisions
Identification of relevant decision factors

Identification of key internal and external influ&h forces

Analysis of influential forces

Definition of the scenario logic

Design of potential scenarios

Analysis of effects on decision relevant factors

Analysis of effects on strategies and decisions

ONOoO O ~WWDNPE

In comparison to scoring models, scenario techsidweve the advantage that they do
not reflect personal opinions of persons who perfahe rating. As a result future
developments are principally better accounted for.

Even thoughguantitative measuremenf synergy effects is not always possible there
are existent approaches which are able to reffecsynergy effect as a value. For this
purpose Biberacher provides a collection of apgreatow to quantify the previously
defined cost oriented, performance-based and fiahsynergie$° These measures are
primarily based on a comparison of the cash floateshents before and after the
utilization of the synergy as well as measures thiflect the value of the synergy
effect.

For quantitative measures of cost oriented syngrigee suggests to use statements of
cash flows as well as the learning curve to demdach value the synergy effect
generated for the organization. The results arebas a comparison of the status quo
with the synergy solution. Synergies which are Hase learning curve effects can be
determined as follow$*

29 Biberacher J. 2003 page 132
210 Biberacher J. 2003 page 144 ff.
21 Burde F. 2010 page 32 ff. in reference to Bauersh@. page 129
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Figure 10: Synergies resulting from learning cueffects

The figure indicates that the cooperation of orgatnal units results in first order
synergies and second order synergies. The formeurada the organizational unit
thanks to benefits from the knowledge from the ptivganizational unit; these effects
only affect one of the organizational partners. Hiter result from a higher production
rate which benefits both organizational units. Sgres of the first and second order can
be calculated as follow3?

AI{] == KA,j - KB,j

Ak;
S1j = Kaj* (k_
A,J

Stot/j = S1j + Suj
k4 ; = relative costs of organizational unit A with technology j

kg j = relative costs of organizational unit B with technology j

22 Burde F. 2010 page 35
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kAB,j = relative costs of cooperational unit AB with technology j
K, j = absolute costs of organizational unit A with technology j
Kgj= absolute costs of organizational unit B with technology j
S;j = first order synergy potential with technology j

Sij = second order synergy potential with technology j

Stor)j = total synergy potential with technology j

The synergy potentialP{) resulting from economies of scale can be measbsed
comparing the piece prices of the independeg) 4nd the synergy solutiom ) and

multiplying it with the total quantityaf,):**®

Py = (ca — cap) * x4

If the number of employees (NOE) is affected bygigeergy, the savings of employees
(S) in the organizational units (i) can be deteedimy means of the value driver (V)
which indicates what the employee dé¥s:

n
oy
g=_&=t1 NoE;

max; (WiEi) i=1

In general, performance-based synergies are difftoube quantified based on their
nature, since they include synergy effects sudirstanover advantages, gained market
powef™ or differentiation with competitors, and becauseirt effects are additionally
affected by external factors such as competitonsfomers or suppliers. With these
characteristics performance-based synergies algpo alow for a comparative cash
flow statement of the status quo with the synexytson. Additional approaches which
can be used for this purpose are such which opesdize the synergy effect in
measures. If, for instance, the aimed synergy effequality improvements of the
product, customer surveys about the perceived tguafithe product before and after
the synergy solution can be conducted.

23 Burde F. 2010 page 31
24 Burde F. 2010 page 31 referring to Rockholtz 198§e 172
215 For the quantification of a gained market powarrd® F. 2010 page 37 ff.
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For the quantification of financial synergies, whimclude, amongst others, tax and

funding synergies, Biberacher utilizes the payndifference between the status quo
and the synergy solution for tax relevant synergiesn indicator for the value of the

synergy as well as the difference of the fundingte®f the status quo and the synergy
solution for deriving the value of the synergy.

The quantification methods introduced in this ckaptin be used to assess and validate
the aimed effects of already implemented as wepasntial synergies. However, due
to major limitations they need to be critically gtiened for each case of application.
Especially the comparison of a status quo with sggergy solution contains the
inaccuracy that the factual outcome of one syneqglication of the solutions is not
known; if the synergy solution is decided the outecof the individual solution, which

is needed for the comparison with the synergy smiycan only be estimated and vice
versa. Depending on how this estimation is derwa&gle and subjective results can be
generated which favor the anticipated result.

However, even though synergies can often not batdigal perfectly, the process itself
supports to question the results of the synergyelkas the risks involved. The latter
are sometimes not directly linked to the synerdieatfbut include additional costs
which are created through the cooperation. Thests @e introduced in the following
subchapter.

2.5.1 Costs of Creating Synergies

Even though the aim of the utilization of synerge#o result in beneficiary effects, the
implementation as well as the utilization is ofteoupled with additional costs.

According to Michael Porter, the utilization of ®ygies, which he refers to as
interrelations, can lead to the creation of thremugs of costs which are caused by
combined activitie$*®

= Costs of coordination
= Costs of compromise
» Costs of inflexibility

Coordination costoriginate from the need of coordinating operatiplaning, priority
definition, or problem solving processes for enaipla common approach. They occur
in terms of time, personnel, and perhaps mdnéyhe costs differ depending on the

#%porter M. 2010 page 426 and Porter M. 2004 pade 33
27 porter M. 2004 page 331



2.5 QUANTIFICATION OF SYNERGIES | 95

kind of cooperation or sharing of processes. A doed operation of different
organizational units is usually more cost-intenghan a yearly purchase of goods.

The second cost group of cooperation approachessis of compromise€Combined
realizations of activities usually imply the harnmation of the needs of the parties
involved. Depending on the situation the costs Wwhace caused by the compromise
which needs to be taken compared to the differmdtissolution, can result in an
insignificant effect up to the “destruction” of tlesynergetic effect. It has to be noted
that the costs are usually unequally distributedsscthe parties involved. This can lead
to resistance from the party which is not posigivaffected?*® Usually, compromise
costs are smaller when the strategic perspectitieegbarties involved is similar or even
alike.

Thirdly, combined approaches can lgadnflexibility costs Flexibility includes action,
process and structure flexibility? There are two main effects which cause inflexipili
costs i) potential problems to react on competitorg ii) exit barriers. The first case is
reasoned by the possibility that combined actigité two or more organizational units
can hamper the ability to react appropriately omgetitive situations because only one
unit is affected by it. The reaction of both pastieould undermine, or minimize the
result of the synergetic effect of the overall effeSecondly, mutual solutions can lead
to exit barriers such as investments into mutuakgd resources or organizational
changes which are non-reversible without finanbmsis. Inflexibility costs are no
operating costs but only occur in the given situati

In general all benefits of combined approaches ydweeed to be balanced against the
costs which occur as a result of the cooperatiomesapparent synergies might result
in dissynergies if the costs to create the des#féect are taken into consideration. If
possible, these costs should already be taken dotwsideration when potential
synergies are searched; but at the latest durmgntplementation of the synergies all
costs involved should be known.

Costs which are associated with synergies areheadrtly challenges when dealing with
synergies. The following chapter introduces genehnallenges which need to be taken
into consideration when dealing with synergies eamgral and the implementation of
synergies in particular.

18 Compare chapter 2.6
219 Biberacher J. 2003 page 244
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2.6 Challenges of Synergy Utilization and
Implementation

Both the implementation and utilization of synesgi@s well as process orientation,
which plays a central role in this thesis, are lemging even for companies with a high
level of experience in change management. MichaeleR who has experienced the
implementation of interrelations or synergies inltijple major companies’ states: “As
many companies have discovered, organizationattstel alone is not sufficient [for
achieving interrelations]. Instituting horizontalrganizational mechanisms [which
enable synergies] throughout the firm is usuallgassary [...] This process takes time,
and cannot be expected to occur just because ttent@d for interrelationships is
discovered.®° Michael Hammer who has observed hundreds of companying to
implement a process oriented perspective statds‘lihapite of their intentions and
investments, many have made slow or little progres$ All change projects are tough
to pull off, but process-based change is partitpldifficult. [...] To make new
processes work, companies must redefine jobs movadly, increase training to
support those jobs and enable decision making bgtline personnel, and redirect
reward systems to focus on processes as well amroas.?*! For being able to
implement synergies and process orientation suftdlse existent organizations, the
elaborations presented in this subchapter are takes into consideration.

This chapter introduces findings about synergy ifigezhallenges and countermeasures
in dealing with synergies as well as process aaigort. This knowledge is importance
for the implementation of synergies because it@reschallenges as well as enablers
for the synergy implementation phase. In literaifeerent authors introduced synergy
specific challenges and counter measures to deti the implementation and
utilization of synergies. Hofmann is characteriziexfernal and internal challenges
which might occur when dealing with synergy manageirand the implementation of
synergies in particul&?® External challengeare further subdivided in risks of:

i Innovation
ii. Imitation

i. Innovation and imitation have common featuresciwhare primarily based on the
management principles as well as technologies ustt value chain. The differences
between both stem from the fact that innovatiorns ot necessarily initiated by
competitors, while limitations are.

220 porter M. 2004 page 410
221 Hammer M. 2007 page 1
222 Hofmann E. 2004 pages 253ff.
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Risks of innovation are present if the combinededffis primarily based on
technological innovations which can be made obsolBtese innovations might include
both, process as well as product innovations.

ii. Risks of imitation are present if the synergsulting from the combined effect is
imitable by competitors. According to Hofmann, thisk is of particular relevance if

competitors have access to the needed resoura@s|ddge or capabilities the synergy
is based upon.

Internal challengesire subdivided by Hofmann into the synergy basradr

i.  “not knowing”
ii.  “not wanting”
iii.  “not being able to”
iv.  “not being allowed to”

I. The first internal synergy barrier is based loa fact that not all resources, knowledge
and capabilities of other organizational units lanewn which might act as a basis for
synergies. Even if this knowledge exists, it is @otsufficient criterion to utilize
synergies because the single elements still nedoetaonfigured in a way that its
interactions result in synergies.

ii. When the organization was able to detect theeryy potentials, the next barrier is
the resistance against their implementation. Hofmaalls this element as “not
wanting”. Hofmann states in this context that sengémployees, groups or
organizational units could rather be motivated ohpostically and resist the
implementation of a combined solution which is abvalue for their egoistic needs.

iii. The third resistance element comes into effgben organizations are not able to
provide sufficient capacity for synergy managemdiius the parties engaged in the
process are not able to understand their needetyophich can lead to dissynergies.

Iv. Missing mechanisms for the implementation andnagement of synergies in
organizations are the main reason for the fourtiridda According to Hofmann, in
many organizations there is a lack of formal plagnand controlling mechanisms as
well as formal and informal organizational mecharigo make synergies possible.

A comparable and more detailed result is providgdRbdermann who conducted a
survey with 500 executives asking the question lvipioblems were observed in the
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implementation of synergies and summarized thewoilg points according to their

importance®®

» Resistance from employees -228%
= OQOverall coordination -125%
» Prejudices, vanity -10,8%
» Incentive structure -9,9%
= Organizational culture differences -9,9%
= Conflict of objectives -7,3%

= Choice of supportive instruments -56%
= Breaking up of existing structures -5,6 %
» Departmental egoism and thinking -52%
» Focus on synergies -22%
= High implementation costs -22%
» High implementation efforts -2,2%
= Business policy -1,3%

In addition to these findings Michael Porter intmods further synergy specific
challenges which also need to be considered. Acuptd Porter, it is of importance to
take account of that even if interrelationships teve a beneficiary effect on the
competitive situation of a company, interrelati@h®uld not be i. pursuit or in contrast
ii. ignored®?*

I. The risk ofpursuinginterrelations includes the misinterpretation loé¢ {potential to
share or transfer know-how. Intangible interrelasi@re often chosen to justify the need
for cooperation. At the same time they usually lmgacompromises and costs. For this
reason the net benefits of transferring know-hoadnt® be known and not suspected.

The second pitfall of pursuing interrelationshipsinvolving activities that are small,
have few scale or learning economies, or have lgffect on differentiation. Even if
these benefits are present, the business unitdvetvshould not put too much effort
into these effects or even build a horizontal stygtaround them.

The third difficulty that might occur in pursuingnterrelationships is illusory
interrelations. They occur when interrelations laased on superficial similarities like
technologies, logistical systems or buyer groupg&enEif some approaches might look
beneficiary, it is necessary to analyze the retdmal before starting a cooperation in a
field without, or a negative, effect on the busgasits.

22 Rodermann M. 1999 page 176
224 porter M. 2004 page 380 ff.
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ii. The drawback effect occurs when interrelatiopshareignored First, the company
might misread the strategic contribution of bussnasits if it fails to understand the
interrelations and only focuses on the standalasésb This effect motivates business
units to take actions which undermine interrelatops.

The second drawback is that these firms also mudsib® position of vis-a-vis
competitors, which causes problems, especiallgifegrsified firms.

The third problem might occur due to portfolio mgement. Portfolio management is
based on financial figures which do not directlysctéoe the beneficiary effects of
interrelations. “Horizontal strategy is more ditflcto formulate than portfolio strategy,
but in the way a diversified firm creates true emoit benefits for its business unfts”

In addition to the pitfalls mentioned above, Porgtates impediments to achieve
interrelationship$?® His argumentation how the achievement of synerisiempeded
starts with the effects caused by decentralizatiddnch supports the principle of
autonomy and business unit profit responsibilitgs&d on that business unit managers
are often steered by maximizing their unit perfonceaand not the cooperation’s. Other
organizational practices such as incentive plamistamsfer pricing policies also hinder
the use of synergies. According to Porter

“The organizational difficulties of achieving evelearly beneficial interrelationships is
perhaps the single biggest reason many managees&@eted the concept of synergy”

Other sources of impediments in the implementabbrsynergies are according to

Porter?’

1. Asymmetric benefitsThey arise from differences in size and stratefjpusiness
units and result in different beneficiary affectsr fthe business units involved;
sometimes even negative effects on one businessnen the motivation system does
not reflect these differences, the exploitation agymmetric synergies remains
untapped.

22> porter M. 2004 page 381
226 porter M. 2004 page 385 ff
227 porter M. 2004 page 386 ff

Details below according to Porter
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2. Loss of autonomy and control:

Protection of turf:Since autonomy is of importance in many firms, agars
tend to protect their control over all functionsdam®pel combined approaches
which might affect it negatively.

Perceived dilution of buyer relationship&usiness units are often reluctant
towards interrelationships because they fear thair tbuyer/seller relations
might be damaged, the sister units would stealirtHeuyers, damage their
image or create other unwanted situations.

Inability to “fire” a sister division: Managers rather prefer to cooperate with a
partner outside the company because this partipecsim be ended easier if the
interrelation fails. Cooperation with internal peets is perceived to have more
exit barriers.

Conflicts over priorities in shared activitieBusiness units tend to resist sharing
resources with other units because they do not teev&ull autonomy over these
resources. They worry that the resources mightlbeaged in favor for the other

party.

Unfair blame for poor performancéVith interrelations managers give up a part
of their own control over their destiny. They fahat they will be blamed for
failures of an interrelationship where they weréfatly responsible for.

3. Biased incentive system¥hey are closely linked with a positive incentive t
participate in interrelations. Some incentives egepport external interrelations in
preference to cooperation with internal businessun

Lack of credit for contribution to other unit&lsually, only the business unit’s

internal contribution is measured, leading to aiaibn where interrelations

contributing to other business units are misintetiga as a lack of efficiency. Or

as Hammer and Champy state “Often the efficiencg cbmpany’s parts comes

at the expanse of the efficiency of its whol& For this reason managers are
reluctant to use their own resources for synerégcef if they are not valued®

228 Hammer M. Champy J. 2006 page 10. For explainirg effect Hammer and Champy give an
example where a plane in need of a minor repairdwastand idle for one day on the airport because
the manager of the required mechanic refused totlpaybill for the hotel which would have been
needed for a short-term repair of the plane- th@agar did nothing wrong from his cost centre
perspective.

22 guter A. 2004 page 18
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Measurement biase®epending on how revenues, costs, or assets asuneel
and allocated, interrelationships can diminishréilts from a controlling point
of view. Business units which are controlled by neeaf return on sales will
rather tend to invest in assets than reducing tpefitability by means of
cooperative actions. In the worst case firms mighén tend to outsource
processes even though the resources might be laleaifaan internal business
unit.

4. Differing business unit circumstancelhney reduce the willingness to cooperate with
other business units due to the differences whiehpresent between the potential
interrelation partners.

Strong business unit identitieB1 situations where business units have distinct
histories and identities the exploitation of ingations is aggravated. In such
cases the business unit and its managers ten@ntfidmore with the business
unit than with the parent company.

Differing cultures:Interrelations are more complicated when differemtures
including different norms of interpersonal behayiterminology and basic
business philosophy have to work together. Somstithe different culture is
also perceived as a threat to the distinct culbfitbe own business unit.

Management differencesDue to different management skills and styles
interrelations between business units can be coatphil.

Differing proceduresDiffering procedures make the achievement of gyieer
difficult and cause extra costs of coordination.

Geographic separationDistances reduce the ability to exchange important
information and the necessity to work out problerAdong with cultural
differences they are the second factor reducingatiiity to coordinate distant
business units.

5. Fear of tampering with decentralizatiol:he reasons mentioned before are rather
motivated by business unit management. Interreiatialso include reasons why
corporate management might be hesitant towards eengp decentralization
approaches.

Dampening entrepreneurshifven though no fundamental contradiction exists
between entrepreneurship and interrelations, theytien perceived as contra-
productive due to their autonomy-limiting character

Desire for a consistent organizatioithe idea of organizing all business units
identically to allow for an easier manageabilitytioé entity is inconsistent with
interrelationships. They imply that a certain varief autonomy is needed such
as different measures of performance and objectives
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Difficulty of measuring performanceDue to the subjectivity of many
interrelationships firms which base their perfore@nmeasures only on
qguantifiable criteria such as profitability strugdgb implement synergy measures
into their incentive system.

Fear of providing “excusés Since interrelationships often obscure clear
responsibilities for specific business units, mamagfear that interrelations
might be used for excuses for poor performance.

There are general differences concerning the extieimpediments among firms. They
are resulting from the firm’s history and backgrdurthe mix of businesses, the
organizational structures and policies. The follogvi conditions tend to cause
difficulties according to Porter

Highly decentralized firms with many small businasgs

Firms with a strong tradition of autonomy

Firms built through the acquisition of independenompanies

Firms that have made little or no effort to cremi@rporate identity

Firms that have made little or no history of in&dationships, or who have had a
bad experience in attempting to pursue an interogiship

In addition to the synergy specific findings by for Hofmann and Rodermann,
Hammer and Hershman recommend the following dos @wdts specifically for
processes of change management related to bugireEsss managemefit:

Do be sure the top leadership fully understands tladit is involved in
implementing process and the gravity of the chahgeorganization is about to
undertake; this isn’t about flow and organizatitarts.

Do ensure that the leaders can relate procesatinés to business goals and that
mistakes and innovation are encouraged and expected

Do prepare the leaders for the fact that they mayeho make some tough
personnel decisions.

Do encourage each committed leader to help rectidr leaders.

Do make it clear to the leaders that process iaytw run the business, not just
a quick fix to some crisis or problem.

Do be brutally candid about what your organizasoculture is, looking at past
success and failures of large-scale initiativesunolerstand the organizations
strengths and weaknesses.

20 porter M. 2004 page 393
%1 Hammer M. Hershman L. 2010 page 178 ff.
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= Do understand your organization’s capacity and tijgpr change so that you
don’t overwhelm people with too much change to¢. fas

» Do understand that culture is a by-product of lesluip and that if the
leadership doesn’t change, neither will the culture

= Don’t assign the responsibility of process to alégavho isn’'t well respected by
the organization, including peers and subordinates.

= Don’'t expect change overnight.

= Don't allow friendships, including among peers,get in the way of making
tough decisions for the greater good of the orgsrtn.

= Don't set incremental or uninspiring targets thatste all the effort that goes
into process design.

= Don’t overlook the need to sustain process beyohd initial rollout.
Institutionalize the language and culture of praces

= Don't be impatient.

= Don't forget to train new people in process anddoruit leaders and process
owners with process experience.

To sum up, all introduced findings of this chaptan be of relevance when dealing
with synergies in general and the implementationsghergies in particular. The
challenges introduced should be known for bein@ ablunderstand problems which
might occur when implementing or using synergied aacordingly derive counter
measures®*? The findings of this chapter are further derivedpart of the synergy

enablers which are introduced in chapter 5.3.6.

Which of these findings are of relevance is cageeddent. If minor synergies are
introduced which only affect small organizationaits and do not have any additional
effects on the organizational structure the knog#edbout general challenges of
implementing synergies might be sufficient to ssstally implement the aimed
synergies and ensure their utilization within tihgamization. In contrast, if the changes
which are initiated by the aimed synergies argdaching and affect larger portions of
the organization a detailed planned implementasicenario is needed; otherwise the
implementation will most likely fail.

After this chapter has introduced the central figdi about synergies including the
definition of synergies in chapter 2.2, the ovewiabout synergy categorizations in
chapter 2.3, the key influential factors on usingnesgies in chapter 2.4, the
quantification of synergies in chapter 2.5 as wal challenges of synergy
implementation in this chapter the following maimapter introduces the basics about
organization and process orientation.

232 For general advice on change management: J. K986
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3 Organization and Process
Orientation

3.1 Introduction and General Consideration

Organization plays a central role for the utilipatiof synergies as well as the scientific
problems of this thesis. In chapter 2.4 the orgational structure was detected as one
of the key influential factors and evidence frorme ttase studies also proofed its central
importance for a successful utilization of synesgid@his chapter introduces the
essentials about organization in general and psocegntation. The latter, as an
additional way of organizing firms, is of interdstcause it includes features which are
valuable for the utilization and management of sgi@s. The target of this chapter is i)
to provide a theoretical basis for further devebgpithe question how process
orientation can be utilized to enhance the utilmatof synergies and ii) to support
answering the scientific question which effect dtnganization has on the utilization of
synergies.

This main chapter consists of two chapters. Chapfemtroducing the basics about the
organization of firms, including subchapter 3.21ttaducing the basics about Taylorism
and Fordism, subchapter 3.2.2 giving details ablmibrganizational structure of firms,

subchapter 3.2.3 introducing the organizationalrtchad subchapter 3.2.4 showing
problems of traditionally organized firms. Chap3e3 introduces the concept of process
orientation including subchapter 3.3.1 which présethe definition of business

processes, subchapter 3.3.2 which introduces kmssingrocess reengineering,
subchapter 3.3.3 defines process orientation, syfbeh 3.3.4 elaborates business
process management, subchapter 3.3.4.1 introdueesessentials about business
process measures and subchapter 3.3.5 identifeegdbential principles of business
process orientation.
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3.2 Traditional Organization

3.2.1 Taylorism versus Fordism

In the modern corporate world the impact of theknafr Frederick Winslow Taylor and
Henry Ford on organizations can still be percei@de century ago these two business
men have paved the way for the organizational &iradn today’s companies and have
founded approaches which are still valid todays tls known as Taylorism and
Fordism.

Frederick Taylor’s legacy is the scientific managetwhich gives a systematic guide
on how to yield efficient work by controlling progges through a management system;
he defined five principles of scientific managenierit

= A clear division of tasks and responsibilities betw management and workers.

= Use of scientific methods to determine the best @fajoing a job.

= Scientific selection of the person to do the negdgigned job.

» The training of the selected worker to performjtiiein the way specified.

= Surveillance of workers through the use of hiermglof authority and close
supervision.

Other managers continued Taylor's work. It was, ifmtance, Frank Bunker Gilbreth
and his wife Lillian Moller Gilbreth who contribuleto the scientific management
approach by introducing specified techniques folasneng the performance of the
workers, such as time-and-motion studies, thusirfmé way to reduce the workers’
exhaustion and enhancing their productivity. Alsienry Laurence Gantt, assistant to
F.W. Taylor, improved his model by focusing on therkers’ psychological needs and
initiating a task-and-bonus payment scheme as agethe ‘Gantt Chart’ which is still
employed today.

While Taylorism concentrated on the efficiency ofgte processes, tasks or workers,
the main focus of Fordism lays in the evolutionneéss production and with it the
increased use of machinery. Henry Ford’s intenti@s to increase his control on the
labor by reducing or eliminating uncertairity;this aim was achieved by using three
major principles:

= Analyzing jobs with the help of time-and-motione@ues
» Installing single purpose machine tools to manufigcstandardized parts

233 Buchanan D. and Huczynski A. 2010 page 423
234 Buchanan D. and Huczynski A. 2010 page 431, tiefgto Ford and Crowther 1924
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= Introducing the mechanized assembly line

Ford used the concepts of system and control tanizg the manufacturing processes
within the factory, but also the sale of the carroigh this logical organization of the
plant he i) established the features of mass ptaduevork and ii) raised the living
standard of the community.

Both concepts, which share commonalities, but asow reasonable differences,
gained considerable attention when they were inited and have ever since been used
and further developed by numerous managers and.firm

3.2.2 The Organizational Structure of Firms

An organization can be determined through its stinec It serves to subdivide activities
into sub-units and to coordinate and control thesgyrocess aimed to achieve the
organization’s goals. It consists of seven majamants, each of which needs to be
delegated by the corresponding authofity:

i.  Work specialization
il.  Hierarchy
iii.  Span-of-control
iv.  Chain of command
v. Departmentalization
vi.  Formalization
vii.  Centralization

I. In the step ofvork specializatiorthe authorities decide how tasks are subdivided and
if workers need a high or a low specialization;aatfwhich will imply different time
spans, costs of training and employee motivation.

ii. Continuing with thehierarchy, it is important to distinguish between flat aradl t
organizations, or firms with a low or a high numbéihierarchical levels. The decision
for the number of authority levels depends on tttea size of the organization; while
the army displays many different hierarchical posg due to its high number of
members, the little family-held firm next door wiinly have a two or three level
hierarchy.

iii. On this basis, thespan-of-controlis determined: the number of subordinates a
supervisor or manager is responsible for resul® wide or a narrow span-of-control.

235 Buchanan D. and Huczynski A. 2010 page 453. Beinithe following according to Buchanan D. and
Huczynski A.
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Consequently, a manager working in a tall hierarehly have a narrower span-of-
control than a manager working in a flat hierarcmgking it more intricate for the
latter i) to effectively control and coordinate ttasks of his or her subordinates and ii)
to achieve a fine communication with his or herentdgs.

iv. Furthermore, thehain of commandefines to which superior a worker or a team
should report; at the same time determining stnhganking of authority along the
vertical dimension of the organizational structure.

v. Within the principle of departmentalization, thasks are assigned either i)
functionally, i.e. according to common know-how) &ccording to the product or
service offered, iii) according to the geographiaeda, or iv) according to the type of
customer being served. Depending on the divisiaseh, the employees are allocated
to different departments.

vi. In an organizational structure it is also calcto define the rules, records or
procedures to be used for controlling the jobs orkers. One distinguishes between a
high formalization(a high number of rules) and a low formalizatienlgw number of
rules).

vii. The element ofcentralization identifies if decision-making should take place
centralized (in the senior management area) orndiedized (in the junior management
area).

A potential way of showing the vertical and horirdimension of an organization is
the pyramidal form.
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Chief executive
Top
management
Senior executives

Department or division heads
Middle

management
Superintendents

General supervisors
Supervisory

management
First- line supervisors

Workers

Figure 11: Organizational struct@re

Although this image gives a good general overviesrdhe three basic management
groups (on the left side) and the six specific nganaent titles (on the right side), it is
important to note that this view is not sufficiéatdemonstrate all existent or necessary
connections of an organization, such as technol@pks or human componeAt$.in

the Leavitt diamond, introduced by Harold Leavithe four individual principal
elements which are interacting mutually are illatgd; structure, objectives, technology
and people. They are not only influencing each mtheit are also effected by
environmental factors; resulting in different orgaational structures.

I

Environment

Figure 12: Leavitt diamorfcf

2% Bychanan D. and Huczynski A. 2010 page 455
237 Buchanan D. and Huczynski A. 2010 page 453, riefgto Duncan, R. 1979 page 59
2% Bychanan D. and Huczynski A. 2010 page 456



3.2 TRADITIONAL ORGANIZATION | 109

Both designs give a perfect general outline ofdhganizational structure; yet, a more
detailed approach needs to be configured. Thisoagpr is the organizational chart
which is introduced in the subsequent chapter.

3.2.3 The Organization Chart: Traditionally Organizing Firms

A main topic concerning organizations is the défaration of relationships into line,
staff and functional whose explanation is dependemtthe concepts of authority,
responsibility and accountability®

The authority implies the permission to manage individuals, arteor the respective
task. It is defined within an organization’s pasitj rather than an individual and is
found along the chain of command.

A person’sresponsibilityimplicates a certain commitment of execute a fasktion or
assignment allocated by a superior.

When a manager is first given the authority to dtask, and hence has to take the
responsibility for its outcome, he or she will lakeénaccountablefor the result. This
means reporting to the superior about the negatiselt of the task he or she was made
responsible for. In this context it is of importanthat a job holder possesses a well
balanced division of tasks, authority and respafisiF®® A manager should for
instance not be made accountable for a task foclwhe was not provided with the
required authority.

Within a traditional organization of a company thare three types of relationshs:

= Line relationship
= Staff relationship
* Functional relationship

The line relationship typically occurs in the conventional pyramidal forof an
organization and shows the relationships or mamageontrol from top to down, i.e.
within the chain of command. Hence, the chief ekgeuthas managerial control over
his direct subordinates, such as the director obaating, director of sales, director of

239 Buchanan D. and Huczynski A. 2010 page 464

240 Haberfellner R. 2010 page 56 and Haberfellner & Wkck O.; Fricke E., Véssner, S. 2012 pages
172ff.

241 Buchanan D. and Huczynski A. 2010 page 464 ff.
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marketing, etc.; each of whom in turn has contreérotheir corresponding direct
subordinates, and so forth.

By contrast, the staff departments, i.e. HR, IT &ghl department, stand outside the
typical line of an organization, thus modifying ttnaditional line structure. While each

staff department itself still has an individualdinelationship, it uses its special up-to-
date knowledge to give advisory support of the otlepartments or managers within
the overall line of the organization. The suppatiunction in connection with the lack

of authority of these staff specialists indicategtaff relationship®f an organization.

The functional relationship relies on the principfehe staff relationship. While within
the latter the staff members have no authority amedtherefore not able to force the
managers to follow their advice, functional spestalare given authority in order to
assert their advice. A manager can assign his athodty over his direct subordinates
to a staff expert in order to ensure that the eigeerecommendations for a certain
matter are followed and implemented.

All three types of relationships are indicated gslimes which is shown in the figure
below.

—— Line Relasonshin
Directors ----- staffRelationship
— — Functional Relationship
Assistant to
. : Chief Executive
Chief Executive

i S — o == S
’ S ~
—_—g —— —_—l
L M"m"‘“ﬁ % g le .

lllli

Figure 13: Types of relationships between positioisn organization chaff

Another structural feature of the organizationhis distinction between the formal and
informal organization. The former is laid down letmanagement which determines,
documents, plans and modifies the relationshipsvdmt the employees within the
company. As opposed to that, the latter indicates relationships which are not
documented and occur spontaneously between indivielmployees for meeting their
specific psychological and physical needs. Sinae dhgins of these two types of

242 pccording to Buchanan D. and Huczynski A. 20100468
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organizational relationships are different — managet or employee — they can be in
conflict with each other; this condition is showmrthe following figure.

Organization charts

Spans of control

Policies and
procedures

animosities and
friendships

Grapevines

Group norms and
sentiments

Informal leaders

_

Organization mission statement

Job definitions and
descriptions

Production efficiency
and effectivement
measures

Emotional feeling,
needs and desire

Effective
relationship
between manager
and subordinate

Prestige and power
structures

Figure 14: The formal and the informal organiza%fgn

Personal and group
goals and perception

The table below gives an overview of the differenceboth concepts.

A | Structure
= Origin . Planned . Spontaneous
. Rationale . Rational =  Emotional
= Characteristics = Stable =  Dynamic
B | Position technology Job Role
C | Goals Profitability or service to society Membatisfaction
D | Influence
L] Base L] Position = Personality
=  Type = Authority = Power
= Flow = Top down = Bottom up
E | Control mechanism Threat or firing or demotion ys$tbal or social sanction (norms)
F Communication
= Channels L] Formal channels = Grapevine
L] Networks = Well defined, follow formal lines| =  Poorly defined, cut across regul
channels

ar

243 pccording to Buchanan D. and Huczynski A. 2010ep4@0
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G | Charting Organizational chart Sociogram

H Miscellaneous

L] Individuals included = Allindividuals in work group = Only those ‘acceptable’

L] Interpersonal relations ] Prescribed by job description = Arise spontaneously

= Leadership role =  Assigned by organization . Result of membership

L] Basis for interaction ] Functional duties or position L] Personal characteristics status
= Basis for attachment = Loyalty = cohesiveness

Table 12: Comparison of the formal and informalhsﬂure244

A further important attribute of the organizatiorsdtucture is the differentiation of

centralization and decentralization. In a centeslizrganization, the authority and
responsibility for making decisions primarily liesthin the (top) management, whereas
a decentralized organization features an entrugtofethe power for decision-making

to subordinate managers. Though both concepts ai@, \a company usually has to
decide which approach to establish.

According to Morga?145, there are six major types of organization stmectuhich are:

* Rigid bureaucratic structure

= Bureaucratic structure with senior management team
» Bureaucratic structure with cross-functional teams

= Matrix structure

* Project (team) structure

= Loosely coupled organic structure

In arigid bureaucratic structurgonly one chief executive has control over tharent
pyramidal-formed organization with all principlesd down.

The second type, theureaucratic structure with senior management tefaatures a
management team which holds meetings and condidtsecchief executive and the
directors of the departments each of whom has atithvaithin their department.

The bureaucratic structure with cross-functional teamscomprised of teams whose
members come from lower organizational levels fifferent departments and attend
meetings for making reports to their head of depant and receiving instructions at the
same time.

244 pccording to Buchanan D. and Huczynski A. 2010epddl
24> Morgan, G. 1989 page 66
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Thematrix structurefeatures a combination of a vertical and a hotalostructure, with
a control from top to down as well as between thgadtments, thus resulting in a dual
chain of command.

The project team structuréndicates that the team members work in specifajegts
rather than functional departments and are freentmage themselves within the
strategic framework given by the management.

In a loosely coupled organic structureo clear organizational structure is visible
because a network of departments or even firmstabbshed which acts around a core
consisting of the organization’s employees. Thisteay is of advantage since there is
no limit for the number of networking enterprisekgas or activities.

’ 7
qJP e ;‘» \"‘L : @ ‘ .“J ° ,“?‘ i
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Figure 15: Types of organization structtife

Based on Morgan, literature distinguishes between fajor organizational structures:

Functional structure
Divisional structure
- Product or service-based
- Geography-based
- Customer-based
Matrix structure
Modular organization structure

In afunctional structureactivities and employees are classified from daoaviop with
reference to commonalities of their work, profeas@ms or resources used.

By contrast, in aivisional structurethe departments are arranged on the basis of the
organizational output, which is i) product or seesbased, ii) geography-based or iii)

246 Buchanan D. Huczynski A. 2010 page 496 referrinilorgan G. 1989 page 66
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customer-based. In this way, each division haswts functional structure and operates
separately as a single entity.

In aproduct or service-based divisional structuhe individual departments are
organized according to the various products orises\the company offers.

In a geography-based divisional structutlee divisions are located in different
places, thus offering the product where it is regpiby the customer.

A customer-based divisional structure chosen when different types of
customers are to be served.

The matrix structureis an organizational design which combines bothica and
horizontal structures, resulting in a control alahg chain of command, i.e. from top to
down, and between different departments.

In themodular organization structurthe company enters different collaborations with
external companies, thus outsourcing the produstioh various single parts. The
different parts or modules are produced by extefomainternal) contractors, provided
by them and finally assembled by the company itself

Irrespective of the organizational structure chodsye differentiation pertaining to

organization does not only implicate advantagesalso drawbacks which result from
the risk that sub areas lack in consistency. Tfarsa complex system to achieve and
maintain a dynamic balance with its environmemieieds to be highly differentiated and
at the same time integrated sufficiently. Therefamtegration and coordination actions
need to be taken to be able to better adjust thavber of individual subsystems to each
other and also to the goals, strategies and nofthe @ntire systeni*’

3.2.4 Problems with the Organization Chart and Traditionally Organized
Firms

The efforts of organizing firms of the last cenéigriand decades improved the efficiency
of corporations. Along with technological innovatto which changed the way how

goods are produced, organization can be regardadsascess factor for optimizing the

production output. However, traditional organizatitorms are also associated with

disadvantages which are illustrated below.

47 Lawrence, P.R., Lorsch, J.W. 1963 pages 229 ff.
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Figure 16: Operative islantf§

In traditionally functional oriented organization®rk is divided into smaller tasks. In
addition to that, these tasks are functionally aretarchically organized. The former
leads to the functional perspective of the corponatOr as Hammer and Champy state
“Companies today consist of functional silos, @mvspipes, vertical structures built on
narrow pieces of a proces$? The latter, the hierarchical organization, addidity
clusters the functional organization; the resultwdfich is operative islands which
occasionally also operate as such.

A problem with such organized firms is the poorresentation of the natural sequence
of business process&¥, even though they are central for the firm becahsy are
creating value. No one is in charge of the pro@ess hardly anyone even knows the
processes. Persons involved in the process teledkanward into their department and
upward towards their boss, while the outside petsge is not adequately taken into
consideration.

248 Horrmann and Tiby 1991 page 76
29 Hammer M., Champy J. 2006 page 31
20 Hinterhuber 1995 page 64
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Top Management

Figure 17: Process flow in structural organizations

Another problem occurring due to functionally orgamg firms is the increase of
interfaces for getting work done. With a growingmer of interfaces coordination
efforts increase; this usually also results insslof time and informatiof?* In general,
a poor communication between departments is a rauslrstated point of criticism of
functional organization$?

Additionally, improper organizational responsibdg and alignments between the
interfaces can lead to situations of irresponsihffi® the passing over of responsibility
of one organizational unit to another as well @sdteation of unneeded outpyts.

A poor customer orientation is another problem Wwhiccurs in traditionally, or silo
oriented organizations. They are usually focusedfufilling their internal targets,
which are rarely aligned to all customer needs.yTlde not often think about
collaborating with other organizational units opdements, and the intra-departmental
harmonization and information is often missfiy.In order to overcome these
disadvantages of traditional organizations the ephoof process orientation is a
promising approach.

%1 0sterloh M., Wiibker S. 1999 page 18

%2 Osterloh M., Wiibker S. 1999 page 22, Braganz&érac-Kakabadse N.2000 page 47
23 Osterloh M., Wiibker S. 1999 page 18

4 suter A. 2004 pages 13,14

25 Gulati R. 2007 page 93 ff. and Hammer M., Chammade 31
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3.3 Process Orientation

This chapter introduces the basis about the conakeprocess Orientation (PO) and
further terminology which is used in the same ceint@he concept of process
orientation is of interest for this thesis becaitigotentially delivers a valuable basis for
the utilization and management of synergies. Tthis,chapter is the second scientific
foundation for the design of a process orientegsyynmanagement.

3.3.1 Business Process

The termbusiness processvhich is also referred to asoces$™, is widely used in the
scientific context as well as in daily life (e.gelidery process). Processes always were
and still are an integral part of every comp@hgeven though they were not always
specifically entitled as such. However, the termacpss was used in different context
during the last few years. In the business coriteete is also no common understanding
about the definition of a proce$%.The most essential definitions are:

Hammer and Champy define a business process asdlléatmn of activities that takes
one or more kinds of input and creates an outpait ithof value to the customer
Whereas “the difference between task and procetislifference between part and
whole. A task is a unit of work, a business acfiviormally performed by one person.
A process in contrast, is a related group of télsstogether crate a result of value to a
customer.2°

Davenport and Shoft' define two important characteristics of processes: i) a
process has customers who receive a defined outemuei) processes usually are
cross-organizational, meaning that they usuallyndb holistically take place in one
organizational unit.

%% The terms process and business process are usgdaayms in this thesis.
%7 Armistead C., Rowland P. 1996 page 31

8 guter A. 2004 page 83

9 Hammer M., Champy J. 2006 page 38

20 Hammer M. 1996 page 5

%1 Davenport T.H., Short J.E. 1990 page 12
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Sutef® defines that a business process is customer edertlue-adding and has a
determined responsibility. A business process sgmts a modular platform containing
everything that is needed to finish an order.

The definition used in this thesis is in alignmetith those mentioned above:

“A process creates value to the customer by comgedn input to a customer oriented
output; it has an end-to-end responsibility andagsvities can be cross-functional and
thus independent from the organizational structure.

Process: Outputaccording to customer
Activity 1, Activity 2 etc. requirements

Figure 18: Process: customer oriented and enddo-en

3.3.2 Business Process Reengineering

Even though, business process reengineering (BRjtia focal point of this thesis, its
high relatedness with process orientation requarésief introduction of this concept.
BPR was first introduced by Hammer and Champy #&irtbook “Reengineering the
Corporation”, published in 1993, which is highlysled on process orientation.

According to Hammer and Champy reengineering “& fimdamental rethinking and
radical redesign of business processes to achievaatic improvements in critical,
contemporary measures of performance, such as qaality, service and speetf*
“Reengineering takes nothing for granted. It igsonéhat is and concentrates on what
should be. [...] Reengineering is about business vegition — not business
improvement, business enhancement, or business fioadidin.”®* Additionally

%2 gyter A. 2004 page 83
23 Hammer M., Champy J. 2006 page 35
%4 Hammer M., Champy J. 2006 page 36
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Hammer underlines the value of BPR by stating thatv executives question the idea
that redesigning business processes — work thad from end-to-end across an
enterprise — can lead to dramatic enhancementseiformance. This is enabling
organizations to deliver greater value to custonmemsays which also generate higher
profits for shareholders’®

Other authors differentiate in BPR between i) psscg@mplification and ii) fundamental
process reengineerifitf, The first refers to incremental process improvetsiemhich is
contrary to Hammer and Champy’s definition. Theosgc definition correlates with
Hammer and Champy’s definition involving radicabholge as a main characteristic. In
Hammer and Champy’s definition there is a cleartition between BPR and
incremental change which is assigned to qualitygmnms such as total quality
management (TQM). Even though BPR and TQM focuprogsesses and the customer
perspective both differ fundamentally in the stagtpoint. TQM continually improves
existent processes, while BPR replaces processeaeiv oned®” All authors have in
common that they perceive BPR as a single projedtret as an approach or method
how to manage a company. Synergy implementationr@altzation projects can result
in incremental as well as radical change, dependimghe scope of the project. Thus,
BPR findings which are of relevance for the implatagon phase can accordingly be
used for synergy project&®

The connection of BPR with process orientation (R@J therewith with this thesis is
given by the emphasis on processes in BPR, acgptdiHammer and Champy it is
“[process is] the most important word in our defomn (of BPR).”® Or “The core
message of this book, then, is this: It is no longgressary or desirable for companies
to organize their work around Adam Smith’s divisiohlabor. Task oriented jobs in
today’s world of customers, competition, and chaage obsolete. Instead companies
must organize work around process&$.”

255 Hammer M. 2007 page 1

%6 Coulson-Thomas C. 1995 page 3 ff and Childe €394 page 28
%" Hammer M., Champy J. 2006 page 52

%8 gych findings are introduced in chapters 2.4 afd 2

29 Hammer M., Champy J. 2006 page 37

2" Hammer M., Champy J. 2006 page 31
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3.3.3 Process Orientation

The concept oBusiness Process OrientatidBPO) or process orientation(PO) is
based on the work of Demiri§. Porter?’? Davenport and Shoff? and Hammef’
Process oriented firms focus on processes rangimg €nd-to-end® or from customer
to customer instead of only considering functiosaductures and focusing on the
customer’®

Process orientation is usually used as an additipaespective for organizing firms.
Hence, the structural organization is supplemenbed, not substituted by process
orientation. Process orientation in this understands the basis for business process
management.

3.3.4 Business Process Management

Business process management takes process ooentatthe next stage by managing
processes according to the process orientation ranhe principles. “Process
management seeks to improve processes continusaighat the products and services
meet the ever-changing expectations of the inteanal external customer§’® And
“Business process management does not only incagahe discovery, design,
deployment and execution of business processesldmtinteraction, control, analysis
and optimization of processes®

Business process management starts with the desmocesses, and accordingly leads
the responsibility for the designed processes tweéhe so-called process owner who
from then on manages the processes. The essewtittr need to be taken into
consideration are presented in this subchapter. tDues central importance for this
thesis the process owner role is introduced in e 3.5 which sums up all essential
principles of business process orientation.

2"t Walton M. 1986

"2porter M. 2004

273 Davenport T.H., Short J.E. 1990
" Hammer M. 2006

2> BMW PRIME 2012 page 6

2% Reijers 2006 page 392

2’ Hinterhuber H. 1995 page 70

2’8 Smith H., Fingar P. 2002 page 89
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For the first stage of BPM, the design of the psses, Hammer and Hershman, suggest
the following proceduré®

i. Getorganized
ii. Getoriented
iii.  Getcrazy
iv. Getreal

i. The first step ofgetting organizeds about mobilization and bringing together the
people needed for the process design. This taskaéhhe done by a team consisting of
insiders and outsiders of the process, insteacdh afidividual. It is recommended that a
team consists of seven (£2) team members. Thisoapprgives support in finding a

range of different ideas, evaluating and critiquihgm to find the best solution for the
process design. “Thinking different”, which meawgusing on the big picture while

being able to talk about details, and analyticatkimg are important prerequisites of
the team members for achieving good results.

ii. Getting orienteds about understanding the actual process andwwliit meets the
customer needs. In this step the focus lies orukomer’s relationship and their actual
needs; thus the process is to be adapted arourmdish@mer.

iii. In the third stepget crazy the team gets creative, thinks outside the bakaagues
how the seven principles of process design cantibeed optimally for designing the
optimal process. For proving the success of thesigd of the process the new design
should be simulated with all parties involved ire throcess taking part. This way,
necessary changes can be implemented simultaneously

iv. Finally, the new process design is implementedthe real world. However,
depending on the complexity and the extent of tteegss, the implementation should
include a final pilot test carried out to checktlie real world if any additional process
changes are needed. After the process is implehéiméemeasurement of key process
metrics remains important for deriving further opitiation potentials of the process.

This procedure is of importance for this thesigdwse it can additionally be applied for
the identification of synergié¥ in the first turn.

For designing processes Hammer and Hershman igehséven principles on which
process design should foctis:

2 Hammer M., Hershman L. 2010 page 56 ff.
Details below according to Hammer, Hershman

20 The identification of synergies is introduced irapter 5.3
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i.  Whattasks are performed
ii.  Whetherthey should be performed and under what circuncsan
iii.  How preciselythey are performed

iv.  Whatinformation they employ
v.  Whenthey are performed
vi.  Whoperforms them
vii.  Wherethey are performed
i. What tasks need to be performed for deliverimg output the customer requires, is
the central question of process design: It supgbégjuestion if the process includes all
details for which the customer is willing to pay.

ii. The principle to askvhetherandunder what circumstancesomething needs to be

done differentiates in value-adding and non-valdeiay processes. Only for the value-
adding processes the customer is willing to payewdor. This principle supports the

company in eliminating unneeded process stepssés tahich do not add value to the
process and in questioning under what circumstandesh process steps need to be
performed?®?

lii. How preciselya process is to be performed is related to thestoqueasked before.
This question is of importance because the righdllef detail can save costs: The tasks
can be performed less thoroughly when this is ceffit, or, in the contrary, the specific
steps can be performed more thoroughly and preomgdedn it is necessary.

iv. Since information is of relevance for a goodgass performance, the question what
information has to be employed is of interest fug tesign of processes. Especially in
times where most companies have a lot of datagtereness of what information is
needed for the process for operating well is vdkiab

v. Processes consist of subprocesses, activitidstasks. The ordewhen they are
performed can have an impact on the overall propedsrmance. Steps can be moved
to a preceding or subsequent stage, previouslyepegd activities can be performed
simultaneously, and the relative order of certaiivéies can be changed.

vi. vii. Processes are performed in functionallygamized firms by individual
employees. This practice often results in mistagscustomizing processes around
specific persons or departments which are addifpnacally determined. For this
reason it is important to askho should perform the process amthere this should
happen. The first question should focus on thdssk#eded for the process. The second
one determines where it makes sense to execufgdhbess.

%1 Hammer M., Hershman L. 2012 page 34 ff.

82 Compare also the principle of process segmentaichapter 3.3.5
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In addition to the seven principles of processglgsHammer and Hershman introduce
the do’s and don’ts of process design which’&te:

Do take time to understand the process you aresiggiag. One very good way
to do that is to “attach” yourself to an order ora facet of the process and
follow it from beginning to end.

Do document the existing process in a “swim lameimat, depicting a different
horizontal row or vertical column for each depanmtnéhat has an effect on the
process, so that you can see graphically how margstthe process is handled
off (and back) to various departments.

Do prepare the design team and the organizatiothéoimevitable mistakes that
will occur in the redesign of a process. No oner eveates a perfect design the
first time.

Do use different design teams for each design asdre that about two-thirds
of the team consists of outsiders with no rolehm process.

Do team members know in advance that they may nfiamve the core of the
team to an advisory capacity so that they will fieeé to move and you will be
in a position to move them without bad feelings.

Do communicate openly and widely throughout theanization about what the
design team is doing, to head of rumors and gaoasg to ensure that team
members feel comfortable being away from their Lgolas and applying all
their efforts to the redesign.

Don’t overanalyze the process and become immersaahalysis paralysis that
delays the redesign effort and the result it neéedshieve.

Don't design the new process in the swim lane fortimat you used to depict the
old process. That will put the focus on silo orgations rather than on the work
that needs to be done and who the right persands ft.

Don't skip the simulation and pilot phase of thevrdesign because that is the
best time to uncover mistakes in a safe environment

Don’t put more than nine people on the design teamfewer than five, to
ensure that the design team doesn’t become bogoped dnt that it benefits
from a diversity of thoughts and viewpoints.

Don’t allow the new process to look like the old@ess it is replacing or you
will wind up making only marginal improvements thatill produce
disappointing results and discourage further prooesk.

Don't forget to have a reentry plan for the desigam members so that they
won't be fearful of devoting their entire effort tbe redesign rather than trying
to work part-time on it as well as their old job.

283 Hammer M., Hershman L. 2010 page 63 ff.
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For the performers and infrastructure Hammer andshiean suggest the following
do’s and don't$?*

Do include the input of those who will be performithe process by including
some of them on the design team.

Do create new training and development plans femgw roles in the process to
alleviate fears among people whose performanceunesasvill change.

Do redesign the process first and then evaluate temhnology can further
enhance the process performance.

Do ensure that new metrics are aligned with comgéms and reward to
prevent confusion among the performers.

Don’t allow the boundaries of departments and btglge prevent you from
creating the right combination of activities or rfrohaving the right people
perform the tasks in the new process.

Don’t run the simulation or the pilot test of thewprocess without also testing
the new performer roles, compensation, reportingcgire, and other changes.
Don't allow the technology to dictate the process.

Don’t evaluate performance without asking perforsnéine process owner, and
the functional managers to provide input.

The dos and don’ts of governance and expertiseoicegs orientation ar&®

Do include all process owners for core, governarg] enabling processes in the
initial governance structure so that they all ustird how the process being
redesigned will affect their processes.

Do establish “rules of engagement” to foster ratlorand unemotional
discussions of difficult issues when they arise.

Do create a training curriculum for process exp#réd includes instruction in
change management, negotiation skills, communicaskills, and problem
solving.

Don’t overdesign or overengineer the governanagtire in a way that makes
it look like another bureaucracy instead of valddiag structure to enhance
business design.

Don’t overlook other governance structures in thgaaization that can provide
support and resources.

Don't forget functional managers as part of the egoance structure and
process.

24 Hammer M., Hershman L. 2010 page 150
285 Hammer M., Hershman L. 2010 page 214
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= Don't create a permanent team of experts that losgsh with the day-to-day
reality of operating the company.

As the general procedure for designing processeddls and don’ts for process design
are also adaptable for the application in synedgyiification. Besides the introduction
of the findings mentioned above Michael Hammer ¢ a holistic maturity model
which is able to derive a business process managematurity level dependent on
which elements of BPO are already implemented & dlganization. This maturity
model consists of the central elements i) design,performers, iii) owner, iv)
infrastructure, v) metrics, vi) leadership, vii)lttwe, viii) expertise and ix) governance;
all of which include statements on different mdtukevels and contribute to the process
maturity. The process maturity level model is shamrthe next page&®

288 Hammer M., Hershman L. 2012 pages 289 ff.



126 | 3 ORGANIZATION AND PROCESSORIENTATION

P-1

P-2

The process has not been designed on a
end-to-end basis. Functional managers |

n
s@he process has been redesigned from g

Purpose the legacy design primarily as a context fotto end in order to optimize its performange.
functional performance improvement.
The process’s inputs, outputs, suppliers,| The needs of the process’s customers are
Context - o
DESIGN and customers have been identified. known and agreed upon.
The documentation of the process is
Documentation primarily functional, but it identifies the There is end-to-end documentation of the
interconnections among the organizations process design.
involved in executing the process.
Performers can describe the process’s
Performers can name the process they | overall flow; how their work affects
Knowledge execute and identify the key metrics of it customers, other employees in the process,
performance. and the process’s performance; and the
required and actual performance levels.
PERFORMERS Skills Performers are skilled in problem solving| Performers are skilled in teamwork and
and process-improvement techniques. self-management.
Performers try to follow the process
Performers have some allegiance to the | design, perform it correctly, and work in
Behavior process, but owe primarily allegiance to | ways that will enable other people who
their function. execute the process to do their work
effectively.
- P Enterprise leadership has created an
Identit Trhoipri?;grs;;\{mfr:; 22 lvr\]/iczlr:nicrj#arloc\)/rir? official process-owner role and has filled
Y group \ y 9 P 9| the position with a senior manager who has
the process’s performance. L
clout and credibility.
. . The process owner articulates the procegs’s
The process owner identifies and - !
. . erformance goals and a vision of its
Activities documents he process, communicates it uture; sponsors redesign and improvement
OWNER all the performers_, and sponsors small- efforts; plans their implementation; and
scale change projects. h ) .
ensure compliance with the process design.
. The process owner can convene a process
The process owner lobbies for the process ) :
Authority but can only encourage functional red¢3|gn team and implement the new
design and has some control over the
managers to make changes.
technology budget for the process.
Information Fragmented legacy IT systems support theAn IT system constructed from functiona
Systems process. components supports the process.
INFRA-
STRUCTURE Human Functional manager reward the attainmentThe process’s design drives role
of functional excellence and the resolution definitions, job descriptions, and
Resource ; ; - ST
Svstems of functional problems in a process competency profiles. Jo'b training is based
Y context. on process documentation.
Definition The process has some basic cost and The process has end-to-end process metrics
quality metrics. derived from customer requirements.
METRICS . .
Managers see the process’s metrics to tradlanagers use the process’s metrics to
Uses its performance, identify root causes of | compare its performance to bench-marks,

faulty performance, and drive functional
improvements.

best-in-class performance, and customer
needs and to set performance targets.
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P-3

P-4

P-1

P-2

P-3

P-4

The process has been designed to fit witl
other enterprise processes and with the
enterprise’s IT systems in order to optimi
the enterprise’s performance.

" The process has been designed to fit wit

. ecustomer and supplier processes in orde|
optimize interenterprise performance.

The process owner and the owners of th
other processes with which the process
interfaces have established mutual
performance expectations.

| The process owner and the owners of
customer and supplier processes with
which the process interfaces have
established mutual performance
expectations.

The process documentation describes th
process’s interfaces with, and expectatio
of, other processes and links to process
the enterprise’s system and data
architecture.

e An electronic representation of the proce

nslesign supports its performance and

omanagement and allows analysis of
environmental chances and process
reconfigurations.

Performers are familiar both with
fundamental business concepts and with
the drivers of enterprise performance ang
can describe how their work affects othe
processes and the enterprise’s
performance.

Performers are familiar with the
enterprise’s industry and its trends and ¢
describe how their work affects
interenterprise performance.

Performers are skilled at business decisi
making.

brPerformers are skilled at change
management and change implementatio

Performers strive to ensure that the proc
delivers the results needed to achieve th
enterprise’s goal.

esBerformers look for signs that the proces
e should change, and they propose
improvements to the process.

The process comes first for the owner in
terms of time allocation, mind share, and
personal goals.

The process owner is a member of the
enterprise’s senior-most decision-making
body.

The process owner works with other
process owners to integrate processes td
achieve the enterprise’s goals.

The process owner develops a rolling
strategic plan for the process, participate
in enterprise-level strategic planning, ang
collaborates with his or her counterparts
working for customers and suppliers to
sponsor interenterprise process redesign
initiatives.

The process owner controls the IT syste
that support the process and any project
that change the process and has some

influence over personnel assignments arn
evaluations as well as the process’s bud

ns
The process owner controls the process’
budget and exerts strong influence over
dpersonnel assignments and evaluations.
jet.

An integrated IT system, designed with th

process in mind and adhering to enterprise

standards, supports the process.

eAn IT system with modular architecture
| that adheres to industry standards for
D

interenterprise communication supports
process.

Hiring, development, reward, and

recognition systems emphasize the
process’s needs and results and balance|
them against the enterprise’s needs.

Hiring, development, reward, and
recognition systems reinforce the
importance of intra- and interenterprise
collaboration, personal learning, and
organizational change.

The process’s metrics as well as cross-
process metrics have been derived from
enterprise’s strategic goals.

thThe process’s metrics have been derived
ffom interenterprise goals.

Managers present the metrics to process
performers for awareness and motivation
They use dashboards based on the metr

Manager regularly review and refresh the

;: rocess metrics and targets and use thel

for day-to-day management of the proce

S trategic planning.
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E-1

E-2

The enterprise’s senior executive team
recognizes the need to improve operatio

At least one senior executive deeply
nalinderstands the business process concejpt,

ge

Awareness performance but has only a limited how the enterprise can use it to improve
understanding of the power of business | performance, and what is involved in
processes. implementing it.

Alignment The leadership of the process program liesA senior executive has taken leadership pf,

9 in the middle management ranks. and responsibility for, the process program.
LEADERSHIP
A senior executive has publicly set stretch
) A senior executive endorses and invests irperformance goals In customer terms angl
Behavior - - Is prepared to commit resources, make
operational improvement. .
deep changes, and remove roadblocks in
order to achieve those goals.
The senior executive team has started The senior execupve tea!“ leading the
o ) - process program is passionate about the
Style shifting from a top-down, hierarchical style d h dab h
to an open, collaborative style need to change and about process as the
’ ’ key tool for change.
Teamwork is project focused, occasional The enterprise commonly uses cross-

Teamwork . proJ ' functional project teams for improvement]

and atypical.
efforts.
There is a widespread belief that customer
focus is important, but there is limited Employees realize that the purpose of their
Customer focus | appreciation of what that means. There i$ work is to deliver extraordinary customer
also uncertainty and conflict about how to value.
CULTURE meet customer needs.
Responsibilit Accountability for results rests with Frontline personnel begin to take
P Y managers. ownership of results.
. There is growing acceptance in the N
Attitude toward enterprise about the need to make modestEmploye'es are prepgred for significant
change change in how work is performed.
change.
A cadre of experts has skills in process
People A small group of people has a deep redesign and implementation, project
P appreciation for the power of processes. | management, communications, and cha
management.
EXPERTISE
The enterprise uses one or more
Methodolo methodologies for solving execution Process redesign teams have access to a
9y programs and making incremental processbasic methodology for process redesign.
improvements.
) . - . | The enterprise has developed a complete
Process model The enterprise has identified some busmesesnterprise process model, and the senior
processes. . .
executive team has accepted it.
The process owners have accountability for
Functional managers are responsible for| individual processes, and a steering
Accountability | performance, project managers for committee is responsible for the
GOVERNANCE improvement projects. enterprise’s overall progress with

processes.

Integration

One or more groups advocate and suppd
possibly distinct operational improvemen
techniques.

rtAn informal coordinating body provides
needed program management while a
steering committee allocates resources for

process redesign projects.
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E-3

E-4

E-1

E-2

E-3

E-4

The senior executive team views the
enterprise in process terms and has
developed a vision of the enterprise and
processes.

The senior executive team sees its own

work in process terms and perceives
tgprocess management not as a project bu

a way of managing the business.

There is strong alignment in the senior
executive team regarding the process
program. There is also a network of peop
throughout the enterprise helping to
promote process efforts.

People throughout the enterprise exhibit
leenthusiasm for process management an
play leadership roles in process efforts.

Senior executives operate as a team,
manage the enterprise through its
processes, and are actively engaged in t
process program.

The members of the senior executive teg
perform their own work as processes,
1ecenter strategic p_lanning on processes, &

develop new business opportunities base

on high-performance processes.

The senior executive team has delegateg
control and authority to process owners
and process performers.

The senior executive team exercises
leadership through vision and influence
rather than command control.

Teamwork is the norm among process
performers and is commonplace among
managers.

Teamwork with customers and suppliers
commonplace.

Employees understand that customers
demand uniform excellence and a seaml|
experience.

Employees focus on collaborating with
pasading partners to meet the needs of fing
customers.

Employees feel accountable for enterprig
results.

Employees feel a sense of mission in
serving customers and achieving ever-
better performance.

e

Employees are ready for major
multidimensional change.

Employees recognize change as inevitah
and embrace it as a regular phenomenor|

A cadre of experts has skills in large-sca
change management and enterprise
transformation.

Substantial numbers of people with skills
in process redesign and implementation,
e project management, program
management, and change management
present across the enterprise. A formal
process for developing and maintaining
that skill base is also in place.

The enterprise has developed and
standardized a formal process for proces
redesign and has integrated it with a
standard process for process improveme

Process management and redesign have
become core competencies and are

s embedded in a formal system that includ
environment scanning, change planning,
nimplementation, and process-centered
innovation.

The enterprise process model has been
communicated throughout the enterprise
used to drive project prioritization, and is
linked to enterprise-level technologies an
data architecture

.The enterprise has extended its process

odel to connect with those of customer.
and suppliers. It also uses the model in
strategy development.

d

The process owners share accountability
for the enterprise’s performance.

A process council operates as the senior
most management body; performers sha
accountability for enterprise performance
and the enterprise has established steeri
committees with customers and suppliers
to drive interenterprise process change.

A formal program management office,
headed by a chief process officer,
coordinates and integrates all process
projects, and a process council manages
interprocess integration issues. The
enterprise manages and deploys all
process-improvement techniques and tog

An informal coordinating body provides
needed program management while a
steering committee allocates resources fi
process redesign projects.
Is

in an integrate manner.

Table 13: Process and Enterprise Maturity Model
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Even though the process orientation maturity mada$ designed to determine the
maturity of process orientation, an adapted modellze used to determine the synergy
maturity. When synergy management is regarded asleanent of business process
orientation, synergies can even be regarded agetith element of the maturity of
processes.

After the introduction of business process managemegeneral one specific element,
business process measures, is introduced in tloeviof subchapter.

3.3.4.1 Business Process Measures

Business process measures are an integral pamsofdss process management and are
of importance because usually key process indisatéPl) need to be adapted after
process orientation was implemented. The reasdhatsstandard KPI in non-process
oriented organizations do usually not reflect timtire end-to-end process but only
fractions of it. Thus, an adaption or new desigpraicess KPI is needed.

For a successful definition of process KPI Hammmadl &lershman introduced seven
deadly sins, which must be avoided when definingjriess process measufés:

= Vanity
=  Provincialism
= Narcissism

= Laziness
= Pettiness
* |nanity

»  Frivolity

Vanity as a failure in performance measurement refeteeganethod where measures
are used for making the organization, or singlesges, look good. In this case target
measures are defined based on what the organizaimaccomplish at a given time in

order to meet the target, instead of measuringnag#ie customer needs. Even though
the second measure would be suitable, it includegisk that the target could not be

met in the short term, thus reflecting discreditlom management.

Provincialismis the reflection of organizational boundariesperformance metrics.

This approach is usually selected to reflect th@agar's performance in the area he
can influence directly. However, it also leads trrawing down targets, while not
reflecting the overall picture and accordingly ¢i@ suboptimal decisions and
conflicts in the end-to-end process.

%" Hammer M., Hershman L. 2010 page 68 ff.
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Narcissismis the ignorance of the customer perspectiveHerltenefit of the personal
point of view which is reflected in the performamoeasures.

Lazinessin performance measurement is the assumptionttieatight indicators are

measured without making an adequate effort or denisig all aspects thoroughly.
Especially in business process management the nesakave to be well considered
because they are often completely different contpereéhe usual KPI.

Pettinesds the consideration of only a small componenivb&t matters. This effect is
a remnant of the departmental-based KPI definititich does not necessarily reflect
the overall process but rather a part of it. Aduli#lly, it refers to the need of reflecting
mutual dependencies between single process measures

Inanity describes the missing consideration of the effettsusiness metrics on human
behavior. People usually seek to improve the neetihey are measured against. By
doing so, their behavior can sometimes be contdimtive to the overall goal of the
organization. Thus not only the direct effect theasure aims to have on needs is to be
considered, but also side effects which might liteabed.

Frivolity describes the effect when measures are not tak@vusly. Features of that
behavior are, for instance, arguing about metfindjng excuses for poor performance,
or finding ways to blame others for one’s own pperformance.

In addition to the seven sins of business meaddamsmer and Hershman, introduced
the following do’s and don’ts which should be taketo consideration when defining
process measuré®

= Do examine the behaviors that your current metiesdriving to determine if
they are counter to the results you are tryingctoeve.

= Do balance voice-of-the-customer and voice-of-thsitess to ensure that the
process meets the needs of both the customer arahtérprise.

= Do review your metrics regularly and adjust themewmecessary to reflect
changing conditions in the economy, your custonmeseb and your business
outlook.

= Do create alignment between your enterprises kefpqmmeance indicators and
your process metrics.

= Do keep appropriate functional measures but enthaeprocess metrics take
priority over departmental metrics.

= Don't settle for using only metrics that your ITssgm can capture instead of the
metrics that really matter, even if you have totaegpthem manually.

288 Hammer M., Hershman L. 2010 page 96
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= Don’t have so many metrics that you are data richiaformation poor. Instead,
focus only on those metrics that truly drive théceeof-the-customer and voice-
of-the-business results you seek.

= Don'’t allow people to keep metrics and targets ittty were comfortable
achieving but that are wrong measures.

= Don't align your metrics to departments. Align théonthe process, and ensure
that all the departments that support the procasgs the right metrics.

These advices on how process measures should lneedledre valuable for the
definition of synergy KPI. Synergy KPI also needaalditional perspective in the target
system, as process KPI do. In addition the definibf synergy KPI is supported by the
cross-functional character of process K3{.After the basics about business process
management and measures were introduced, the iassprihciples of process
orientation are presented in the following chapter.

3.3.5 Essential Principles of Business Process Orientation

This chapter deals with the essential principlebudiness process orientation (BPO),
which are important for the general understandingrocess orientation and for further
elaborations made in the following chapters whioh laased on those principles. The
most important principles of BPO are:

I.  Principal-agent relationship
ii.  End-to-end responsibility or process ownership
li.  Makrodesign and microdesign
iv. Cascading
v. Segmentation
vi.  Modularization
vii.  Horizontal integration

i. The principal-agent relationshipregulates the interfaces between hierarchical
structured processé¥ The figure below depicts the principles of thilfienship. The
objective is a clear understanding on both sidesybich output needs to be delivered
to the customer. The principal process x specthesdemand, including details such as
constraints, volumes, delivery time, and qualitieTagent, process y, decides how this
outcome will be provided. For this reason all cotepeies and resources for the order
fulfillment need to be located in process y.

289 As chapter 4 will determine the principles of pess orientation and synergy support each other.
20 gyter A. page 20 ff.
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Customer Perspective:

Simple and Standardized Interface

Figure 19: Customer perspective of processes

ii. End-to-end responsibilitgr process ownership means that there is onempearso is
accountable for the delivery of the required outpithe process as well as for the
process itself’* “In the broadest sense, the process owner doesegsodesign or
redesign, handles operational planning for the ggscleads improvement initiatives,
and solves problems with the process [*’4"Because of its central importance for
process orientation as well as synergy managerheanptinciple is explained in detail.

The process owner
of a business process has end- to -end responsibility for the process |

Activities

Figure 20: End-to-end responsibifity

According to Hammer, the process owner’s respolitiisi and authorities af&"

21 Hammer M., Hershman L. 2010 pages 118 ff. andrSut€004 page 20 ff.
292 Hammer M., Hershman L. 2010 page 118

2% gchantin D. 2004 pages 44 ff.

2% Hammer M., Hershman L. 2010 page 118 ff.
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= To be accountable for the design of the processefsuring its successful
execution, and for its continuous improvement

= To design, document, publish, and develop trairogtent, supporting tools,
and/or templates for the process

= To identify and monitor metrics against which pgxeerformance can be
measured

= To use metrics and audit results to evaluate c@mpd and continuously
improve the process

= To understand relevant internal and external beacksnand use them to
identify and drive process improvements

= To ensure that all process participants underdtagidrole and how they fit into
the end-to-end design

= To identify, prioritize, and govern changes to pinecess

» To establish and evaluate metrics to monitor tlethef the process

= To evaluate external benchmarks

» To ensure adherence of the organization to thesgsoc

= To resolve issues within the process to help enthakethe process executes as
designed

In accordance with Hammer and Hershman, the proocesgership dos and don'ts
295
are:

= Do have the leadership sanction, legitimize, andoance the creation of the
process owner role and the authority it will have

= Do select leaders for the role of process owner w&h® influential in the
organization, with not only a span of control bisibaa span of influence

= Do give the process owner full authority over tlsidn, including choosing the
design team and setting the performance targets

= Do ensure that the metrics used to evaluate theepscowner’s performance are
aligned with the corporate key performance indicatnd are balanced between
the voice of the customer and voice of the business

= Don't allow the process owner to delegate the tolesubprocess owners or
direct reports

= Don’t assume that the process owner role has falbeéme and be reflected as
a new position on the organizational chart, althotingt is an option

= Don't forget that the functional managers own tasources and therefore are
critical to the implementation of the process owséesign and should not be
neglected

2% Hammer M., Hershman L. 2010 page 120
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= Don't forget to align the functional manager’s negtrwith the process owner’s
metrics to ensure they are closely integrated jpdin@al performance

= Don’t simply keep the same structure and call fiemal managers process
owners

For ensuring a proper support of the process ovwalerHammer suggests the following
senior management's obligatiofis:

» To position process ownership as a senior roleérorganization

= Tofill the process owner position with a powerdnd respected individual

»= To provide process owners with the full supportopf management

= To help the process owner adapt to a new styleasfaging

= To be absolutely clear about the relationships @ntsions of responsibilities
and authority between process owners and openatamagers

»= To give process owners real power and tools fotdivig their authority

lii. The next essential principle of process or&ian is makrodesigrand microdesign
which are two phases with a different level of detareengineering projects suggested
by Suter. These two aligned phases describe th@ie desigh’’ The Makrodesign
maps all corporation-wide processes as well amtiesnal and external interfaces. The
main objective is to illustrate the value streardejpendently from the organizational
structure and, based upon that, to derive improwmeraetivities to minimize improper
interfaces, unneeded processes and non-value-adadimdination procedures. Hence, it
is the makrodesign, where radical changes are nthéenicrodesign is responsible for
incremental changes.

Microdesign is the optimization of a dedicated hass process where, amongst others,
the quantitative and qualitative resources arenddfi Usually these projects are
initiated by departments; thus a comprehensive dination is needed for
synchronizing different projects and ensuring aigngoals®® The set-up should
optimally be done by the superordinated Makrodetegm.

iv. The next important principle of business pracesientation iscascadingwhich

supports the organization of processes. Cascadlmgsafor outsourcing subprocesses
to other business processes, thus enabling a pexfae-based specialization. By doing
so the principal-agent relationship comes into atff&ven though the subprocess is
delegated to another party, the overall respoiisibémains within the superior process

2% Hammer M., Hershman L. 2010 page 120
27 Suter A. 2004 pages 25 ff.

2% Contradictions are rarely detected on a lowerl)eteh as the departmental level.
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which controls the progress of the subprocess. primeiple of cascading is shown in
the figure below.

=
P o=
> »

Dual Cascade Series Cascade

Figure 21: Cascading of processes

According to Suter, the characteristics of a reatpss cascade af®:
» Simple and clear interface between principal arehag

= (Partial) autonomy of the principal cascade withead-to-end responsibility for
one’s own output

= Integration of planning, controlling and realizatiof the business process

= Manageable entities with simple measures

Whereas characteristics of unreal process caseaegs

= Difficult formulation of demand

= Unclear and inefficient interfaces between princgad agent
= Complex responsibility delegation

= Organizational separation between controlling aadization
= No autonomy and resource pool

= High degree of coordination and intervention

» Rather large and complex entities

v. Segmentationas the next process orientation principle, i® as organizational
principle which supports the design of processmei@ companies by differentiating

29 Suter A. 2004 page 118 ff.
30 suter A. 2004 page 125 ff.
31 Suter A. 2004 page 125 ff.
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business processes by the customer needs. Prosgiserds are designed when a
standard process is not able to account for atocusr needs. This segment has to
contain all activities of the business process antt not be designed as an unreal
process cascade. The principle is shown below.

Customer Perspective:

Process Y

e.g. market-specific,
product-specific

Figure 22: Segmentation of procesSes

According to Suter, external factors of a busimessess which may require
process segmentation ara:
= Market- and customer segments which account fanmek, sourcing behavior
and other sales critical factors
* Product segments which account for different fuoral needs and consider
price ranges of products
= Distribution channels
= Competition sensitivity
= Geographical reasons

Internal factors which might require process segmare®*

* Process complexity which has an effect on thealiffy level, the realization-
and procedural complexity, routinization and autoraion of the process

= Order variance which accounts for the size- ané timits of the order

= Technologies and procedures

* Production- and logistical locations

392 Suter A. 2004 page 128 ff.
393 Suter A. 2004 page 130
394 Suter A. 2004 page 130
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= Third party involvement

vi. Another principle which is closely connected sgegmentation and cascading is
modularizatior®™ In architecture a structure is modular if a lodiséage is given
between single parts of a whole component whichblenthe entity to follow its
function. Modular architectures enhance the fld&ibiand support the utilization of
economies of scale; still customized solutionsparssible. The principle is applicable
for products, allowance in kind, services and infation technology. Thus product,
process and resource modules are realizable. Tieacalea is the reutilization of the
same modules for the same or for different appboan various areas. The reason why
process segmentation and cascading is related thular@ation is that both process
segments as well as cascades can be designed ademoBenefits of modular
structures are learning- curve and volume eff&&She principle is shown below:

(K

Modularity by shared components Modularity by exchanging components (e.g.
(e.g. core function) multi-functional devices)

=ull =

Modularity by appropriate sizing Parts modularity (e.g. LEGO)

\ -
Nz M| —

Busmodularity (e.g. board or
fixing system)

Maodularity by combining (e.g. colours)

Figure 23: Types of modul®$

395 Suter A. 2004 pages 167 ff.
3% Suter A. 2004 page 170
397 Suter A. 2004 page 169
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vii. Horizontal integrationas a principle of process orientation supportsetifieiency

of the previously segmented and cascaded vertioakpses>® Horizontal interfaces do
not result from order interrelations, which haveeatical character, but they result from
dependencies on resources or information of thedwially separated processes. Such
dependencies occur, for instance, if the knowlealggut a prior process is of interest
for a subsequent horizontal process, for exam@erttormation of the design phase of
a product can be of value for the service, or wieesa. The principle of horizontal
integration must not be confused with horizontatiirelationships defined by Michael
Porter’®® The principle is shown below:

issues manitors, traces accepts issues monitors, traces accepts
Activity 1 task a[:lwltvzlrlemams undertakes Activity 3 -Activity 4 - Activity 5 task acllvltvﬁ[r.emams undertakes Activity 7
responsible) responsible)

accepts conducts task passes \ accepts conducts task passes
task (activity 2) task / task (activity 6) task

Figure 24: Horizontal integration

Resulting from these essential principles of preaaganization the following themes
are often a result of BPM and hence of BP®:

= Several jobs are combined into one

= Workers make decisions

= The steps in the process are performed in a naitatal
» Processes have multiple versions

=  Work is performed where it makes the most sense

» Checks and controls are reduced

= Reconciliation is minimized

= A case manager provides a single point of contact

» Hybrid centralized-decentralized operations are/gent

Because interfaces and the handoffs of jobs from department to another cause
problems, the optimized solution is often a comtiamaof several jobs within one job
or one team. This approach enables a better eadedoresponsibility, minimizes
coordination and administration efforts and needs supervision.

3% Suter A. 2004 page 132 ff.
399 Compare chapter 2.3.2
319 Hammer M., Champy J. 2006 page 54 ff
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Since reengineering compresses processes horiyoatal employees become a part of
the real work, the vertical hierarchy is also coegged. This goes hand in hand with an
increased responsibility of the employees. The eygd has a broader perspective
which results in making autonomous decisions aaraqd the work, instead of having
supervising hierarchies which gather the informmatfoom different departments for
making decisions.

Due to a broader process understanding and conagressponsibilities the steps in the
process are performed in a natural order. Furttiearstages are that rework is reduced
and processes can be run simultaneously.

Since BPR focuses on the customer and one-sizaffisocesses do often not meet the
exact requirements of each customer, multiple gassiare often a result of BPR
projects. These process versions do not negativdlyence the efficiency of the
organization; quite the contrary, they optimize Wk by making a difference in how
much effort is needed for a specific process.

As traditionally organized firms do not account fprocesses, but specialties or
functions in their organizational structure, wosknot necessarily performed where it
makes the most sense, but where the work is aifumattpart of. By changing the focus
on processes work is often performed in differemtsuthan before: in those where it
makes the most sen¥g.

Another benefit of process orientation is that nahte-adding work such as checking
and control is reduced based on the increased ns#pldy and the end-to-end
perspective.

Accompanied with the reduction of interfaces anotfem of non-value-adding
performance is reduced: the minimization of recletoon.

The existence of someone who Hammer and Champy teefas the “case manager”

supports reengineering by having a buffer betwéenprocess and the customer. The
case manager takes over the role to understangrdoess as well as the customer
needs in detail. In this way the company is ablegtmize both the process and the
satisfaction of the customer needs.

31 Hammer M., Champy J. 2006 page 59, make an exanipee all pens of a company were ordered by
the purchasing department. When an employee neadpdn he had to contact the purchasing
department and the department ordered the pemdoermployee. The process was changed in a way
that the purchasing department negotiates thegend accordingly lists the approved vendors. Each
employee is able to order his or her own pen direxttthe vendor.
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According to Hammer and Champy firms that have geeered their processes tend to
make use of the advantages of centralization acdrdialization in the same process.
Process orientation makes use of central informasigstems which are available for
each and every employee in decentralized regiounsinbsses units which have their
own responsibilities.

In summary, chapter 3.3 in general and this sultehap particular have provided the
essentials of process orientation which will bedeeefurther on to elaborate if process
orientation is a suitable approach to support tilezation of synergies. The following
chapter starts with this elaboration by presentirgglinks between process orientation
and synergies.
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4 Links between Process
Orientation and Synergies

4.1 Introduction and General Consideration

The previous chapters have introduced the conceptsynergies and process
orientation. In this chapter the links between bmihcepts are discussed to derive if the
concepts support each other and where they shamsaonalities.

The hypothesis which is of relevance for this cha@ind accordingly for scientific
problem four is defined as follows:

The principles of process orientation support thee wf synergies; processes are
regarded from end-to-end without referring to orgaational boundaries which can
negatively influence the use of synergies.

In order to derive the links between the conceptgrocess orientation and synergies,
this chapter makes use of the main characterisfid®th concepts and explains their
mutual effects on each other. First, the effectsth& basic principles of process
orientation are examined regarding their effecttlom synergetic effect in subchapter
4.2. The result is given in an overview which shoivshese principles have a i)
positive, ii) neutral or iii) negative effect onetlexploitation of synergies (in general).
Secondly, the effects of process orientation on kbg influential factors on the
utilization of synergies are examined in subchagt8r This chapter gives an overview
on how a specific influential factor is manipulateg process orientation i) positively,
i) neutrally or iii) negatively. After this compiaon of the central characteristics of the
respective concept on the other concept, sharedmomalities between process
orientation and the concept of synergy are elabdrat subchapter 4.4. The findings of
this chapter are based on the experience gainethencase studies which are
accordingly supplemented by examples from the field
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4.2 How the Main Principles of Process Orientation
Affect Synergies

The question - how the main principles of processntation affect synergies - is of
interest for deriving the first potential links eten both concepts. It gives an outlook
how PO can support or hinder the utilization of esgies. This understanding is of
interest for classifying the role of PO in SM;stexamined whether it is possible to use
PO as a supportive approach to make use of sysesge which constraints need to be
taken into consideration if it should be possible.

The results suggested in this subchapter show deney how the effect of the main
principles of process orientation is on the utii@a of synergies. The reason is that
there is not only one, but different synergiesswnergy categories, as Chapter 5.3.4
will highlight. Due to the different characteristi€ synergies the effect of PO can also
be different depending on what kind of synergy ameeferring to. The supportive
effect of the PO principles on synergies is summpdat the end of this chapter by
rating the effects as i) very positive (++), ii)gitove (+), iii) neutral (O), iv) negative (-

), V) very negative (--).

The main principles of Process Orientation #fe:

i.  The principal — agent relationship
ii.  End-to— end responsibility or process ownership
iii.  Makrodesign and microdesign
iv.  Cascading
V. Segmentation
vi.  Modularization
vii.  Horizontal integration

Before the effects of the PO principles on theizgtion of synergies are introduced in
detail, the following table gives a summarizing mwew about the results:

PO Principle Effect on the utilization o] Tendency
Synergies

I.Principal-Agent @) +

Relationship

312 5ee Chapter 3.3.5
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ii.End-To-End ++ ++
Responsibility or Process

Ownership

iii.Makrodesign and + +
Microdesign

iv.Cascading O +/-
v.Segmentation O +/-
vi.Modularization ++ ++
vii.Horizontal Integration + +/-

Table 14: Effects of the main principles of procedentation on the utilization of synergies

I. Theprincipal — agent principleegulates the interface between different procgsse
particular the principal process which is the costo of the agent process. In general
the effect of this PO principle is neutral on théization of synergies. However,
depending which particular situation is regarded fininciple can also have a positive
tendency on the utilization of synergies. The pesitendency can be caused by the
principal inherent idea that the principal agenty@pecifies what he demands and not
how the output has to be generated. This fact enftes the agent process positively
because he decides on his own how he will delikerneeded output and therewith
which synergetic effects he can use for the craaifdhe output.

This positive impact of the principal-agent prirleifis not far-fetched. During the case
studies the researcher observed situations wherecustomer process did not only
specify what he demanded from the agent procedsalba how it should be done.
Examples can, for instance, be found in typicabrepg processes where the customer
process does not only define which informationeiéds, but also how this information
needs to be gathered and edited. This minimal vetegion to the agent process
authority results in individualized, and non stawilsed, approaches where the agent
process could make use of operational synergies vfould be allowed for deciding for
an own standard.

ii. The second PO principle thend-to-end responsibilitgr process ownershigefines
one person who is responsible for the entire psocEserewith the process is regarded
as an entity and is not cut into pieces which aseally the result from the
organizational structure of a company. This prilecipas in general a very positive
effect on the utilization of synergies. The reassnthat the role-inherent overall
perspective and the end-to-end responsibility nadgivthe process owner to search for
synergies in the entire process without the rdasttiperspective which is caused by the
organizational structure.
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In this context process orientation has the adggntaf having coordinated process
metrics and targets, even for cross-functional gsses where the tasks are carried out
in different organizational units. This holisticrppective supports the elimination of
contradictory targets and measures which can badfan traditionally organized
firms3'® This attribute is of interest for the exploitationf synergies because
contradictory targets and non-aligned measuresiropede the cooperation between
organizational units. With these qualities processntation positively works against
one of Porter’s impediments in the implementatibisymergies; the Biased Incentive

Systems:*!

During the case studies the researcher found neikipuations where potential process
synergies were not used, because the organizatsnaiture limited the persons in
charge to take up the overall process perspediven worth, if this perspective was
created, some persons did not think about impleimgrat synergy optimized solution
simply because this overall process solution woulat be in their functional
responsibility.

One example from the case of the Maintenance Tieang the United Kingdom
explains the value of the end-to-end responsibditprocess ownership very well; the
subprocess MANAGE SPARE PARTS. After the idea @& ¢éimd-to-end responsibility
and process ownership was created within the teamwas in charge to optimize the
overall process MAINTAIN PRODUCTION the perspecte the prior function, spare
parts storage, changed completely.

Before the project started each main departmerdpme cases even departments, had
some dedicated places where the spare parts faspbafic, organizational structure
defined, production areas were stored. The funaliprresponsible persons did not
think about the idea how the overall spare partaagament could be improved, but
optimized their area of responsibility by applylegn production principles.

After the idea of an end-to-end responsibility the MANAGE SPARE PARTS

process was set, the optimization ideas reachedhemdevel. The functionally

responsible persons started to think about a constaage for parts which need not to
be stored in direct closeness to the productiorslirnthey started discussions how
personnel could be used optimally in this storage] they started discussions about
which systems and tools are used in the differeares. Ideas came up to collectively
ask for external storage potentials at the supplidrere they previously independently
purchased their spare parts, cost saving ideas gprbg purchasing higher volumes of

313 Suter A. 2004 page 18 ff.

314 Compare chapter 2.6
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spare parts due to bundled orders, plus standgializideas arose after the unneeded
variety of spare parts between the different fural areas became transparent. All
these and additional ideas in this subprocess emlgrged because the process was
regarded from end to end, without the organizatistraicture restrictions for the first
time.

Not only this example but multiple observationsidgrthe case studies proved that the
principle of an end-to-end responsibility plus tioée of the process owner can support
the definition and utilization of synergies to &af extent.

Based on the process owner’s responsibilities aridoaties™ the process owner role
has additional advantages for the utilization afesgies:

= The process owner is accountable for the desigheoprocess, for ensuring its
successful execution, and for its continuous imenoent. Therewith the process
owner is to be made responsible for the definitimal utilization of synergies
and their successful execution.

» The process owner designs documents, publishesjeargdops training content,
supporting tools, and/or templates for the proc€msequently, the process
owner is able to design supporting tools for the aksynergies and share his
general synergy ideas with the process staff.

» The process owner identifies and monitors metrigairest which process
performance can be measured. Therewith the pramessr is in a position to
define measures which favor the utilization of sgnes and measure the results
of the identified synergies.

= The process owner uses metrics and audit resulevatuate compliance and
continuously improve the process. With this respmlity the process owner is
also able to evaluate and continuously improveutiization of synergies.

= The process owner identifies, prioritizes, and gosechanges to the process.
Therewith he is able to identify new synergies amghlement the needed
changes.

» The process owner ensures adherence of the organiztp the process.
Therewith he is able to counteract if synergiesnateused as defined.

= The process owner and the operating manager kn@wptbcess and its
upstream and downstream effects. Therewith theyahle to detect synergies
which are possible in cooperation with upstream @manstream processes.

» The process owner ensures that all process pantitspunderstand their role and
how they fit into the end-to-end design. Therewitle process enables the
process participants to derive further synergy madés by giving them the
needed transparency for being able to detect additsynergies.

315 See Chapter 3.3.5 and Hammer M., Hershman L. page 118
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Derived from the evidence of the case studies & nat the end-to-end responsibility
but the end-to-end or overall perspective which wieisive to generate all
improvement ideas. Still, the end-to-end respolhisilzind the role of the process owner
are important for the implementation phase of teas.

iii. The principle of makrodesign and microdesigitescribe how processes are to be
designed; starting with a general overall perspedti the makrodesigphase and then
continuing with the detailed perspective in the nmilesign phase. The makrodesign
phase is where radical changes are made; the regigrd phase is responsible for
incremental changes. This principle or approachahpssitive influence on the way of
proceeding when defining synergies. It describexctyx the needs which are subject to
the approach needed to define synergies: fromadyottom and from the general to the
detailed perspective.

This finding was also observed by the researchahéncase studies. When synergy
implementation ideas were addressed bottom up tailslevere developed before
knowing the big picture, problems occurred when rigference to other processes or
synergies was made in a later ph#Se.

During the painted body case study in Munich thénagation of the maintenance was
also addressed as it was in the Maintenance Taasage study in the United Kingdom.
The major difference was the level from which theo tmaintenance optimization
projects were started. In Munich the project wasiated by the painted body main
department, while in the United Kingdom the projeets initiated by the Managing
Director. Even though the starting point of botlojpcts was basically the same and
included the same basic objectives, the resultbath differed. Points which were
addressed top down in the Maintenance Triangleh& Wnited Kingdom were all
aligned between all main departments ensuring rleasubunit will produce results
which do not meet the overall targets. After getiegaan overall picture consistent sub
teams with subprojects were defined which all waesare of the bigger picture for the
implementation phase. The teams that dealt withmierodesign projects worked in
cross-main-departmental teams.

In contrast to that the natural boundary for thentemance project within the painted
body case study was given by the painted body uepartment. Even though the basic
ideas what should be improved were generally theesa the United Kingdom as well
as Munich the ideas how it should be improved diffie since the painted body
organization did not leave their organizational taaries. Retrospectively, with the

318 synergy ideas can and should be directed bottoftiphe implementation needs to be defined top-
down in order to ensure integrity of all synergiesotal.
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experience from the Maintenance Triangle projeoimfrthe UK, some of the work

packages of the painted body organization woulcehaweduced results which would
not fit into a bigger picture of a potential plavtnich Maintenance Project. In the best
case the results would have to be adapted to a&bmgture solution, whereas in the
worst case they would have been worthless for itpgeb picture solution.

One example which shows that effect is the preWoosentioned optimization of the
MANAGE SPARE PARTS process in the United KingdomheTpainted body
organization also regarded the optimization idddkespare parts management process
but with different results. Since they did not b the other main departments into
their perspective, the optimization ideas had rattiee extent of a continuous
improvement workshop. Whereas the ideas from the iblksome cases radically
changed the way the process was handled. In tikeplabody organization the demand
of the other main departments for specific parts wat regarded. Hence the idea of
saving money by bundling the demands of all maadenents located in Munich did
not arise on a bigger scale. Thus ideas of stammliagdspecific equipment between the
main departments to make use of economies of swdenot regarded, simply because
the equipment in the main department was standatdieven though it was not
standardized from the plant Munich perspective.

Given these examples and additional experience &bthree case studies the principle
of makrodesign followed by microdesign is an impattapproach to ensure the correct
definition of synergies right from the beginning.

iv. The next PO principle to be examined on itseetf on synergy utilization is
cascading Cascading supports the organization of procdsgeefining the next lower
level of a process. Following this principle, sutig@sses are created which again have a
process owner; the overall responsibility still eens with the overall process owner.
This principle has a neutral effect on the utiliaatof processes. Depending on how the
cascades of the processes are organized the efactlso be negative or positive.
However, if the characteristics of a real processcade are pursued, the negative effect
of process cascading is unlikely. Positive effasftgrocess cascades primarily occur
due to the enabling potential of cascades regardivey utilization of synergies.
However, well defined process cascades are an tangdiactor for supporting another
PO principle, the process modularization.

v. The principle of business processgmentationorganizes a standard process by
defining variations of the process due to differenistomer needs. With process
cascading the principle of segmentation has a aleeffect on using synergié¥’

%17 On the one side process segments can suppoththdifferent segments still make use of synergies
which exist between the different segments. Onatiher side segments can lead to separation and
accordingly individualized solutions.
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Negative tendencies can again occur if the prieciplnot followed according to the
rules®'® However, the principle of process segmentationthastendency to create a
more positive effect on the utilization of synesgytban process cascades do. The reason
is that process segments are primarily createatisfy the customer needs in a higher
degree than the standard process would do. Thisrlelfillment of the customer needs
often comes along with a stronger binding with ¢histomer; this is often an upstream
or superordinate process. That stronger bindingnagjfows the segmented process to
actively search for synergies with the upstreansugrerior processes; this is often not
possible with a standard process.

The effect where proper process segmentation wioal@ supported the utilization of
synergies with the upstream and superordinate psese was observed in the
Maintenance Triangle case study in the United Kamgd The central planning
departments in Munich generally plan which compsnikeliver which production
equipment to the specific plants. By doing so thksp influence the maintenance team
in the UK because they decide for which equipmexst to be maintained in the future.
Usually, the teams are organized according to thdyztion area where the equipment
will be needed and according to the plant theypdaianing for; the result of which is a
type of matrix organization. This kind of organipat has, without a doubt, advantages
when it comes to making use different kinds of sgies. It also partially shows the
principle of process segmentation because the praicess is internally organized in
different segments which are dealing with the gaphically specific needs of the
plants.

In one case the execution of the cascading pri@cias not followed in a way which
supported the utilization of synergies from theraienal UK perspective. The central
planning departments did not take the local neetts account and decided for the
standard equipment which is used almost worldwateltis application in one specific
area of production. The result was on the one adequipment synergy for the BMW
group but on the other side that the maintenandhisfequipment has since then been
difficult for this production area because the digppof the equipment has no local
branch in the Oxford area. This leads to unsatigfyieaction times if the equipment
breaks, plus no other production area has thispewgnt installed. From the UK
perspective the local needs were not sufficierastkenh into consideration which leads to
a situation where synergies with i) the other dipants and ii) local suppliers are not
able to be used.

318 Described in chapter 3.3.5 This could for instatesd to separation of process segments, which
negatively influences the utilization of synergies.
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Even though this case does not indicate if thellopimum for the UK production
would also be the overall optimal solution for BBIW AG, it indicates that process
segmentation can support the utilization of syrerdpy taking into account market, or
product specific considerations.

vi. A principle which is closely connected with pess cascading and segmentation is
modularization Process modularization describes the idea ofgdes] specific
processes as reusable modules for the same asawdlifferent market services.
Regarding the effects of modularization on theiagtion of synergies their impact is
very positive.

The reason for this very positive correlation adgess modularization on the utilization
of synergies is that modules can be reused foerdifit applications; hence a multitude
of customers can make use of the same servicadhsteperforming the same process
independently. This leads to learning curve andima effects and additional synergy
effects. Basically, it exactly applies to the malea of synergies to create a higher
overall value by combining resources.

For being able to make use of the positive synargdtects of process modularization
the design of the processes — how they are casaaittdegmented — is of central
importance. Evidence from the case studies has rshbat this principle is generally
present, but not fully understood by all procesdnaais within the process network to
tap the full potential of module processes.

Process modules which were generally well usechduhe case studies are to be found
in the HR environment. Whether it is in the humasource management processes or
the human resource servicEsthey all made use of some process modules. The
modules differed in their modes of action and #heel where they were applied. Some
modules were used all over the world, whereas sootules were location specific but
still used in the according local organization.

The following example gives an idea on how modwes used in the case study
environment: In a case where an employee wantlange his job position he refers to
the local superordinate process PROVIDE HUMAN REROQE SERVICES. For
being able to deliver the desired output the proeesuld access the standard module
PROVIDE EARNING SETTLEMENTS to get an overview hawuch money the
employee is earning, in which salary group the ewyg® is and so on. Afterwards, the
subordinate process would address the next stanmdadiile PROVIDE INTERNAL
EMPLOYMENT AD to see which positions are vacant b@ing able to provide the
employee with the customer specific informationu3tthe local process is able to make

319 Which deal amongst others with earning settlements
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use of two process modules which make the ovenaltgss more efficient. This
principle is shown below:

Demand: Please tell me which OQutput: Job xy is available for
vacant jobsare available. you with your specific
Where can | earn more money? background.

Provide HR services

How much He earns xy €.
does he earn?

Provide earning
settlements

Jobs 1,2, 3 are
available.

Which jobs are
available?

Provide internal

employment ad

Figure 25: Example utilization of process modules

Even though the evidence from the case studiestasn that the general principle of
process modularization is applied in productioniemments, its application could still
be enhanced to make use of more synergies. Howiinedjfficulties which hinder the

design of additional modular processes are:

» the needed transparency about the entire proaedsdape

» detailed knowledge about the requirements the gssseneed to fulfill

» knowledge about the effects on up and downstreawedlsas superordinate
processes

vi. The next process orientation principlehafrizontal integrationwhich describes the

integration of upstream or downstream processesinhgeneral a positive influence on
the utilization of synergies. However, if not hdalbally considered, horizontal

integration can lead to dissynergies. Positiveotdfeof horizontal integration on the
utilization occur if down or upstream processestaonvaluable resources, whether
tangible or intangible, for the process under atersition. Thus it supports the
definition and implementation of cross-functionghergies; the organizational structure
does not necessarily need to be changed for egablinergies which are based on
horizontal integration.

An example from the field describes the value ofizomtal integration on the
utilization of synergies: the partial integratiori the manufacturing staff into the
maintenance process. Prior to this integration mh@nufacturing staff was only
responsible for manual operations like placing gdrtto the machine. After the
integration the same workers are also responsienfinor maintenance relevant
processes and exchange their knowledge with thetemaince experts. This situation
results in additional synergies for both the praauncand the maintenance process.
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The findings of this subchapter have shown thatese orientation has a general
positive effect on the utilization of synergies.eBwthough not all PO principles support
the utilization in the same extent, the value afcpss orientation for the utilization of

synergies is evident. Particular emphasis shafplaeed on the very positive effects of
the end-to-end responsibility as well as modul@ierawhich both actively support the

utilization of synergies if they are probably defth After this subchapter has given a
general overview of the process orientation prilespn the utilization of synergies, the
following subchapter goes into detail by showing #ifects of process orientation on
the main influential factors on synergy utilization

4.3 The Effects of Process Orientation on the Key
Influential Factors of Synergy Utilization

The previous chapter has shown that PO has anlbpesitive effect to support the
utilization of synergies. This chapter specifies lsading questions how PO affects the
utilization of synergies by showing the effectgpodcess orientation on the explicit key
influential factors of utilizing synergies. Thesens defined as the essential factors for
a successful utilization of synergies.

This chapter follows a similar approach as the ijoressone by showing which effect the
PO principles have on the key influential successdrs of synergy utilization. This is
done by opposing the PO principles to the key enftial factors and deriving if the

effect is i) very positive (++), ii) positive (+)ij) neutral (O), iv) negative (-), v) very

negative (--). The results are supported by fingifrgm the field. An overall overview

of the effects of the principles of PO on the kefjuential factors is given at the end of
this chapter.

The rating is based on the essential principlgzratess orientaticf’ which were used
in the previous chapter as well as the key inflizractors which were introduced in
chapter 2.4. The key influential factors are:

Direct influential factors
i.  Organizational structure (formal and informal, argational belonging)
ii.  Range of cost center

lii.  Range of responsibility

320 5ee Chapter 3.3.5
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SYNERGY UTILIZATION

iv.  Management behavior incl. top management support

v.  Trust in synergy partner

vi. Interpersonal factors
vii.  Standards
viii.  Technological specifications

ix. Transparency

Indirect influential factors are:
a. Corporate culture
b. National culture
c. Size of enterprise

d. Economic situation

A summary of the PO principles on the key influehfactors of using synergies is

given in the following table:
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Table 15: Effects of process orientation on the ikflyential factors of using synergies
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The organizational structurevas defined as one of the main influential factamsthe
utilization of synergies; it acts as a framework $gnergy utilization by describing a
tendency how functional units interact with eachheot Depending on which
constellation is chosen, the resulting synergied te be i) rather functional in case of a
centralized functional organizational structurdiprather cross-functional in case of a
decentralized structure. Optimization opportunif@ssynergy utilization were derived
by implementing actions which oppose the generalddacy of the explicit
organizational structure.

Since PO does not consider the organizationaltsireicbut the way how the process is
performed, it has a natural tendency to act crosstional irrespective of the actual
organizational structure. Thus, negative tendenaidke structural organization on the
utilization of synergies are supported by showimgaalditional way to organize the
business processes which allows for the identiboadf additional synergies.

The supportive principles of PO on the organizatiostructure as key influential
element are i) the end-to-end responsibility oicpes ownership, ii) modularization and
iii) horizontal integration. Minor positive effectre to be expected from i) cascading
and ii) segmentation. A neutral effect is expedteth the i) principal agent relationship
and ii) makrodesign and microdesign.

A very positive influence of the end-to-end respbitiy is expected because it reduces
the negative effects of both centralization and edealization®*! in case of a
centralized organizational structure PO overcorhesctoss-functional boarders, while
in case of a decentralized organizational structitreovercomes the functional
boarders? When a process owner for the process ‘ensure lbyemauct quality’ is
defined, it does basically not matter if the orgational structure is divided in different
qguality departments, whether centralized or dee#mn&d; the process owner is
responsible that the organizational units work thge where needed to achieve the

process target§>

Process modules are standardized process unith \&go have a very positive effect
on the organizational structure as a synergy infiak factor. The beneficial effect of
modularization arises when different organizationalts are able to use the same
process modules. The supportive effect of moduddiom on the organizational

321 And thus it supports to enable the right balancévben decentralization and integration in
accordance to Lawrence, P.R., Lorsch, J.W. 19689289 ff.
%22 This is only applicable if the defined process aasoss-functional or divisional dimension.

323 |n this case the definition of the right processpe and targets is centrally important for actigwthe
desired effect.
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structure results from the ability to partially Bkefunctional as well as business unit
boarders by means of defined process modules. Aicagy, process modules can be
used independently from the organizational strectupporting the use of synergies. If,
for instance, the process ‘employee assessmertéfined as a process module all
organizational units are able to make use of thisdute regardless in which
organizational unit bordering processes take place.

Horizontal integration acts supportive on the orgational structure if the
organizational structure designed processual elisden sequenced process steps; for
instance, if information or resources of previoudadlowing processes are vital for a
positive process output. The supportive effect ofizontal integration does not
necessarily include changing the structural orgation but can also be made possible
by additional organizational supportive factdfssuch as transfer of knowledge in
centers of competence (COC’s). When informatiomftbe sales department about the
customer needs is integrated into the ‘design prbdarocess, horizontal integration
supports the utilization of synergies despite thganizational boarders between the
sales and development departments.

The supportive effect of the principles of cascgdiand segmentation on the
organizational structure as key influential fad®generally positive. Both can indicate
structural organizational constellations which suppthe utilization of synergies.
However, the positive effect is rather restricted the advisory function of these
principles for improving the utilization of syneegi in an organizational structure. It
basically does not overcome the drawbacks of astemt organizational structure itself
by identifying options along with organizationalaciges as the previously discussed PO
principles did.

The principal agent relationship and makrodesigd amcrodesign as PO principles
have a neutral effect on the organizational stmecas key influential factor for utilizing
synergies. Certainly, both can support the desigth® organizational structure: the
makrodesign and microdesign principle by showirlggeic sequence approach how to
design processes, and the principle agent reldtiprsy defining the roles between the
organizational units. However, in general both dat mffect the organizational
constellations in a way which would improve thdizdition of synergies.

The Range of cost centees a key influential factor only affect the uttion of
synergies if their configuration hinders the co@pien between organizational units.
Such constellations can occur when one of the gatipa partners profits from the

324 Compare chapter 2.4.2
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overall positive synergy effect, whereas the otpartner has additional expenses
resulting from the synergy effect.

Based on this, the effects of the PO principleshas key influential factor are limited
to an advisory function; they define how the castiters should be designed and are
thus generally rather neutral. The cost centerfd¢cdor instance, be designed based on
principal-agent relationships, cascades, segmentaodlules. The decision to design
cost centers based on the PO principles wouldeaat o an additional value.

Only the end-to-end responsibility can affect comstters in a positive way. It can i)
generate an additional cost center layer and iBra@vme potential contradictions
between standard cost centers by assigning a prosaser who will per se decide for
the overall most cost-efficient solutidf. The first positive effect is rather an advisory
function which could create a superordinated “pssceost center” regulating the
configuration of the subordinate departmental amstters. The latter would have a
broader view on the processes compared to thd stiganizational unit cost centers.
However, the main problem of cost centers wouldl sé@main, even with this

configuration: the negative influence when a sygpefect favors two cost centers in a
different way. In this case, one process cost cetweld benefit from the synergy
effect, whereas the other would have additionakasps associated with the synergy.

The second positive effect is based on the endtioresponsibility the process owner’s
success is measured by. It supports to solve patterntradictions on the traditional
cost center level by assigning the decision regpoitg to the process owner. This
supports to solve contradictions which are causgdymergy effects on a different
level, the process level, which could not have bsaied on the standard cost center
configuration. However, the end-to-end respongibilcannot reflect all potential
synergies which might be negatively affected byt cesiters. If a department A buys a
machine which could be used by another departmetiteBdecision if this synergy will
be used is not influenced by the end-to-end respitihs as long as the departments
have no process interfaces.

The range of responsibilityas a key influential factor includes i) the fuoctl
dimension, ii) the personnel dimension and iii) tinee dimension which are also linked
to a great extent to the organizational structlitee main problem of this influential
factor is that persons tend to use synergies im tven area of responsibility and do
often not contemplate synergies with other partners

Due to the strong link of the range of respondipilo the organizational structure the
effects of PO on this factor are comparable with #ifects on the organizational

325 |n this case new contradictions can occur betvaierent process owners.
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structure. However, since the range of responsibii not only determined by the
organizational structure additional effects occur.

The strongest supportive effect of PO on the rarfgesponsibility is given by the end-
to-end responsibility. This includes the effects #nd-to-end responsibility has on the
organizational structure, which were explained befbut also which effects it can have
on other factors which determine the range of residity. More specifically, the end-
to-end responsibility can make the process owrsgramsible for a longer time span and
for parts of other functional dimensions even thotg process takes place in another
structural organizational unit® This extinction of the range of responsibilitynisde
possible by process KPI which include the “voiceéhe#f customer” and the “voice of the
business®?’ These KPI are able to change the behavior of tweager in a way which
favors the utilization of synergies.

If, for instance, the process owner of the procpks production equipment’ is also
made responsible for the life time costs of the@gent, such as maintenance, service,
and refurbishment by means of a process KPI, mstional and time dimensions of the
range of responsibility are changed. He will try reduce the invest costs in his
organizational unit as well as the life time cdstshe other organizational units which
operate with his planned equipment in the future.

Cascading and segmentation have positive effecttherrange of responsibility by
giving advice how the range of responsibility cobklconfigured. With their link to all
other existent process layers they ensure the stensy of target measurement
approaches, and therewith the range of respongjbihich are present in the process
organization.

Horizontal integration also supports the range edponsibility as a key influential
factor on synergy utilization. Its contribution te give advice which horizontal
processes should be combined with each other. ddngce can result in structural
organizational changes or the implementation ot@ss KPI which extent the range of
responsibility as explained above.

The next key influential factor for the utilizatiai synergies which is affected by some
of the key principles of process orientation sendardization Standards include

product, process and equipment standards. Thestesmde is sometimes a requirement
to allow the synergy partners to use specific gyiest Standards are positively

326 \Which would not be per se responsible for thestitiatial dimensions.

327 Compare chapter 3.3.5
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influenced by the PO principle of the end-to-endpamnsibility and exceedingly
positively by the principle of modularization.

The end-to-end responsibility influences standgmastively where the process owner
is directly affected by their need; thus, standamgsimplemented wherever the process
owner sees their value. Standards which do not haveffect on the process might be
neglected. The second fact implies that not alessary standards are implemented; the
first fact implies that a coordination for specifitandards is needed which affect the
output of different process owners.

The effect of modularizationas a PO principle on standardization is even more
important. In fact, process modules are standaddiz@gments of processes or entire
processes which allow for the reutilization of timdule for different needs. With
process standardization, which is needed for psocesdules, one associates the
standardization of the module interfaces to othercgsses which make use of the
specific process module, the standardization ofdyects or services to enable
economies of scale within the process module, ab ag the standardization of
equipment which is needed for the process as wslthe standardization of the
equipment of the interface processes if needed.

Technological specificationas a synergy utilization factor are generally posly
affected by the PO principles. Technological speaiions describe the variations
between organizational units which are rooted ohmelogically based specification.
They influence the utilization of synergies negeltyv) when the specifications are used
as excuses not to implement cross-technologicatrgyes as well as ii) by defining
dissynergies between cross-technological orgaoizati units which do not take
technological specifications into consideration.

Both effects, the implementation of cross-techniglalg synergies as well as the
prevention of cross-technological dissynergies sapported by the existence of end-to-
end responsibilities. In the first case the existenf a cross-technological process
owner, for example a ‘maintain production equiprhgnbcess owner who is in charge
of optimizing the overall process, which can takace in different technological
organizational units, enables the company to figpdesgies in addition to existent
technological specifications. On the other side, ¢bhncurrent existence of a ‘optimize
technology x’ process owner ensures that the tdoggaspecific needs are taken into
consideration by defining the right approach wihkbk tmaintain production equipment’
process owner.

328 Such as a standard for knowledge exchange whinkeded in different processes which might have
no direct link with each other.
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Even though the positive effect of a process ovamethe utilization of synergies in case
of technological specifications is existent, itpgaort is not to be rated as very positive,
but only positive. The main problem of technologispecifications still remains: the

need to find a consensus between the functionalcemsbs-functional needs. However,
in any case the cross-functional perspective isbleda a result which does not
automatically emerge in traditionally organized gamies.

The next positive effect on technological spectfmas is given by the PO principle of
modularization. Modularization allows for the wtdition of the same standardized
modules and is independent from organizational el ag technological specifications,
thus also allowing for cross-technological synesgidn practice two different
organizational units which are based on differenhhological specifications could still
use common process modules or submodules, thugimdidor making use of different
synergies.

Besides the positive effects of PO on the techncédgspecifications as influential
factor on using synergies drawbacks which mighaterelissynergies, especially in this
case, need to be taken into consideration. Hordntegration needs, in this case,
specific considerations since on the one handnt a@aate synergies between cross-
technological units regarding specific charact@sssuch as throughput time, but on the
other hand it can create dissynergies because rthaopsly independent horizontal
processes underlie technological differences.

Regardingransparencyas an identified influential factor on the utilian of synergies,
which includes the knowledge about what is donéhgyother organizational units in
what extent and by whom, the principles of proaagsntation have a general positive
influence. The main reason is that i) process tatem itself requires a deep
knowledge about the same information which areigdbrtrequired for the utilization
and definition of synergies; processes cannot Wi@eateif this information is missing
and ii) that process orientation provides a widgngparency about all processes
including details such as process owner or pro&eds

The central supportive effect of PO on the trarnmpey needed for using synergies is
based on the role of the process owner who playsadive role in the process
landscape. He has to know the upstream and dowansfpeocesses, he has to inform all
process participants how they fit into the end+td-processes and which role they play,
thus creating transparency.

The other PO principles do not directly create spmmency; they enable the
organization to create a proper process landscapehwresults in a process
transparency. In detail, the principal agent relaghip defines exactly who delivers
what to whom. This information is not always knowntraditionally organized firms

and allows the parties involved, whether customesupplier, to derive additional
synergies based on this interrelation. Makrodesigd microdesign describe different
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levels of processes and enable a consistent tnaamspaamong all levels. Cascades
show vertical process interdependencies, while seggn show parallel existent

processes which were designed for satisfying speciieeds. Modules show which
process elements can be reused in the processcégedsHorizontal integration

combines processes with a time-based relationship.

The effect of PO on i) the management behaviowughiolg top management support, ii)
the trust in the synergy partner, iii) interperddaators, iv) the corporate culture, v) the
national culture, vi) the size of the company amjl the economic situation as key
influential factors on the utilization of synergissneutral. During the case studies no
specific effects of process orientation on thesetofs were observed, and even
literature revue did not prove the opposite. Howgwainor effects of PO on the
influential factors mentioned above are still pbksiFor instance, if PO is implemented
in the entire cooperation this can lead to a maeperative corporate culture, thus
supporting the utilization of synergies.

This subchapter provided an overview of the effe€t8O on the key influential factors

on using synergies which has proven a generallitipesnfluence. Even though most

effects were detected as being neutral, the emhtloresponsibility, which is associated
with process orientation, has once more provervatse in the synergy context; this
time positively influencing the key influential fimes. Additionally, the general positive

influence of PO on the transparency, which wasatieteas one of the key influential

factors, is of importance. Thus, process orientedsf tend to indirectly influence the

utilization of synergies in a positive way becau3® per se provides a better
transparency which in turn favors the utilizatidnsgnergies. After this subchapter has
provided the next positive effect of PO on synesgie following chapter discusses
major shared commonalities between PO and synergies

4.4 Shared Commonalities between Process
Orientation and Synergies

After the effects of Process Orientation on syresgivere presented in subchapter
4.2and the specific influence of PO on the keyuiafitial factors on synergy utilization
was discussed in subchapter 4.3, this subchapteedeeneral commonalities between
process orientation and synergy management. Thasenonalities are derived from
the comparison of the theoretical content aboutgss orientatioti® and synergi€s’

329 Chapter 3
330 Chapter 2
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as well as evidence from the case studies whereetfgarcher dealt with both concepts
in practice.

The general commonalities between PO and synergyagesment are:

= Holistic character

» Revolutionary approach

= Top down procedure

»= Design procedure and do’s and don’ts
» Change management needs

= Supportive KPI and target system

Both, process orientation (PO) as well as synerggagement (SM) represenhalistic
approachwhich requires a high transparency of the objédnweestigation. Whether
processes are defined from end-to-end or synem@iessearched between different
organizational units, the known organizational bleas need to be kept and a changing
perspective needs to be taken into consideratibinking out of the organizational
structure box is crucial for both; in the first ea# is important to be able to understand
where the process starts and where it ends, whtleei second case one must consider if
the combination of resources can produce a higlaueyv This holistic approach
involves a multitude of persons to generate thele@dransparency about the process
and understand where true synergies are hiddegemeral, PO as well as SM, are
dependent on the same requirements which are aegovatb with this holistic
perspective. Thus, both concepts are able to supgmwh other: the transparency
generated by PO can be used for SM and vice versa.

Both PO and SM usually involve volutionary approachrather than continuous

improvement. The reason for this is the previousBntioned holistic character which

does not allow for changing small pieces in sirmiganizational units. It is because a
change in one organizational unit usually also gkeanthe mode of operation in the
other organizational unit. For this reason both, #0well as SM, ideally require a
revolutionary change which involves all organizatibunits to decide for the ideal i)

process design or ii) synergy constellation. Celyaisome processes, especially
subprocesses, can be improved in smaller continuopsvement projects and some
synergies can be implemented in the same way,heufull benefits only emerge if a

revolutionary approach is chosen. Only this procedillows for a consistent process
and synergy constellation. Especially the impleragon of synergies comes along with
destroying other existent synergies or even crgafissynergies when the effects on
other organizational units are neglected and effact only regarded in smaller isolated
organizational units. Only when a process orgaimabr synergy management is
implemented, continuous improvement of both isadlé.

The next key success parameter PO and SM haverimoa is the need fortap down
procedure This requirement comes along with the holisticd arevolutionary
characteristics of both approaches. A top down @gugr is needed for both to enable a
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consistency in the network between different pgrdiots potentially from different
organizational units which would not be possibleewhfollowing a bottom up
procedure. If processes are defined on a low ozg#ohal level, their consistency
between each other and the higher process levetothe guaranteed. If synergies are
defined on low organizational levels, one cannoargaotee that more beneficial
synergies exist on higher levels or that dissymsrgvith other organizational units are
avoided. This is why processes and synergies agairprincipally be identified bottom
up, still the full benefits only occur if a top dawprocedure for the implementation is
followed.

Besides the top down procedure PO and SM can relythe same basidesign
proceduresThe reason is that the definition of processeselkas synergies requires i)

a broad variety of participants, ii) out of the angzational box thinking including a new
perspective and iii) transparency about what isigpeione where and by whom in the
organization. For this reason procedures for pdesign such as the ones suggested
by Hammet®! can also be adapted to the identification anchitiefh of synergies.

Due to the revolutionary character of PO and SMhbrquire a propechange
managemenbn which they are highly dependent to enable tlereld results. Since
both PO and SM ideally involve a multitude of memsbéollowing a top down
approach, the change management approach can sentlesfor boti3*?

The final commonality between PO and SM is thay tben make use of the sakel
and target systeror at least create separate ones which support @hehn. This is
because i) the end-to-end process KPI already wegothe synergy idea to a great
extent, ii) both KPI and target systems need tanghahe actual perspective on how
success is measured in the organization and &)KRI and target system of PO and
SM can be based on the same consideraffowben it is designed.

End-to-end KPI already involves the synergy idea tgreat extent because synergies
often result from the cooperation of different argational units performing the same
processes. In PO organizations this synergy effecewarded in the KPI and target
system independent from the structural organizatianits involved. This is in contrast
to structurally organized KPI and target system&mhsynergy effects would not be
immediately rewarded for both sides. Problems aaly occur if synergies are used
between different processes which are not logicalynected with each oth&f.

31 Compare chapter 3.3.4
332 Compare chapter 2.6
333 Compare chapter 3.3.4.1

%34 This is why synergies need to be managed in amiditi processes.
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The general perspective how success is measugwdess oriented organizations and
how synergy effects can be reflected in the tasgstem usually requires an additional
perspective to the functionally-based target systesh organizations. This cross-
functional perspective supports both the synergwel as the process target system.
However, sometimes the functional and process petises are still not sufficient to
represent all potential synergies and the accor#liRg If this tertiary perspective is
need, it still can be based on the same considesatis the PO target system.

Based on i) the positive effects the essentialgglas of process orientation have on
the utilization of synergies, ii) the positive temdy of the essential principles of
process orientation on the synergy key influentiattors as well as iii) the
commonalities between process orientation and gyneranagement presented in this
chapter an overall positive fit between processrdation and synergy management has
become evident.

Based on these findings, the synergy managemenelnwiich is designed in the
subsequent chapter will take advantage of procdsstation where it is suitable to
support the synergy concept.



164 |5 PROCESSORIENTED SYNERGY MANAGEMENT IN PRODUCTION ENVIRONMENTS

5 Process Oriented Synergy
Management in Production
Environments

5.1 Introduction and General Consideration

As Michael Porter already stated in the 1980’s fdikire of synergy stemmed from the
inability of companies to understand and implemgmntot because of some basic flaw
in the concept®® Biberachet*® and Rodermarifi’ also point out that the realization of
synergies is the most challenging part and regairelear understanding of the synergy
concept as well as the implementation of a synerggagement for successfully using
synergies. As the previous chapters provided tteshia understand the concept of
synergy, the important concept of process oriemtats well as links between both this
chapter derives a concept how to manage synerg@®duction environments.

The findings of this chapter are based on the ptesvchapters, literature research on
synergy management as well as evidence from theestadies. Subchapter 5.2 presents
the Process Oriented Synergy Model, the followingchapters describe the single

elements of this model: the synergy identificatiorchapter 5.3, the synergy analysis
and validation in chapter 5.4, the synergy impletagon in chapter 5.5, the synergy

controlling in chapter 5.6.

335 porter M. 2004 page 318
33 Biberacher J. 2003 page 95
%37 Rodermann M. 1999 page 173
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5.2 The Process Oriented Synergy Model

The Process Oriented Synergy Model (PrOSyM) dessribe main components which
are needed to enable a process oriented synergggeaent. The circle accounts for
supporting all key influential factof¥ in a way that synergies can be utilized
successfully. The manage component is responsibkhik fit.
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Figure 26: Process Oriented Synergy Model

The centre of the model is tmeanagecomponent which decides which of the other
four components i) identify, ii) analyze and vatelaiii) implement and iv) control
should be used in what order. The general ordetsstaith the identification step.
However, it is in the responsibility of the synerganager to decide for a suitable
order. The manage component is influenced by thereal surroundings as well as
internal decisions of the organization and needsergsure a fit of the synergy
configuration to general strategic decisions. Tthiessis does not evaluate whether the
manage component is performed by a specific synengynagement department,
handled as an additional task of existent line rgarm or regarded as a duty of a
process owner.

The identify component is usually the first step of the synempnagement circle in
which existent and potential synergies are idesdifiThe potential synergies explicitly
are ideas about a future stage which need to bgzaakbefore they are implemented.

338 See chapter 2.4
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The analyze and validateomponent should follow the identification stelpug being
step two. It supports the synergy management bigatidg if the aimed positive effect
of the synergy is effectively present in the broadeganizational context or if the
identified synergy potential results in dissynesgif a mismatch is detected after the
validation, the potential synergies are denied arel adapted in the identification
component if required.

After the synergies are identified and validatethecsuitable, themplementomponent
converts the synergy potentials into practice thiaed step. In this phase all influential
factors need to be taken into consideration, phes gotential adoptions on the key
influential factors which might need to be madestsure that the synergy effect is put
into action. Depending on the extent of the changeted by the synergy, a proper
change manageméfitneeds to be installed at latest in this phase.

The control component as step four ensures by means of KPéfteetiveness of the
anticipated synergy benefits. At the same timealidates the maturity of the synergy
management level within the organization.

The outer frame of the model indicates that synengpagement following this model
is based on process orientation.

5.3 Component One: Synergy ldentification

5.3.1 General Considerations

As the design of processes plays a central roleusiness process management, the
identification, or definition, of synergies play$et central role in the synergy
management model. It supports to understand whinbrgies are already used in the
organization and which synergy potentials are pries@hus the identification
component of the PrOSyM delivers the needed traesps which was detected to be
one of the key influential factors to utilize syges and enables the management of
synergies.

For the identification of synergy potentials, amgd@dingly new synergy configuration
in the corporation, an alignment on the procedunesd for designing business
processes is recommend&dBoth, the design of processes as well as theifaertion

of synergy potentials, require thinking out of thex; thus the procedures used for

339 Compare chapter 2.6

340 Compare chapter 3.3.4 and chapter 4.4
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designing processes can be adapted to the idatibiicof synergies. However, besides
basic procedures the identification of synergieditamhally requires a systematics how
synergies are characterized which is developelisnsubchapter.

Chapter 2 in general and subchapter 2.3 in pasticotesented different approaches
how synergies are characterized in the economicanment. The findings were based
on literature research supplemented by experiefroes the case study and action
research. The characterization approaches redutiedregarding the object of research
from different perspectives, based on a top viewerpretation of synergetic
interrelation such as in mergers and acquisitiongkvwere primarily regarded in inter-
cooperative contexts. This is too vague for theppse of this dissertation to identify
and characterize synergies in production envirorisien

As there are different perspectives how synergies categorized and additionally
different ways how the sources of synergy effeats defined, the basis for the
identification of synergies also follows differeapproaches. For the identification of
synergies Ansoff suggests the synergy matfixvhile Michael Porter's approach is the
value chaift* with which his defined interrelations can be dedc In this context
Michael Porters value chain approach is to be esipbd as a valuable source of
discussing synergetic interrelations because itisticdlly describes the entire
organization on a high level.

According to Biberachéf® further analytical concepts for identifying synesyare the
concept of strategic fields by Sautt&t,portfolio models*®® spinnweb concept®
strengths-weaknesses profif€sand profile comparisorié® In general, all concepts
follow the same main idea. At first they determiae organizational area where
synergies should be identified, which is followeg dn analysis based on the earlier
chosen synergy concept which is usually based ecifsgd synergy effects.

In spite of their value for the overall understangdof synergies in the economic context
the approaches described in chapter 2 are onlyafharapplicable for i) synergy

%41 Ansoff I.H. 1965 page 88 ff. and chapter 2.3.1

%42 porter M. 2004 page 327 and chapter 2.3.2

343 Biberacher J. 2003 page 101

344 sautter M. 1989 page 232 ff.

5 ReiRner S. 1992 page 130 and Clarke C. 1987 padfe 1
34 Clarke C. 1987 page 16 ff

%7 Rockholtz C. 1999 page 156 ff.

8 ReiRner S. 1992 page 130 and Sautter M. 1989 2i52je
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identification and characterization as the firgtpstand ii) synergy management in
production environments as the restitFor the specific case of synergy management
in production environments a more detailed perspeés needed which concurrently
allows for the involvement of a broad personnelebdherefore the insights given in
chapter 2, specifically about synergy categorirgtaescribe a valuable basis for further
specialization for the application in productiordameed to be adapted and detailed in
the following.

The objective of this chapter is to develop an appin which fills this gap and allows

companies to systematically identify and charazgesynergies and synergy potentials
from the production perspectiv®’. Based on the previously described characterisfics

synergies and the needed suitability for the prodncenvironment the requirements
toward the systematic synergy identification andrabterization approach are:

1. Industrial independency
2. Cross-functionality
3. Hierarchical integrity

1. Industrial independencgccounts for the need of the synergy identificatio be
systematically applicable in different productioaskd environments independent from
branch specific characterizatiofts. Since synergies can also be present between
production sites of companies belonging to differandustrial branches this
prerequisite also allows for the identificationimtier-organizational synergies.

2. Cross-functionalityis primarily of importance to account for the nedddentifying
synergies which are existent between differentzomtial organizational or functional
units within the organization. This prerequisite iimpeded by the variety of
organizational or functional units including diféat processes. Even though
organizational charts try to structure an orgamrainto more or less reasonable units,
they do not, and are not designed for, accounpfdimal synergy allocation. For this
reason a relative independence of the organizdtahaat which reduces organizational
silo thinking must be enabled by the synergy idaatiion framework.

3. Hierarchical integrity accounts for the second, vertical orientation bk t
organizational chart which needs to be reduceefiiective synergy identification. This

%49 Synergy characterization is thereby the identifice and descriptive process, whereas synergy
management additionally includes a synergy evalnatind realization phase. Compare also J.
Biberacher 2003 page 97

30 Which is only one high level element of Michaelrfees value chain. Porter M. 2010 page 421 and
chapter 2.3.2

%1 Even though the case study insights result froenatiitomotive industry, the end results of thisithes
account for general applicability.
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requirement is of importance because synergetieceffare also possible in the
combination of resources of different organizatloleaels and should therefore be
detectable within the approach to be developed.

The requirements mentioned above are primarily vadri from organizational
characteristics which result in inadequate exposutle synergy-related issues by the
organizational chart. For reducing the impact ofliénal negative effects such as
those resulting from the key influential factdfsand for accounting for the needs
resulting from the challenges of synergy managerardtchange management already
in the identification phade® the following requirements need to be considered:

Simplicity

Guidance character

Consideration of existent and potential synergies
Consideration of positive and negative synergies
Relative personal independence

Derive ability of fields of action

ok wWNE

1. Simplicity is a key requirement for the synergy identificat@and characterization
phase. Only a simple approach allows for the inewlent of a large number of
participants from different hierarchical levels whte needed to holistically identify
synergies in the organization. Synergies do noy enist on high hierarchical levels,
and synergy potentials detected by top managemem@ necessarily true synergies
on the working level at the end. Without simplicitye synergy identification process
already risks a strictly limited perspective on exgiies with a limited detection of all
synergy potentials. The involvement of a broad $adi employees in the synergy
identification phase additionally supports the rion of resistances against the
planned synergies and allows for combining the synedentification phase with
change management activitf&s.

2. A guidance characteof the synergy identification and characterizatfgocess is
needed to ensure a systematic search for synengtesad of a chaotic brain storming of
different functional and organizational levels fiolentifying which synergies exist.
However, the guidance should not dedicate or méati@uhe result on which synergies
are detected but allow the persons involved an g@eeration of synergy ideas. The
results of different persons should still be comapé with each other and overall
results in a holistic synergy map.

%2 Compare chapter 2.4
353 Compare chapter 2.6

%4 Compare chapter 2.6 and chapter 3.3.4 on theasholslont’s on process design
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3. Theconsideration of existent and potential synergies requirement for the synergy
identification approach is of importance i) for geating a holistic synergy map which
is able to portray all synergy constellations, foy deriving new synergy potentials
based on existent ones, iii) for indicating potaintnisfits between different synergies
and iv) for establishing a certain sensitivity abdbe synergy concept in the
organization.

4. Implying the concept gdositive and negative synergigsthe identification phase is
of importance for enabling an effective synergy agament where positive synergies
are enhanced and negative synergies are reduced.

5. Achieving arelative personal independenae the synergy identification model is
useful because synergies are partially differepégceived by different persons as well
as organizational units. Especially the fact thaiesgies can have a beneficiary effect
on one synergy partner and simultaneously a negatie on the other could tend to a
one sided view on synergies. Relative personalpeddence can be achieved through
developing a transparency which allows for compiéitatibetween the processes which
enables certain cross-reference ability.

6. Finally the synergy identification approach ddobe able to derive action plans
from the identified synergies.

Both, the observations made at the beginning & thiapter which say that existent
synergy identification approaches are not suitabléolistically identify synergies in
production environments on a broad basis, andeeirements which were defined for
a suitable synergy identification model for the laggtion in production environments
determine that a new suitable approach needs tlefigned. The following subchapter
derives the initial point for the identification synergies.

5.3.2 Processes as Initial Point for Synergy Identification

After the requirements for the synergy identifioatiprocedure were defined in the

previous subchapter, this subchapter discussegsotieatial to make use of processes as
initial point for the identification of synergieghis question is derived from the general

positive tendencies PO has on the concept of siggewhich was established in chapter
3. The hypothesis is:

Because PO supports the utilization of synergiepitld also act as a valuable initial
point for synergy identification and definition.

The main idea is to define processes and thenifgerdrresponding synergies for the
specific process. In this context it is elaborafed processes in general and process
orientation in particular as basis for synergy tderation comply with the requirements
defined in the previous subchapter towards a synieientification approach, ii) which
effect the process orientation principles havehanidentification phase when processes
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are the basis for synergy identification and iiiyigh further theoretical interrelations
exist to establish a consistent link from processesynergy identification.

For elaborating the first question — do processespty with the requirements defined
in the previous chapter if they are defined as D&si synergy identification — the
fulfillment of those requirements is examined aated as i) very positive (++), ii)
positive (+), iii) neutral (O), iv) negative (-)) very negative (--). The requirements are:

» Industrial independency

= Cross-functionality

= Hierarchical integrity

= Simplicity

» Guidance character

= Consideration of existent and potential synergies
= Consideration of positive and negative synergies
» Relative personal independence

= Derive ability of fields of action

The requirement of amndustrial independencys absolutely fulfiled by defining
processes as starting point for synergy identificatProcesses are present in every
organization irrespective of the economic sectar @m not account for branch specific
characterizations.

Cross-functionalityis also entirely fulfilled when deciding for prases as basis for
synergy identification because it is an integrat pé the PO concept and the nature of
processed>> Even though the first attempts to define a proces®f one organizational
unit might not automatically define the processoasr functional units, process
orientation perfectly allows for a cross-functiopakspective.

Processes support the requirement of structuradn@zgtionalhierarchical integrity
because processes act not only cross-functiondl,almo cross-hierarchical. Even
though processes are again designed in a hieralgiriocess structure, with processes
and subprocesses illustrated on different processacles, one specific process level
can involve parties from different hierarchicaléés/of the organizational chart.

Deciding for processes as starting point for thentdication of synergies absolutely
fulfills the requirement osimplicity. Regardless of the hierarchical level or educalion
background of the person who applies this pringipkor she knows which processes
take place in the according organizational unitug;mo additional training is needed

%55 Compare chapter 3.3.5
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for enabling the employee to define which procestdse place in his or her
organizational unit.

Processes actually do not directly contaiguading characterto identify synergies.
However, if the principles of PO are known, indirgaidance is given where synergies
might be expected.

Processes as initial point do not fulfill the reganent of considering neithereaxistent
and potential synergiesor ii) positive and negative synergies.

Regarding the requirement to enable parsonal independencén the synergy

identification process the approach to choose ps®Es as initial point indirectly
supports this requirement. Due to its simplicitystlapproach allows to involve a
multitude of persons into the synergy identificatiapproach; thus, it is partially
ensured that the synergies identified do not oelycdbe the opinion of one expert but
different persons.

Processes and process orientation indirectly aldova derivability of action plans from
the synergy identification process. If a processfas instance, carried out in other
organizational units, it might indicate that synergotentials between these
organizational units might be present. Additionaljlyocesses with a high number of
unneeded interfaces might indicate that the intemraof up or downstream processes
might lead to synergies.

The results of the fulfillment of the requirementsvards a synergy identification
approach of processes as initial point for synedgptification are summed up in the
table below.

Requirement for synergy identification Fulfillment of requirement
Industrial independency ++

Cross-functionality ++

Hierarchical integrity 0

Simplicity ++

Guidance character +

Consideration of existent and potential synergies 0

Consideration of positive and negative synergies 0

Relative personal independence +

Derivability of fields of action +

Table 16: Fulfillment of requirements for synerggitification procedure based on processes

The second main question — which effect do the R@iples have on the identification
phase when processes are the basis for synergyifichtion — partially refers to

chapter 4. This chapter identified i) how the piptes of PO affect the utilization of
synergies, ii) how they affect the synergy keyusfitial factors and iii) which general
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commonalities exist between the two concepts ofaR® SM. Hence, in this chapter it
was observed that PO generally has a positive stippaharacter for the concept of
synergies and the utilization of those. Howevels thinding has a wide-ranging
character and does not specifically consider if phieciples of process orientation
effect the identification phase when processesrardasis for synergy identification.

This is why the effects of PO on the identificatiphase of synergies based on
processes need to be considered in particulartii®reason the effects are rated as i)
very positive (++), ii) positive (+), iii) neutrgD), iv) negative (-), v) very negative (--),
which is done by opposing the essential princiglegrocess orientation with their
effect on the synergy identification phase.

By taking a process as initial point for synergyentfication the principal-agent
relationship does have a neutral effect on the synergy ideatibn process. This is
because this principle only regulates the interfaetveen different processes which
basically does not influence the identificatiorsghergies.

The principle of theend-to-end responsibilitthas a very positive effect on the
identification of synergies when processes arebtss for synergy identification. The
reason is that this principle is able to indicagaesgies between processes which are
separated due to structural organizational intedadften synergies are not used
between similar processes only because structogahzational boarders separate the
natural process into pieces including wrongly desijranges of responsibility? The
principle of the end-to-end responsibility suppadasjuestion if the regarded process is
effectively designed end-to-end and in the secomg $f organizational boarders
separate the process in a way that the utilizabioeynergies is hindered. In case of
structural organizational misfits in accordancehe end-to-end responsibility synergy
potentials can be derived.

If synergies would be, for instance, searched & ghint shop quality department to
improve the paint quality of the vehicles deliveredthe customer, the end-to-end
principle would, in this case, broaden the perspedby including at least the press
shop, body in white and assembly into the consiaerasimply because they all
together affect the quality of the paint delivetedthe customer. A potential result
might be that quality inspection and rework wougdrbduced in the body in white and
paint shop department because the root cause fmarfect paint finish would lie in the
assembly department.

8 Which in turn are key influential factors for sygg identification.



174 |5 PROCESSORIENTED SYNERGY MANAGEMENT IN PRODUCTION ENVIRONMENTS

If processes are taken as basis for the synergttifidation the makrodesign and
microdesign PQprinciple is able to support the identification gess by indicating the
proper procedure: from the general to the detaiten top to bottom. In practice this
principle also supports to question if additionaparordinate or subordinate synergies
exist.

If, for instance, purchasing synergies are searctedthe working level of the
maintenance department, the principle would indi¢atsearch for the synergies at first
on the higher organizational levels and afterwamishe lower levels. This might result
in the purchase orders for robots being bundledsacall plants, instead of only one
plant.

Cascadinghas no effect on the identification of synergiesddl on processes. The
reason is that process cascades only indicate hewveértical connection between
processes should be designed, which does not tedigaay potentials to derive
synergies.

Modularizationhas a positive effect on the synergy identifiaatidase if processes are
used as basis because it is able to indicate sgsewdhich might be present between
process modules. Thus, it supports to questioneifet are similar processes as the one
under investigation, which might serve differensttumers but still allow for synergies.

If, for instance, a paint shop equipment planniegattment is searching for synergies,
the principle of modularization would suggest skerg for synergies within planning
departments of the press shop, the body in whiteedlsas the assembly. A potential
result might be that the same planning software levdoe installed across the
departments.

Horizontal integrationis supportive for the synergy identification preséecause it can

indicate synergies which are present between haiaily separated processes which
are depending on the same resources. Thus, it dagpajuestion if up or downstream
processes make use of resources which can cresey®s.

If, for instance, the body in white equipment pliawgndepartment is searching for
synergies, the principle of horizontal integratisould suggest deriving synergies with
up or downstream processes. A downstream procederisnstance, the equipment
maintenance process, which has to maintain theiqusly planned equipment in the
equipment use phase. A potential outcome mighthla¢ the knowledge about the
maintenance costs would be used by the planningrtlepnt to plan a more cost
efficient equipment regarding the investment ad a&losts of use.

A summary of the effects of the PO principles omittentification phase is given in the
table below.
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Process Orientation Principle Effect on the identification phase pf
synergies

Principal-agent relationship 0

End-to-end responsibility or process+

ownership

Makrodesign and microdesign +

Cascading 0

Segmentation +

Modularization +

Horizontal integration +

Table 17: Effects of the process orientation pptes on the identification phase of synergies

Even though the PO principles have a generallytipesinfluence on the identification

and definition of synergies, their effect is nofffisient for enabling a systematic
synergy identification approach. However, the hizpsts of this subchapter is proven:
processes and process orientation are a valuable fma the synergy identification

procedure. This is why processes are defined asalinpoint for the synergy

identification approach. As Michael Porter made aée¢he value chains of different
organizations to identify synergetic interrelatidnsthe approach elaborated in this
thesis for production environments is based ongs®es as initial points for synergy
characterization. Processes initialize the synetggtification and definition procedure,
but do not characterize or categorize synergiensiebres.

A categorization of process-based synergies is atbéd give the person who is in
charge of finding synergies advice where synergresto be found. Without a synergy
categorization the procedure of searching for gyieerdoes not meet the requirement
of a guiding character, thus making the systemadientification of synergies
impossible. For this reason the categorizationyokggies based on processes needs to
be defined for enabling a systematic procedure hvhitfils the requirements towards a
synergy identification process in subchapter 5.3le synergy categorization now
requires the strict sticking by processes, siney tre the basis for the identification
process. Hence, the process as such also has tthebdasis for the synergy
categorization. However, process orientation dagsintdicate any valuable source for
how process-based synergies can be categorizedthi®rreason a new synergy
categorization method needs to be developed whiblased on processes.

%7 porter M. 2010 pages 409ff.
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5.3.3 The Two Perspectives on Synergies in Production Environments

After processes were defined as basis for the gyneéentification systematics in the
previous subchapter, this subchapter defines wpricbess-based synergies have a non-
systematic character and thus need to be excludedthe scope of this thesis.

A valuable source to determine non-systematic cbanatics of synergies based on
processes is enabled by the resource-based view)®B which defines what is

needed in the “process black box” to generate custvalue®®

1. Capabilities
2. Resources

Capabilities are non-transferrable and firm-specific, impliciisources such as skills
and knowledge about how to carry out a particutivity. *°° Resource®* are “the
assets that a firm employs in its efforts to geteeemonomic valué®? they are further
subdivided into:

1.1.Intangible
1.2.Tangible
1.3.Human

Intangible resourcesnclude knowledge, relationships with customerdrade secrets.
Tangible resourcesnclude, amongst others, equipment, plants or maaterial, while
human resourcesnclude individual skills, knowledge and abilitied the specific
employee.

Regarding capabilities and intangible resourcemftbe synergy perspective based on
processes the result is mainly the exchange of lednye as synergy source, which can
be used systematically. Tangible resources can ladsdransferred into a synergy

8 Barney J. 1991 page 639 ff. compare also Shafe®. pages 258 ff.
%9 The creation of value for the customer is thedabjink between process orientation and RBV.

%0 According to the RBV capabilities create competitadvantage if they are rare, valuable, inimitable
durable and non-substitutable. Shane S. 2009, 264e

%1 According to RBV the transformation of resourcamiproducts is only a sustainable competitive
advantage (SCV) if the process is valuable, rapa-substitutable, difficult to imitate and durable.
S.Shane 2009, page 259

%2 Shane S. 2009 page 265. Referring the RBV-resalefiition to Hammer’s definition of a process,
the resources are part of the inputs which aretiagacustomer value through activities (and
capabilities). Chaterjee S. and Wernefelt B. 19@fQep 34 ff. differentiate between i) financial
resources, ii) material resources and iii) immateresources. The former are part of the tangible
resources in this thesis.
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systematics since tangible resources, such as raqaip can be used commonly by
different processes. However, pertaining the latt@man resources, from a synergy
perspective the fact that each individual employeeld be the source of the process
synergy would be the result. In contrary to therstiause of tangible resources, the
pooling of employees requires the specific knowkedg the individual employee’s
skills, knowledge and abilities; a fact which cormogtes the systematic search for
synergies in production environments. Therefor® g@neral perspectives on synergies
which account for this difference in production Bomments are implemented: the i)
process perspective and ii) personnel perspective.

/

2. Personnel

1

Figure 27: Synergy perspectives

The personnel perspectivencludes, among others, employee specific skiltgl a
generally all other implicit characteristics of tlspecific employee which are not
directly detectable in the synergy identificatiorogess. These characteristics lead to
personnel immanent synergies which result from dimgle employee’s qualification
and other personal tacit factors. The synergefiecefis thereby an outcome of the
employee’s background, knowledge and experiencamiple: An experienced engineer
with business administrational education can patytoperate in different processes,
which require engineering as well as economicavkedge. The synergetic effect is
here the simultaneous assignment of one employeadtiiple processes which results
in headcount savings as well as potential multiteatthl knowledge effects which
would have not occurred in assigning the job temgineer and a business economist.

For the consideration of personnel immanent syesrgi the production environment,
the systematics needs to be different to otheruress needed for the specific process
and is rather to be assigned to the human resoum@@gmgement. The personnel
perspective, which includes personnel immanent rgyee is excluded from the
synergy identification in this thesis.

The process perspectivelescribes process immanent synergies which résutt
process characteristics which are further detaitethis thesis. They are based on the
configuration of the utilization of capabilitiegngible and intangible resources.
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Even though the personnel perspective is excludddriher consideration, one must

bear in mind that both perspectives mutually afésath other. If personnel changes are
made in the process, the skills of the new perdanight have an effect on the process.
If process changes are made, they can affect thugreel skills of the personnel.

After personnel immanent synergies are excludedhftbe scope of this thesis the
synergy categories based on processes includingbiiies, tangible and intangible
resources are defined in the following subchapter.

5.3.4 Synergy Categories

Up to here, proof was given that processes are laabie@ basis for the synergy
identification procedure and that personnel immarsymergies need to be excluded
from the synergy identification procedure in theeypous chapter. The synergy
categorization for the production environment igsgnted in this subchapter. These
categories were developed by the researcher dhiswgwolvement in the three case
studied® at the BMW group. The initial categories usedha first weeks of the first
case study, which were partially based on the #imad findings presented in chapter
2.3, were further developed during the three ctsties up to the final level presented
in the following. The improvement of the categoness an iterative process based on
the feedback from the case study participantsetfeetiveness of the categories as well
as the comparison of the findings with theoretaggbroaches presented in chapter 2.3.

The main reason why the categories presented ipt&h2.3 needed to be further
developed by the researcher for the applicatioproduction environments was their
non compliance to the requirements introduced eptdr 5.3.1, most important these
synergy categories were too complex in order thltoad user base consisting of all
hierarchical levels could apply them for identifyiaynergies.

The synergy categories for the identification ofexgies in production environments
are the following:

Operational synergy
Knowledge synergy
Sourcing synergy
Resource synergy
Strategic synergy

aokrwpPRE

1. Operational synergieare present if the combined accomplishment ofbagss or of
activities itself creates a larger value than tidependent solution. Synergetic effects of

33 Case studies see chapter 6
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operational synergies are, amongst others, coshgsgvmainly due to optimized
staffing, output quality improvements or reducedotiyhput time®* Operational
synergies are primarily enabled through structorglanizational or process changes,
where the mode of “doing the process” is changednedc options for enabling
operational synergies are:

I. the centralization/decentralization of the samegsses in different areas
il. the integration/segregation of an up or downstrpesoess or
ii. the integration/segregation of a non-directly esdigprocess

Example
Process: Maintain Robots Synergy Category: OperatiSynergy

The process ‘maintain robots’ is carried out indefmntly in different organizational
areas of a production plant consisting of a présgp sbody shop and paint shop. It
includes the activities, or subprocesses: plan teaance, refurbish robots, and order
equipment. The purchasing of the equipment needethis process takes place in an
upstream central purchasing department which operandependently for each
organizational area. The application of the genepitons of the operational synergy to
the example is as follows:

I. The ‘maintain robots’ process is carried out comindor all organizational
units. Due to an optimized human resource allonafir the common
solution a reduction of the combined process sigffand additional
throughput time reductions are possible withoutrease of process quality.

il The ‘maintain robots’ process is supported by therchase equipment’
process of a different organizational unit. By camiy both processes a
reduction of the combined staff is possible becdhsemaintenance staff is
able to do the orders on their own without decreasie quality of the two
processes. The optimized interface additionally romps the quality and
throughput time of the purchasing process.

ii. A ‘control production’ process is present in a eiint organizational unit
which is responsible for controlling the productiequipment data as well as
major KPI such as throughput time. By combiningstprocess with the
‘maintain robots’ process the quality of both preses is improved without
changing the number of employees.

2. Knowledge Synergiemre present if the combination or sharing of kremlgle creates
a larger value than the isolated solution. Syneffgcts related to knowledge synergies

34 Compare also 2.3.3 for the sources of operatinersyes.
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are learning curve effects, elimination of duplicaf as well as innovation. Knowledge
synergies can be exploited by means of variousrgynenablers, primarily those

belonging to the group of data storage/exchangeh @s knowledge management
software systems, but also formal and informal oizgtional solutions, such as

meetings. Even though organizational structure gésnsuch as centralization, support
knowledge synergies, they are not needed to exfiast kind of synergy. Generic

options for enabling knowledge synergies are:

I. sharing of process specific knowledge
il combination of process-specific knowledge
ii. minimization of reinventing the same ideas at défe locations

V. coordination where needed knowledge has to be deedl
Example
Process: Maintain Robots Synergy Category: Knogée8ynergy

The process ‘maintain robots’ is carried out indefmntly in different organizational
areas of a production plant consisting of a présgp sbody shop and paint shop. It
includes the activities, or sub processes: plamteaance, refurbish robots, and order
equipment. The purchasing of the equipment needethis process takes place in an
upstream central purchasing department which operandependently for each
organizational area. The application of the genepitons of the knowledge synergy to
the example is as follows:

I. The way how robots are maintained in the body sk@hared with the other
organizational units by means of work instructions.

il The failure performance data collected in the simmiganizational areas is
centrally collected and provided to all areas. Whitis approach the quantity
of initial data is increased and the statisticghgicance results in a higher
prediction accuracy of specific robot failure modes

ii. By exchanging approaches for how often robots neé@ maintained costly
analyses can be reduced to a minimum and the sesaritbe used by all.

Iv. For specific applications expert knowledge is togensive. For robot
applications the knowledge how to use gluing erdcédrs can be useful,
but is not needed in each and every organizatiared. In that case it is
sufficient to have work instructions in one placel anake use of it for every
organizational area if needed.

3. Sourcing synergieare present when the combined effect of sourcasgpurces is
higher than the single solution. These synergisslrdrom an optimized negotiation
power for purchasing of goods, credits, tax besefihd subsidies as a result of
economies of scale. They include positive effectshsas the reduction of purchasing
and stock costs, improve the availability of theodarcts, improve quality of the
purchased goods and increase the flexibility. Syneffects of sourcing synergies are
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primarily found in economies of scale and deploytredrpower. The generic option for
enabling sourcing synergies is:

. The centralization of the demaiitl
Process: Maintain Robots Synergy Category: SogrSynergy

The process ‘maintain robots’ is carried out indefmntly in different organizational
areas of a production plant consisting of a présgp sbody shop and paint shop. It
includes the activities, or sub processes: plamteaance, refurbish robots, and order
equipment. The purchasing of the equipment needethis process takes place in an
upstream central purchasing department which operandependently for each
organizational area. The application of the genepitton of the sourcing synergy to the
example is as follows:

I. The robots are bought centrally for all organizagiounits and plants.

4. Resource Synergiesist when the common use of i) intangible, ingéle and iii)
human resources which were previously used indepdhydcreates a greater value than
the independent solution. Primary synergy sourgeselsource synergies are economies
of scale and scope, transactional cost benefitsqaiatlty improvements. The generic
options for enabling resource synergies are:

I. The physical sharing the same resources.
il. The extension of the use of resources in othergss®s.
ii. The shared use of technologically sophisticatedtswis, which would be
too costly for exclusive use.

Example:
Process: Maintain Robots Synergy Category: Equipir8gnergy

The process ‘maintain robots’ is carried out indefmntly in different organizational
areas of a production plant consisting of a présg sbody shop and paint shop. It
includes the activities, or sub processes: plamtaaance, refurbish robots, and order
equipment. The purchasing of the equipment needethis process takes place in an
upstream central purchasing department which ogerabdependently for each
organizational area. The application of the geneptions of the resource synergy to
the example is as follows:

%5 Note that the centralization of the sourcing desnatves not necessarily require a structural
organizational centralization.
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I. The same software for equipment data analysis esl der all functional
areas. As a result, license costs are reduced@stly customized solutions
are replaced.

il. The body shop was equipped with new toolkits; tlietoolkits are further
used in the body shop.

ii. One thermal camera is shared between all orgaoimti units for
preventative maintenance; it needs to detect legipéeratures in equipment
bearings which might lead to downtimes. The singlechase for one
organizational unit is too expensive and thus neap

5. Strategic Synergieare a result of a commonly defined plan of achod determine

how the goals of the process are achieved togetthisrcreates a greater overall value
than the independent solution. In contrast to theerosynergy categories strategic
synergies do not refer to the current processekjding all three process elements, but
rather to the potential future configuration of theThus, strategic synergies are not
immediately affecting the process, but they enatdev patterns how all process
elements are configured in the future by meansoperation. Since strategic synergies
have a wide ranging scope, there are no specifiergeoptions how they are enabled.

Process: Maintain Robots Synergy Category: Stiategnergy

The process ‘maintain robots’ is carried out indefmntly in different organizational
areas of a production plant consisting of a présg sbody shop and paint shop. It
includes the activities, or sub processes: plamtaaance, refurbish robots, and order
equipment. The purchasing of the equipment needethis process takes place in an
upstream central purchasing department which ogerabdependently for each
organizational area. The application of the geneptions of the strategic synergy to
the example is as follows:

I. How future preventative maintenance is carriedfouthe major equipment
and which KPI's are used in the maintenance prodssdecided by all
organizational units. Highly specific operationsicls as thermal camera
checks, are performed centrally for all organizadiounits, even though the
organizational units stay independent regardingrdst of the operations
carried out in the main process ‘maintain robots’.

The synergy categories are not mutually excludmg,they can influence each other.
The implementation of an operational synergy, fastance, often goes hand in hand
with the utilization of knowledge, but also sougiand resource synergies. A parallel
or simultaneous utilization of multiple categorisspossible. The strategic synergy, as
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an exception, has no direct synergy source butlemahe utilization of the other
synergy categories in the future.

The definition of the five synergy categories isiéfcial for the synergy identification
systematics in production environments comparedther approaches®® It provides
guidance to the person in charge of identifyingesgres by predefining all potential
synergies from the process perspective. Thus, h&herdoes not need to consider i)
which general options are available and ii) hovensure that all potential sources for
synergies are regarded. In contrast to other syreatpgories introduced in chapter 2.3,
the defined synergy categories are simple enoughlléav for a broad user base for
synergy identification.

After this subchapter has defined the core elenwnthe synergy identification
systematics, the synergy categories, the follovanlgchapter defines further elements
which are needed to identify process-based syrengiproduction environments.

5.3.5 Synergy Levels

Only defining synergy categories which are basegmutesses is not sufficient for a
synergy identification systematics in productiorviemnments. Synergy categories are
able to guide the person in charge of identifyiygesgies in terms of the general
options which are present for utilizing synergilest they do not indicate where these
synergies are located.

Identifying where the synergy is located is of intpace because the synergy
categories can be present at the same organizidieeawhere the process takes place,
but they can also be available on a higher or Igwecess or structural organizational
level. For instance, if an operational synergyosated on a process level x, one cannot
rule out that the same processes knowledge sysesigeelocated on a higher process or
structural organizational level. Thus, it is vitalhave an indicator showing where the
specific synergy is located in the structural orgatonal context or process
organization.

For this need it is beneficial to make use of tlemegal hierarchical organizational
structure or the process organizational structoirallbcate the synergy categories. The
former is reasonable because it exists in evergrozgtion®®’ The latter allocation of
the synergy category to the process organizatistraicture is possible, but only

recommended if a consistent and holistic procesp mhich clearly indicates all

356 Compare chapter 5.3.1

37 Compare Figure 11 in chapter 3.2.2
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process levels already exists. This is due to Huw that processes are usually not
holistically mapped in all organizations, and ip@cess map exists, many employees
are not familiar with it. Both i) the presence ofiaualized process organization and ii)
the familiarity within the organization are requrevhen the process organizational
structure is used for locating synergy categone$ie organization.

Resulting from the fact that the hierarchical siusal organization is present in all
organizations and the majority of employees areilfamwith it, it will be used for

locating the process based synergy categoriesdduption environments. In case a
firm is making use of a matrix structure, it ne¢albe reflected accordingly on a proper
hierarchical level. Because synergies are alsaolfiealsetween different companies, the
structural hierarchy is extended by this perspectiince only the hierarchical levels
are needed for the allocation of synergies, thegels will be referred to as synergy
levels. A synergy level can, and should, be adaptethe existent organizational
structure to facilitate the communication withinetltompany during the synergy
characterization process. In the specific casa@BMW Group the synergy levels are:

Group

Department

Main department
Plant

Technology
Product line

BMW group
Supplier

. Automotive industry
10.Industry

©COoNoOR~WONE

The synergy levels one to seven represent the aoyigphierarchical organizational
structure, while synergy levels eight to ten extéhe perspective to organizational
structures outside the company. All synergy lewddscribe where the synergy effect,
resulting from the synergy category, takes place.contrast to Biberach®F the
synergy level is not used for the derivation ofetiént synergy categories, but only for
the allocation of the specific synergy category.

The localization of the synergy category is neeedurther understanding the nature
and the scope of the synergy category. Using aperaynergies on the group level (1)
is a different factual connection from the synepgyspective than exploiting the same
synergy category on the plant level (4). The fisé would represent that the operation

%8 see chapter 2.3 and Biberacher J. 2003 page 64
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is done commonly for the group; the latter woulditate that the process is carried out
commonly for the entire plant.

The attribution of different synergy levels to tberresponding synergy categories of
one specific process is not a contradiction. & Iegical outcome of the process and the
different characteristics of the synergy categorM#en, for instance, a process is
optimally carried out on the group level from theewational synergy perspective, the
knowledge synergies can still be located optimatlyhe main departmental level, the
sourcing synergies and strategic synergies at M&Byroup level and the resource

synergies on the departmental level. This prindgpkhown in the following figure.

Industry

s
I\/Iain Department
Department
Group

Figure 28: Independent allocation of synergy categdo synergy level®’

The result of the potential to allocate the fivaexgy categories of one specific process
to different synergy levels is dissociation frone tidea that the synergies need to be
used in the same organizational area where theitsctakes place. This is why the
dissociation of the synergy categories by meanh@fsynergy levels is advantageous
for the synergy identification procedure becaussuigests the person in charge of
identifying synergies, that the allocation of théfedent synergy categories is
independent from the actual activity. This way gegson is motivated to think out of
the box and question where the synergy categoeed to be allocated ideally.

After the synergy levels were established as thmore® characteristic to identify
process-based synergies in production environmérgssystematics how synergies are
identified by means of both, the synergy categaony the synergy level is explained in
the following subchapter.

39 The amount of synergy levels is reduced in conspario the BMW synergy levels listed before.
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5.3.5.1 The Two-Dimensional Framework for Synergy Identification:
Combination of the Synergy Category and the Synergy Level

Combining the synergy category with the synergyeldvom the process perspective
allows for holistically and systematically map skgies in business organizations.
Setting the single processes as initial points mssihe integrity of recording all
organizational actions. Questioning which synergyegory is used for the specific
process, by regarding all five categories, suppibrds not only obvious synergies are
regarded. Assigning the synergy level to the presgmergy category supports the
question if the synergy is exploited on the rigiwdl.

With this systematics organizational units are aislemap their actually exploited
synergies and simultaneously identify future sygepgtentials. Thus, synergies and
synergy potentials are identified with the samdesysitic. The explicit differentiation
into positive and negative synergies is also péssip explicitly asking for positive and
negative synergies, but not necessary with thicqmore. Thus, the existence of
negative synergies can be i) allocated by meankeofystematics in the first step and
subsequently ii) eliminated by allocating the sgyerategory to a proper synergy level.

The key questions resulting from the combinationtrd synergy category with the
synergy level from the process perspective are:

Which synergy category is used for the process?

On which synergy level is the specific synergy gatg used?

On which synergy level should the specific synezategory be used?
Which additional synergy categories can be usethfoprocess?

On which synergy level should the additional sygergtegory be used?

aokrwpPE

Questions one and two refer to the status quoeoptbcess and the use of synergies for
the specific process. From the process perspedtiige possible to assign multiple
synergy categories on different synergy levels rie process. As already mentioned,
different synergy levels which are assigned to dpecific synergy categories of one
process are no contradiction but a desirable effetttis approach.

Since the allocation of synergy categories is ugumlt elaborated in organizations but
rather a side effect of the organizational strugtguestion three supports to question if
the synergy category is allocated on the propeergynlevel. A potential result of
asking this question is shown in the figure below.
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T X budget planning
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Figure 29: Example of synergy level adaption

Figure 29 exemplarily shows the synergy level adaptf the two independent
processes ‘budget planning’ and ‘maintain robobs’.the first case the operational
synergy is best suitably exploited when the ‘budgahtning’ process takes place on a
lower synergy level and is not centralized on atsgnergy level. An example for this
case is a company performing the yearly budgetnoanprocess centrally in the
headquarters for all production sites. Due to tiseadce to the production sites and the
involved lag of information the process outcomefipoor quality and without value for
the company/®. The adaption from the synergy point of view igtiis case to place the
budget planning process on a lower level, for mstathe main departmental level, to
improve the quality of the process outcoifie.

The second case for purchasing synergies of thentaaa robots’ process can be
optimized by buying the spare parts on a higheresgn level. Again, the decision

needs to be based on an appreciation of synenggties for the process. Note that if
the purchasing part of the ‘maintain robots’ pracesplaced on a higher level it does
not automatically mean that the subprocess ‘puechasbot spare parts’ must

necessarily take place in a different organizatiomé! The process can still stay in the
same department, but due to changed process mstsigprice negotiation on high

level, purchasing process on low level) the exptmn of the synergy is still possible.

Questions four and five refer to additional potainsiynergies which need to be defined
by the synergy category and the according syneeygll They follow the same

370 At the same time, this is a good example for riegatynergies through the centralization for saving
headcount.

371 Note: in this simple case potential extra experiseplacing the operation on a lower synergy level
need to be calculated against the beneficial sytiergffect.
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characterization logic as the first questions ladldvith synergy potentials, rather than
already existent synergy effects.

The systematics is shown below.

’ 3. Synergy
Level

5 appropriate
Synergy is 1. Synergy 2. Syngery
exploited Category? Level?
(. g J J Synergy Level .
i 3. Appropriate
?
Process X anpronfiate Synergy Level?

4.5
Synergyis not I Ynerey ﬂé 5. Syngery

— Categor
exploited L _g v Level?
possible? J )

Synergy
Categorynot
possible J

Figure 30: Synergy category — level logic

For detaching the synergy categorization from ijnprily apparent synergy categories
and ii) existent organizational charts and boardessadvantageous to follothis two-
dimensional systematics to identify synerdigscombining synergy categories with
synergy levels.

In the first step every process is reviewed oneisstent use of the five synergy
categories, following the upper path in Figure 80llowing this path leads to the
question if the synergy categories are locatecherright synergy level, or if it needs to
be adapted on a different level.

The second main path on the lower part of the &glarives new synergy potentials by
guestioning if additional synergy categories carubkzed for the specific process. In
case it is possible to make use of additional gyyneategories, the appropriate synergy
level is pinpointed and the according synergy pdérs identified.

Even though new synergy potentials are mainly ifledtin the second main path, the
definition of existent synergies is recommendeck ¢ombination of both paths enables
the user to derive new synergy potentials baseskmtent synergies.

In general, the two-dimensional systematics sassfall requirements to identify
synergies in production environmenté:Theindustrial independencis given because
1) the identification systematics is based on psses which are present in all industries,
i) the synergy categories are generally valid aizdhe synergy levels are adaptable to
every organization.

372 Requirements compare chapter 5.3.1
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Cross-functionalityas a requirement is satisfied by i) relying theenification
systematics on processes which are, by definitopss-functional with an end-to-end
character as well as ii) adding the synergy levdisch support the cross-functional
character on a specific hierarchical level.

Hierarchical integrity is given by i) deciding for processes as initiainp for the
identification systematics processes take placalldmerarchical levels, ii) deciding for
general valid synergy categories which are indepenftom the hierarchical level and
lii) the definition of synergy levels which enablée hierarchical independent
allocation of the synergy categories.

The requirement of @&imple procedure is satisfied because of i) the definitaf
processes as initial point; everyone knows whicbcgsses are present in his/her
organizational unit, ii) the definition of few cagteries which are easily understandable,
iii) the definition of synergy levels which are gitied to the specific organizations
hierarchical structure and iv) the overall proceduhich only requires defining the
process, the according synergy categories witltdneespondent synergy level.

A guidance characteis primarily given by i) the defined synergy caiggs but also by
i) the instruction to first define the process aiutbntify the according synergy
categories and levels.

The consideration of existent and potential synergigsincluded in the five key
guestions of the synergy category-level logrositive and negative synergies are
considered) by the possibility to indicate them and ii) the question where a specific
synergy category should be allocated to eliminatgative synergies.

Relative personal independencgthe synergy identification process is made bss
through two factors: On the one hand it is the $ertp of the procedure allowing for
addressing a broader audience for identifying syiesr thus reducing the influence of
individual persons on the exploitation of synergi€@n the other hand, the
comparability which is granted as the identificatiprocess is based on processes,
which allows for a cross-comparability of synergylization of similar processes in
different organizational units.

The requirement for being abl® derive fields of actiorbased on the synergy
identification systematics is given by answering third, fourth and fifth key questions
resulting from the combination of the synergy catggwith the synergy level. The

answers indicate what needs to be done for guaiagtehe utilization of the desired

synergy. However, this is only a first indicatiomdano direct action plan. The

derivation of an action plan would additionally vég that it is known how the synergy
can be translated into practice. The answer howrgynpotential can be translated into
practice is generally answered by means of the ogpte synergy enabler. The
synergy enablers are derived in the following ceaphd simultaneously constitute the
extended third synergy dimension.
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5.3.6 Synergy Enabler

An additional third dimension to the two-dimensibnaocedure for identifying
synergies presented in the previous subchapteves ¢y the synergy enabler. Synergy
enablers describe how the synergy category is feaes into practice in the
organizational environment. They are not mandatorthe identification systematics,
but an option which describes the process-basesfgymtilization in more detail.

This third dimension is of interest because it @ats which general options are
available to operationalize synergies. Thus, ipsus the organizational awareness that
synergies can often also be used without the needcéntralization or structural
organizational changes. The synergy enablers dkifimahis thesis are based on the
theoretical input in particular from chapter 2.4here organizational support factors
for the utilization of synergies were presentedapthr 2.6 where the challenges of
synergy utilization and implementation were introeld, as well as evidence from the
case studies.

The synergy enablers are clustered into primargorsgary and tertiary synergy

enablers.Primary synergy enablerare directly responsible for making the synergy
possible and they are requirétkecondary synergy enablesse needed to support the
primary synergy enablers to facilitate the syneeqd they are a prerequirement.
Without the existence of the secondary synergy lenathe full potential of the synergy

can often not be usedertiary synergy enablersdirectly support both, the primary

and secondary synergy enablers and they are natredgfor enabling the synergy

effect but act supportive. The synergy enablersddfin this thesis are the following:

Primary synergy enabler Secondary synerg| Tertiary synergy enabley
enabler

1.1. Orqanizationa| Structure 2.1.Standards 3.1.Interrelation

1.1.1. Centralization or 2.2.0wnership Isynergy
decentralization of 2.3.Horizontal systems champions
organizational units 2.3.1. Horizontal 3.2.Top

1.1.2. Partial and temporary procedures management
centralization or decentralization | 2.3.2. Horizontal support
of organizational units incentives 3.3. Transparency

1.1.3. |ntegration of up or 2.4.Horizontal human 3.4.Synergy
downstream organizational units resource practices systematics

1.1.4. |ntegration of non-related 2.5.Horizontal conflict 3.5. Change
organizational units resolution processes management

1.1.5. Matrix organization support

1.1.6. Process orientation incl. 3.6.Implementation
process ownership plan

1.1.7. Horizontal structures

1.2.Operational Structure

1.2.1. Process regulation; who
does what

1.2.2. Resource regulations; who
uses what, when and where
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1.2.3. Process instructions

1.2.4. |Integration of activities and
resources

1.2.5. Supplementation/access/po
wer

1.2.6. Transfer of activities and
resources

1.2.7. Balance of activities and
resources

1.2.8. Meetings

1.2.9. Committees

1.2.10. Forums

1.2.11. Task forces

1.2.12. Projects

1.2.13. Job rotation

1.2.14. Trainings

1.2.15. Data pools and IT systems

Table 18: Synergy enabler

Because the synergy enablers are either self-extalanor were already explained in
the previous chaptef$® a detailed introduction is omitted in this subdieap

The primary synergy enablers are further dividegd the organizational structure and
the operational structure synergy enablers. Thiferdntiation is made because the
former synergy enablers require an adaption ofdhmal organizational structure; the
latter only require an adaption of the mode of apen, or the informal organizational

structure, within the organization. Since the openal structure is easier to adapt, it is
recommended to first question if an adaption ofrtitade of operation is sufficient for

using a synergy before organizational structurengha are decided.

Regarding the secondary synergy enablers, it i®itapt to question if one of them is
mandatory for the implementation of a desired sypeEspecially standards are often
required before a synergy can be utilized. Stilsome cases it should be questioned if
required organizational changes should be impleetebefore the secondary synergy
enabler is available. This approach can in somescsaigpport a faster implementation of
the secondary synergy enabler due to the prestine aew organization.

Even though the tertiary synergy enablers are namdatory, for the synergy effect
itself, their need for the implementation of a spesynergy should still be scrutinized.
Especially radical changes can require specifitaigr synergy enabler to be used for
the implementation phase. Making use of these emabhn often be easy and effective
for the implementation phase.

373 Details see chapter 2.4.2 and chapter 2.6
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With the definition of the synergy enabler, in dah to the synergy category and level,
the requirement of a derivability of action plaesulting from the process identification
procedure is supported. As a result from the adegrdynergy enabler, the person in
charge is able to derive what is needed to operaie the synergy.

After the third optional dimension of the synergyemtification systematics was
introduced, a summary of all three dimensions aheirtrole for the synergy
identification procedure is given in the followisgbchapter.

5.3.7 The Three-Dimensional Framework for Synergy Characterization in
Production Environments

The previous subchapters introduced the key elesngt identifying synergies in
production environments which resulted in the twoehsional framework for synergy
identification as well as the synergy enablers. Gbmbination of the two dimensional
framework for synergy identification with the syggrenablers is the three dimensional
framework for synergy characterization in produstenvironments. It characterizes i)
what synergy categories exist on ii) what synesyel and iii) which synergy enablers
are needed to transfer the synergy or synergy patémto practice.

This framework is based on processes as initiahtpfair the synergy identification
process. The systematic steps which have to bewel in the synergy identification
phase are:

Define all processes of the area of interest

Define which synergy category is used for the psece

Define on which synergy level the synergy categsnysed

Define on which synergy level the synergy categiruld be used

Define which additional synergies can be usedHergrocess

Define on which level the additional categoriesigtidoe used

Identify which synergy enablers are mandatory, amich are supportive for
each synergy defined

NogogbhwbdhE

In the first step, the person in charge of ideimysynergies in an area of interest needs
to define all processes which take place in thesalt is recommended to start listing all
processes at the beginning for questioning if évell of detail is appropriate. As a rule
of thumb, five to ten processes per organizati@maeh are an appropriate value. If a
consistent and holistic process map already extgtsstep can be omitted.

After all processes were defined, steps one torsallecate the synergy characteristics
for each process in the three-dimensional synergyndwork shown in the figure
below. The result is an identification and chamaz#tion of existent and potential
synergies of the specific processes.
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Figure 31: Three dimensions of synergy charactgoiza

The basic idea of this framework is to identifys#gnt and potential synergies by means
of the combination of the five synergy categoriekhwthe synergy levé(* and
subsequently to further characterize the specgjinesyy, or synergy potential, by means
of the synergy enabler. The two dimensions, syneagggory and synergy level, are
mandatory. The former defines what kind of synesge is dealing with, whereas the
latter defines where this synergy is located. T tdimension, the synergy enabler, is
optional. This third dimension does not support sipergy identification process but
the synergy characterization, which is supportiee the synergy validation and
implementation phases as well as derivation obagtians’’

Based on the experience from the case studiesdt@nmended to document all results
in a spreadsheet for supporting the following stepsynergy analysis and synergy
implementation. An exemplary format is shown onribgt side’’®

374 Compare chapter 5.3.5.1
37> Compare chapter 5.4 and 5.5

37 During the BMW Painted Body Munich case study fiecesses of this organizational unit were
gathered and the synergy characterization logitieghfDetails about the case study see chaptet.6.3.
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Process Synergy | Synergy | Potential | Ideal Synergy Additional Summary
category| level synergy | synergy| enablers synergy
used used category | level used enablers
required
Assembly 1| 1 1 1 2 111 111 Centralizing
(operation | (group (operation (departme | (centralization) | (centralization) assembly 1 and 2
synergy) level) synergy) nt level) 2.1
(standards)
3.2
(top managemen
support)
2 2 1.29
(knowledge | (department (committees)
synergy) level)
Purchasing | 1 3 1.11
of (operation (main (centralization)
equipment synergy) department 129
level) (committees)
1 4 1.1.1 Centralizing
(operation (plant (centralization) purchasing of]
synergy) level) 21 equipment on the
(standards) plant level
2 3 2 7 1.2.8 1.29 Implement  regular]
(knowledge | (main (meetings) (committees) meetings  between
synergy) department 1.2.15 purchasing
level) (data pools) departments on the
P BMW group level
5 7 1.2.12 Define BMW group
(strategic (BMW (project) wide strategy for
synergy) Group) purchasing of]
equipment

Table 19: Example of synergy identification

The advantage of this systematic is that the data tlifferent organizational units can
be gathered allowing for i) the definition of cremganizational approaches and ii) the
comparison with other organizational units conaggrwhich synergies they use in what
way. The latter is also of interest for minimizitige influences of personal opinions on
how synergies can and cannot be used; this wagntareate a synergy utilization
footprint. If a production plant A has a completdifferent synergy utilization footprint
than a production plant B, it can be questioned wdryain synergies are only used by
one plant and not by the other. This comparison lmarused as an indicator for all
comparable organizational units.

The systematics for identifying synergies, whichswaeveloped in the previous
subchapters, is the backbone for the synergy iilgatton component of the PrOSyM.
Yet, the procedure which needs to be followed withis component for the purpose of
identifying synergies has not been explicitly defirso far. Nevertheless, the procedure
for process design in BPM by Hammer and Hershmiadaoced in chapter 3.3.2 gives
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the basis for the procedure of synergy identifaratiAs indicated in this chapter, this
general procedure including getting i) organizédgiiented, iii) crazy’’ and iv) real as
well as the do’s and don¥$ of process design in BPM is directly applicable tioe
synergy identification procedure. Thus the procecay Hammer and Hershman should
be employed together with the synergy systematicghie identification of synergies in
production environments.

After the synergy identification and characteriaatisystematics and the according
procedure was developed as the key element ofrbees Oriented Synergy Model in
this chapter, the second step of the model isdnired in the following chapter.

5.4 Component Two: Synergy Analysis and Validation

The synergy identification process underlies cersaibjectivity because of the nature of
synergies as well as the persons involved in tloegss. In order to minimize the
subjectivity and involve the effects on other pssas and organizational units of the
identified synergies, the PrOSyM model suggestsati@ysis phase subsequent to the
identification phase. This phase defines whichhefgynergy potentials are desirable for
the company in a broader organizational context itde single synergy potentials
match well when they are combined. However, du¢h&findings from chapter 2.5
which indicate that the quantification of synergiesot always transferable into clear
measures, certain subjectivity in the assessmeateps of the synergy analysis will
always remain.

What is needed in the analysis phase is an appmhich is able to describe and assess
the effects of the identified synergy on the orgation and indicate which costs and
risks are involved when deciding for the speciffoergy. An additional requirement is
the fit of the analysis phase to the previouslyireaf synergy identification phase and
specifically the synergy systematics as well as #dherence to the general
requirementy® of this thesis.

A valuable source for this need is Michal Portedst driver concept® The cost driver
concept holistically identifies which structurattars influence the cost behavior of the

3" Hammer M., Hershman L. 2010 page 56 ff.
378 Hammer M., Hershman L. 2010 page 63 ff., 150, 2h#l
379 Compare chapter 1

30 porter M. 2004 page 70 ff. Biberacher makes us@aters cost driver concept to support the
identification of synergies based on the cost gsapiotentials. Biberacher J. 2003 page 106 ff.
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company’s value chain activities; this is refertedoy Porter as cost drivers. Several
cost drivers can be combined to explain the tatatscfor the value chain activity. Since
synergies can have an effect on different strutfiactors, the concept is suitable for
analyzing the impact on different cost-affectingvers. It does not only allow for
analyzing the obvious synergy effects of the syneger investigation but to diagnose
if additional cost drivers are affected in a pesitior negative way by the defined
synergy. The analysis is suitable for every synergiegory with the correspondent
synergy level.

When analyzing the effect of the synergy on the ddser, two perspectives need to be
regarded:

= How does the specific synergy positively influetice cost driver?
= Which negative effects does the specified syneayelon the cost driver?

This fact is of importance because a synergy car hgositive influence on cost driver
A but simultaneously a negative influence on caosted B. In total, this can lead to a
negative cost influence regarding the overall edf&ct if B > A. Thus, all positive and
negative effects of the analyzed synergy need tovéighed against each other for
deciding if the resulting effect is desired. Sima# all cost drivers can be measured by
means of quantitative data, the assessment ne&ugtae both, quantitative as well as
qualitative datd' In view of the fact that the importance of all tdsivers is case-
dependent, a weighting approach is recommendedtpribe synergy analysis process.

+

Q

i
oveira I
1

Figure 32: Synergy balance

%1 Compare chapter 2.5
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The main focus of the analysis phase is the uraletsig concerning the influence of
the synergies on all cost drivers to derive a tandeif the synergy should be
implemented or omitted. Cost drivers identifiedRxyrter are:

Economies or diseconomies of scale

Learning and spillovers

Pattern and capacity utilization

Linkages

Interrelationships

Integration

Timing

Discretionary policies independent of other drivers
. Location

10. Institutional factors

OCONOORAWNE

1. Economies or diseconomies of sé¢¥larise from the potential to perform activities
more efficiently at larger volumé&® Increasing complexity and costs of coordination
can cause negative effects and thus diseconomiescadé. Additionally, the scale
sensitivity of activities and synergies has to dleeh into consideration as it may vary
from case to case. Scale economies in plants fgeted by the number of variants as
well as the length of runs chosen. As economiescafe are not all alike, the relevant
measure of scale always needs to be taken intauatc®ome activities are influenced
by the global or worldwide scale, for some the oal, regional, local, plant or project
scale might be the relevant measure to reduce.costs

2. Learning and spillover§* can positively influence the cost structure based
learning which increases the efficiency of the argation. It does not only include the
classic learning curve effect but also cost savivagsed on the transfer of ideas such as
improved product design, plant layout or scheduli@gst advantages from spillovers
only result from proprietary learning. Since medbars for learning differ and
spillover effects need to be taken into consideratithe appropriate measures also
differ from case to case.

32 porter M. 2004 page 70 ff.
383 Details compare chapter 2.3
34 porter M. 2004 page 73 ff.
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3. Pattern of capacity utilizatioli® are of particular importance with activities wittgh
fixed costs. These cause penalties for underuitizaand save costs with a maximized
utilization.

4. Linkaged® as a cost driver are present if the activity aff¢he performance of other
activities. Linkages include i) linkages within thalue chain and ii) vertical linkages
including suppliers. When activities are linkeddacoupled, it can reduce or increase
the total cost of the operations.

5. Interrelations®’ describe the sharing of activities with other si@ind have an effect
on the cost structure since it potentially supptotachieve scale, go down the learning
curve faster or improve the patterns of capacitization.

6. Integratior’®® describes the addition of vertical activities he fprocess. They can
affect the cost structure if activities of the ertd value chain are added to the internal
value chain or internal processes are outsourcedgration can reduce the costs of
using the market, such as procurement and trarsmort avoid the no nomination of
suppliers with a high bargaining power, lead tonecnies of joint operations. At the
same time, it can create inflexibility, insourcdiates which are more cost-efficient
when performed externally, or raise exit barriers.

7. Timing®® is primarily a cost driver in situations wheresfimover or late-mover
advantages are present but also applicable forr ctiteation. It can also support
companies which deal in cycle-related environments.

8. Discretionary policies independent of other drivéfadescribe policy choices of a
company which tend to have an effect on the casish as>" i) product configuration,
performance and features, ii) mix and variety adducts offered, iii) level of service
provided, iv) spending rate on marketing and tetdmo development activities, v)
delivery time, vi) buyers served (e.g. fewer, mefecient dealers versus many small
ones), vii) process technology chosen, independsntscale, timing, viii) the
specifications of raw material or other purchasepduts used, ix) wages paid and
amenities provided to employees, relative to ptenxgagnorms, x) other human resource

355 Porter M. 2004 page 74 ff.

3¢ porter M. 2004 page 75 ff.

37 porter M. 2004 page 78 ff. details see chaptef2.3
38 porter M. 2004 page 79 see chapter 2.4.2 and 5.3.6
39 porter M. 2004 page 79 ff.

390 porter M. 2004 page 80 ff.

%91 |n accordance to Porter M. 2004 page 81
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policies including hiring, training, and employeeotimation and xi) procedures for
scheduling production, maintenance, the sales fandeother activities.

9. Locatiorr® as a cost driver refers to the value chain agtiagt well as related value
chain activities. The geographic location influentke cost structure due to costs of
labor, management, scientific personnel, raw materenergy and other factors. Other
factors which have to be considered are logistidsastructure, climate, cultural norms
and tastes.

10. Institutional factord® as cost driver include government regulations,halidays,
financial incentives, unionization, tariffs and ikes;, or local content rules.

Another valuable theoretical source which suppthés analysis and validation phase
and logically matches with the cost driver concé&ptMichal Porters definition of cost
groups which are created by combined activitiesy @re the?*

1. Costs of coordination
2. Costs of compromise
3. Costs of inflexibility

These costs groups describe which negative eftibetsutilization of synergies can
generally have on the organization. In the sama, tthrese groups are of general
relevance for all cost drivers since they can bdiegp case-dependently for each cost
driver3%® Thus, the cost groups are to be seen as an ihfegtaf the cost drivers. One
always needs to question if the cost group is tHveance for the specific cost driver
synergy combination. The according assessment ahdation logic of the synergy
itself is to question which effect the synergy baghe according cost driver.

The cost drivers are used in the following to ass$les value of the synergy by means of
the synergy cost driver matrix. The matrix assefisesnfluence of the synergy on all
cost drivers by assigning values of the specifinoesgy on the single cost driver;
negative effects are rated between -10 till -1,traeffects are rated with a 0 and
positive effects are rated with a 1-10. The highervalue, the better is the effect of the
synergy on the cost driver. Because the importaheach cost driver might differ from

392 porter M. 2004 page 82 ff.
393 porter M. 2004 page 83
394 Compare chapter 2.5.1

395 Each of Porters cost driver again includes casnehts which lead to the total cost of the costedri
The costs of cooperation are three of the manyilplessost elements of each cost driver.
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one organization to the other, a weighting fac®riritroduced to reflect this fact.
Important cost drivers are rated with high values.

This approach offers the opportunity to reflect #iztual importance of each cost driver
on the company’s cost structure and the strategentl to implement future strategic
orientation in the synergetic assessment by weightie cost drivers according to the

future needs. The synergy cost driver matrix issshm the following table.

Synergy under | Weighting | Synergy A | Synergy B | Synergy ...
Analysis | Factor

Cost Driver (WF)
Economies of Scale 1-10 Rating x WF | Rating x WF | Rating x WF
Learning 1-10 Rating x WF | Rating x WF | Rating x WF
Capacity Utilization 1-10 Rating x WF | Rating x WF | Rating x WF
Linkages 1-10 Rating x WF | Rating x WF | Rating x WF
Interrelationships 1-10 Rating x WF | Rating x WF | Rating x WF
Integration 1-10 Rating x WF | Rating x WF | Rating x WF
Timing 1-10 Rating x WF | Rating x WF | Rating x WF
Discretionary Policies 1-10 Rating x WF | Rating x WF | Rating x WF
Location 1-10 Rating x WF | Rating x WF | Rating x WF
Institutional Factors 1-10 Rating x WF | Rating x WF | Rating x WF
Sum)’ -

Table 20: Synergy cost driver matrix

In cases when the sum of the effects is negathesjmplementation of the synergy is
not recommended. Values around zero should besesk@s detail making use of the
synergy quantification methods presented in chaghteand other approaches which are
able to identify the value of the specific synefdfyHigh positive values indicate the
benefit of the synergy on the cost structure ofdbmpany and are recommended for
implementation.

The Maintenance Triangle UK case study gives twamgdes for the principle of the
synergy cost driver matrix. First, one needs tdlgpt the idea of a central store for
standard spare parts for all departments locatedOxford, instead of having
decentralized stores in all main departments whiehnot connected to one another.
Second, it is validated that there is the synergyemtial to centrally perform
maintenance for all departments, compared to tlustquo where each main

3% Biberacher J. 2003 pages 123 - 174
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department has its maintenance teams which aréalpartonnected to production

activities>®’

Synergy under | Weighting | Central Central

Analysis | Factor spare part§ preventative
Cost Driver (WF) storage maintenance
Economies of Scale 8 8x8 3x8
Learning 4 6 x4 3x4
Capacity Utilization 6 2x6 2Xx6
Linkages 9 -3Xx9 -7x9
Interrelationships 4 3x4 -5 x4
Integration 6 1x6 6 X6
Timing 4 Ox4 1x4
Discretionary Policies 1 Ox1 0x1
Location 1 1x1 0x1
Institutional Factors 1 Ox1 0x1
Sum} - 80 -67

Table 21: Example: Synergy cost driver matrix

The first synergy potential of central spare pattwyage shows a positive result and
indicates that it affects the cost drivers in aipos way. Especially the economies of
scale support this idea: i) spare parts can behpsed centrally and ii) since all
departments make use of the same spare parts,llerstoal amount of spare parts at
the location Oxford is needed compared to the &sttuation in which each department
stored its spare parts separately. The positiveaainpf learning effects is based on
savings resulting from learning curve effects al a® an optimized utilization time of
equipment.

This matrix is of high advantage since the costgme assessment, which requires a
deeper financial as well as strategic understandsngractically detached from the first
synergy identification and definition process. Témables the organization to involve a
multitude of persons in the first synergy idenaifion process who have a broader
experience in the processes, but perhaps not in dinategic and financial
understatement to assess the real value of theergy ideas. In the second step the
financial and strategic experts are able to astwsactual value of the synergy ideas
based on the cost drivers which are influencedbysynergy.

%97 In Body in White the machine operators also penfeninor maintenance activities and maintenance
staff partially supports the operators in theiiaies.
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With this approach the organization can also enthatthe synergies have an overall
positive effect and simultaneously implement coumteasures for the cost drivers
which were negatively influenced by the synergy.

In summary, this approach for assessing synergass ahholistic character since it
includes all cost drivers which influence the fio@h situation of a company. The
benefit is that the synergies are not only assessedrds their primary effetf but
also against the influence on all other cost dsver

After the desired synergies are defined, the fetap of the analysis and validation
phase is to confirm if they fit together. This stef importance because synergies can
influence each other. Since the synergy identificatphase can involve different
persons from different organizational areas ittisdse ensured that the single synergies
do not influence each other negatively. This sypdigis derived by means of the
following matrix:

— AN o™ < Lo

> > > P >

) ) 2 2 )

) ) (] Q ()

= = c c =

> > = = >

n n n n n
Synergy 1 fit / misfit | fit/ misfit | fit/ misfit | fit / misfit
Synergy 2 fit / misfit | fit / misfit | fit / misfit
Synergy 3 fit / misfit | fit / misfit
Synergy 4 fit / misfit
Synergy 5

Table 22: Synergy fit matrix

The matrix opposes the synergies and determinethetthe simultaneous use of both
synergies is possible (fit) or not (misfit). In easf a misfit the synergies have to be
analyzed for a potential adaption leading to asititation. When the result is still a
misfit, it needs to be determined which of the syaergies should be implemented.

An example from the Painted Body case study indg#te principle of this matrix on
the next page:

3% Making use of operating synergies by centralizing HR department has the primary effect to save
costs due to economies of scale but also the paltesgicondary effects on the cost drivers learning,
capacity utilization, linkages, or discretionanfipies.
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g _ 5 _ S o
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Integrated fit fit misfit fit
maintenance
Central QM fit fit fit
Adapted fit fit
quality
gates
Central fit
maintenance
Equipment
experts

Table 23: Example: Synergy fit matrix

Table 23: Example: Synergy fit matrix shows tha five synergy potentials listed can
be utilized simultaneously in addition to the syemotentials of an integrated
maintenance and the central maintenance. The atgzhmaintenance is based on the
idea that maintenance personnel is specializedsmaller field of operation and also
partially operates this equipment, whereas therakentaintenance is based on the idea
of one maintenance team for the entire plant wehegalists who should not operate
machines, but only maintain them.

After the synergies were identified in the firsetof the Process Oriented Synergy
Model (PrOSyM) and the analysis and validation powre allowed for identifying the
beneficial synergy potentials, the following chaptdroduces what needs to be taken
into consideration during the implementation phafste PrOSyM.

5.5 Component Three: Synergy Implementation

Once it is known which synergy potentials exist #mat their utilization is desired, the
implementation phase has to transfer synergy patentinto synergies. This
implementation highly depends on the kind of syiergo be introduced since the
efforts considerably vary between different synemgpenarios. This chapter will
introduce the main factors which need to be takea consideration in the synergy
implementation phase.

The most important fact influencing the difficuligvel of the implementation scenario
is the synergy enabler since it describes how a@rgynpotential is transferred into
practice. Depending on which primary synergy emnaideneeded, which secondary
synergy enabler is required to support the pringanyergy enabler and which tertiary
synergy enablers are recommended, a more or lesplicated synergy scenario
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occurs. Additional influential factors on the deg& difficulty to implement synergies

are i) the synergy category, ii) the differencdlad actual synergy level in comparison
to the optimal synergy level and iii) the time negdor the implementation. Since the
perception of how severe the impact of each intiaeimplementation factor is case
dependent, a scoring model with a weighting faegsoman appropriate approach for
determining the overall degree of difficulty to ilement specific synergy potentials.

The degree of difficulty can be determined by meahghe scoring model shown
below. The values assess the severity of eachemtilai factor: a show stopper is rated
with 10, high difficulties are rated with 9, mediuiificulties are rated with 3, and low
difficulties are rated with 1. Since the influehtfactors can have a positive and a
negative influence on the implementation of theesgy, the sign of the number is
positive (+) in case the influential factor has &gative influence on the
implementation. If the influence on the implemeiotatscenario is positive the sign of
the number is negative (-). The weighting factatetmine the relevance of each single
influential factor: very important is rated fromt@ 9, important with 5 to 7, minor
important with 2 to 5 unimportant with 1. The segrimodel is shown below.

Synergy to| Synergy category Synergy enabler Difference synergy] Time required X
be level
implemented
Number [ Weighting Value Number | Weighting Value Weighting Value | Weighting Value
factor factor factor factor
Synergy 1 1-5 1-9 +- 11 - 19 +- 1-9 +- 1-10 1,3,9 Vi
1,3,9, 3.3 1,39, 139,
10 10 10
1-5 1-9 +- 11 -] 19 +- 1-9 +- 1-10 1,3,9 V2
1,39, | 33 1,39, 13,9,
10 10 10
Synergy 1)° =V1+V2
Synergy 2 1-5 1-9 +- 11 -] 19 +- 1-9 +- 1-10 1,3,9 V3
1,39, | 33 1,39, 13,9,
10 10 10
Totaly, =V1+V2+V3

Table 24: Implementation degree of difficulty model

The results of this matrix indicate the degreexgfeeted resistance for i) each synergy
category enabler combination; for example V1, V3,7 ii) for the entire synergy,
where the single sums of each synergy categoryl@nabmbination are added; for
example =V1+V2 and iii) for all synergies, which ght be part of a project; for
example =V1+V2+V3. The value indicates the difftgubf the implementation phase

399V = ¥ (Synergy category weighting factor x Synergy catggalue) +Y (Synergy enabler weighting
factor x Synergy enabler value)X* (Difference synergy level weighting factor x difece synergy
level value)

Whereas: Difference synergy value = |actual synkrgsl — new synergy level|
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expected for these three combinations. The higheratio valu€®, the higher is the
resistance expected for the implementation pA¥se.

The entity number identifies which synergy categand which synergy enabler is
regarded. The difference of the synergy levelsnly applicable if the same synergy
was used in the past on a different synergy levabt applicable the value is zero.

It is of importance that all entities for one sygmemhich should be implemented are
assessed as a unity because the entities migh¢mnui each other. This fact is primarily
of significance if entities are changed or addedcerEthough the synergy category, the
difference between the actual and ideal synergelle@and the time required to
implement the synergy can often be regarded asveleonstant values for a specified
synergy potential®®the synergy enablers can still be adapted to¢lees Additionally,
synergy enablers can i) influence and ii) complemeach other in a way which
changes the total degree of difficulty to implemtn& synergy potential. The following
example explains this connection:

A car manufacturer assembles cars and has a preps lsody shop, paint shop and
assembly main department. Each main departmentistensf departments, the
departments consist of groups. The maintenanceboits is carried out in each group of
the main departments, the robots are not standatdizhe synergy potential is the
centralization of the robot maintenance for all mdepartments. The top management,
in this case the plant managing director and then rdapartmental directors, are not
informed, thus no top management support is exfdecfEranslated to the
implementation degree of difficulty model the ressilas follows:

Synergy to| Synergy category Synergy enabler Difference synergy] Time required D
be level
implemented| number Weighting | Value | Number | Weighting | Value | Weighting Value | Weighting Value
factor factor factor factor

Central robot| 1 9 9 11 9 9 7 3 3 3 192
maintenance

2.1 9 9 9 1 7 9 225
Synergy 1), 417
Totaly 417

Table 25: Example synergy implementation withopt teanagement support

Now the same starting position is changed by camwgithe top management of the
need of implementing this synergy. All top managassimit to the synergy idea and

4% Total Y / amount of entities
401 An example for this model is given on the follogipage.

402 | jkewise the synergy is adapted.
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hence support the implementation phase and allssacg steps involved. The other
preconditions stay similar. The matrix changesollews:

Synergy to| Synergy category Synergy enabler Difference synergy] Time required X
be level
implemented| number | weighting | value | Number | weighting | Vvalue | Weighting Value | Weighting | Value
factor factor factor factor

Cer_mal robot | 1 9 9 11 9 3 7 1 3 3 100
maintenance

2.1 9 1 9 1 7 1 34

3.3 2 -9 -18
Synergy 1) 116
Total ). 116

Table 26: Example synergy implementation with tggnagement support

The result of the example above shows that the supyd top management has a
positive influence on the entire implementationgess of the desired synergy. This
positive is visible in the matrix by means of ietimegative value — 18 and ii) the

changed values for most of the other entitieshis $pecific example the value for the
centralization was changed, because the decisionentralize the departments is
supported from the top management; thus no additisaevere resistance is expected.
The same argumentation is true for the value ofdifference between the synergy
levels; since the top management wants the chamg minor resistance is expected.
The value for the standardization of equipment veakapted because the top
management support also facilitates the purchasirgjandardized equipment for the
new centralized robot maintenance department. Bectne standardized equipment can
be purchased immediately based on the top managesupport, the value of the time

required is adapted.

After this example has shown the principle of thedel, general considerations about
the model are introduced. The added value of th@ementation degree of difficulty
model is that depending on the value resulting fittwn single entities or sums, this
value can be used to i) decide if the synergy pi@teshould be implemented or not, ii)
decide if the synergy category needs to be addptsignplify the implementation of the
synergy and iii) indicate that additional suppaetifactors or synergy enablers are
required to simplify the implementation phase.

The procedure for implementation should alwaysobe t

Identify absolute show stoppers regarding the siegtities
Identify how the sum of each synergy potential baroptimized
Identify how the sum of all synergies can be optedi

Define which synergies should be implemented

Define an implementation scenario

Implement the synergy

ok wWNE

In the first step, show stoppers, i.e. entitieshwiite value ten, are identified. If show
stoppers exist, it needs to be questioned if ti@amentation of this entity is required,
or if the synergy can be used without it. If itnet required, the entity is eliminated
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from the list; if needed, a substitution elemeniniplemented®® In case it is required
one can i) proceed with step two, if a potentiasesxto optimize the show stopper or ii)
proceed with step four, if no potential exists pimize the show stopper.

Step two identifies which potential of optimizatios available to reduce the sum of
each synergy potential. This is done first by goestg if the contribution of single
entities, such as the synergy enabler, could bem@sd and subsequently by
questioning if the unity of all entities allows foptimization. This step supports to
ensure that all supportive synergy enablers wekentanto consideration and that the
proper synergy category on the right level was niefifor enabling the beneficiary
effects for the organization. Asking this questisnof importance because desired
synergy effects can also be enabled partially vater efforts based on the adaption of
synergy categories or levels. If, for instance, siipergy category is changed from an
operational synergy to a knowledge synergy, sinfjggause the main desired effect
results from knowledge transfer and not from themiomation of activities, the
implementation phase is considerably facilitatettdad of requiring centralization as
synergy enabler, regular meetings can be instatleehable the desired effect. In the
same way additional synergy enablers, in particaléertiary synergy enabler, can be
supportive for minimizing the implementation effoin this stef®

The same logic is followed in step three with th#fedence that the entity of all
synergies is regarded. Regarding the entity intemidito the single synergies which
should be implemented is of importance becausesrdbpg on the number of synergies
and the effected organizational area, they all ifanfluence each other, such as the
single entities of the single synergies do andbe) bundled to one implementation
project. In the second case additional tertiaryesgy enablers, in particular a combined
change management, can support the implementatasegremendously.

The decision about the extent of change manageeftoarts should be based on the
level of difficulty determined by means of the irapientation degree of difficulty
model, and the extent of the implementation ondiganization. Essential facts about
change management are introduced in chapter 2.6 remsdl to be taken into
consideration in the implementation phase. Whiclheffacts are used to support the
implementation phase, is to be decided case-depernidewever, the persons in charge

%3 Note that the elimination of one entity, such asréiary synergy enabler, can affect the otheueslin
the scoring matrix.

%% In case the synergy potentials were identifiecepehdently, by different persons, and the synergies
were adapted in the previous steps of the synengjeimentation phase, the fit between all synergies
needs to be ensured. The fit between the singlergigs is part of the synergy analysis and
assessment. Compare chapter 5.4
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of implementing the synergies should be aware efctange management facts as well
as the challenges involved.

Based on the previous steps, the definition abotiichv synergies should be
implemented is made. This step does not recongidiee synergy itself is desirable —
this was already assessed and validated in theiopiestep — but if the desired
synergies are able to be implemented or not. linasktoppers exist which cannot be
eliminated or the degree of difficulty is still tdugh, even though approaches for
optimization were taken into consideration duringe tprevious two steps, the
implementation should be avoided because the tisk&il are high. For all other

synergies the implementation can take place.

In the following step five a detailed implementatiscenario is defined. This scenario
considers the previous steps — in particular whHeinge management efforts are
required — and defines how and when the synergiesimplemented and who is
responsible for the implementation process.

Depending on the extent of the synergies to beamphted and thus the amount of
organizational units involved, a parallel approachecommended for complex projects
to enable the fastest possible implementation. n&liy work packages with clear
responsibilities, known interdependencies betwbentork packages and deadlines are
a strict requirement for a successful implementapbase. For being able to satisfy
these requirements, a top down definition procedwigch involves all parties
concerned is compulsory. The implementation phdssuld make use of project
management tools which satisfy the requirementgioresd above.

Even though the definition of the single work pagpésiis case-dependent, the synergy
enablers can support this procedure. Complex syrierglementation projects tend to
have prerequirements which are reflected as spepiimary, secondary or tertiary
synergy enablers. Especially the exchange of krihydeabout specific topics between
organizational units and the definition of commonanslards are common
prerequirements in complex synergy projects. Tlius,table of synergy enablers on
page 191 can be used as an indicator for the tdefirof work packages.

Regarding the responsibilities for the work paclagethe projects, it is recommended
to assign persons belonging to a management levelhave the competences to decide
for changes in the affected area. Subprojects eaddfined and delegated to lower
management levels, but not the responsibility. lldethese persons have experience
with the content work package, while at the samme tihey have no need to manipulate
the results in their personal favr.

“% For instance, if a potential result of the synenguld support reaching the personal target measure
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Along with known project management tools the failog interrelationship matrix can
indicate the essential inputs and outputs betwkersingle work packages and can be
filled quickly. Thus, it can be used even in worlsh to derive the first necessary steps
without producing double or unneeded work.

WP1 WP2 WP3 WP3
WP1 Input from “ Outputto| Inputfrom Outputtp Inpubf | Output to
WP2 Input from | Outputto| Input from  Output tp
WP3 Input from | Output to
WP4

Table 27: Work package interrelation matrix

Also, this matrix is dependent on naming the exaputs and outputs including
essential details, a target date and responsggilitHowever, this matrix is only a
supportive tool and all entries should be transféinto a project management tool.

After the work packages and responsible personslefired, the synergies need to be
transferred into practice in step six. It is recoemaled to track the progress of the
project on a regular basis on the appropriate tdbreal level. This way ensures a quick
response time if problems occur in the implemeatagihase.

After the synergies were implemented, the synergptrolling makes sure that the
synergies make the required contribution to theawization. The following chapter
deals with the synergy controlling.

5.6 Component Four: Synergy Controlling

Once the synergies are implemented, it is impotiargxamine if the desired synergy
effects actually benefit the company in the desiegtent. Thus, a synergy specific
target management and controlling need to be imgriéed. This role is taken on by the
synergy controlling which is the fifth component thfe Process Oriented Synergy
Model. Whether this component has an institutiameracter or is carried out by other
persons is case dependent.

Because a detailed and generally applicable confzepsynergy controllind® was
already developed by Biberacher, the design ofva synergy controlling concept is
omitted in this thesis. Biberacher’s controllinghcept can be fully integrated into each

4% Biberacher J. 2003 pages 343 - 527
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organization and builds upon known business measunégch are also combinable with
the Process Oriented Synergy Management model. TBibgracher's synergy
controlling concept is to be used as the basishisrthesis. However, since Biberacher
did not combine the concepts of synergy managermeditprocess orientation, as this
thesis does, specific consideration about this coation for the controlling need are
introduced in this chapter.

In the following the most essential aspects of Bibker's synergy controlling concept
are introduced, followed by the derivation of sfiecirelevance for the process
orientation perspective of this thesis.

After the i) derivation of requirements towards esgy controllind®’ Biberacher differs
between ii) strategf and iii) operative synergy controlliffj and iv) discusses the
organizational implementation of synergy contrajlf°

In summary, therequirements of a synergy controllingg the combination of

informative, planning, controlling and monitoringunictions using strategic and
operative means for all activities concerned wehlizing synergies. These forms of
synergy controlling are shown in the following frgu

Strategic Operatives
synergy controlling synergy controlling
\ Separation >

Checking for

f Realization of
alternatives Planning 2 Recalculation
separation
for activities

\/

Strategy
deve\orV

Synergy management

Partner search Planning Realization Recalculation

S

Controlling

407 Biberacher J. 2003 page 343 - 389
408 Biberacher J. 2003 page 391 - 424
409 Biberacher J. 2003 page 427 - 522
410 Bjberacher J. 2003 page 524 - 527
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Figure 33: Forms of synergy controllitg

Strategic synergy controllings responsible for i) supporting the planning tategic
synergy management, ii) creating and maintaininghaf systems for the strategic
planning and controlling of synergies, iii) suppagtand coordinating the conversion of
strategic synergy planning into operative synertgnping and iv) establishing and
performing the strategic control of a synergy den strategy. The following
instruments for ongoing strategic planning in sgyecontrolling are determined by
Biberacher:

Target Analysis Forecast Strategy Evaluation andg
formulation conception selection
Target system = Environment Quantitative Overall  corporate | Quantitative
* Means-purpose analysis | processes strategy processes
relation * Resource analysis| ', pogression = Market/ = Comparison  of
= Linkage of| " Analy3|s of further analysis competence costs
synergies with thg Intra-corporate = Simulation portfolio = Comparison of
target system vig  [actors . = Trend analysis = Segmentation profit margin
driver trees ' Sé’:‘t%?gan(;rl'egtsed Qualitative matrix = Investment
Process for solving| , pSynerIgy ys! processes - Syne_-rgy-value calculation
target conflicts identification = Scenario matrix methods
= Target weighting,|  heuristics technology Business unit| * Simulation
lexicographical » Gap analysig§ * Morphological strategy . ncqeti;ck))ds it
order considering analysis = Synergy osl- enetl
= Adhering to|  synergy » Relevance  tree identification anaysis
demand levels o method heuristics V‘E_‘lu? analysis
one target with ar = Analysis of the| Qualitative
increase of anothe benefit/ value| processes
= Minimization of added potential = Scoring models
derivations of = Synergy-based = Profiles
targets generic = Check lists
competitive
strategies
Functional area | Methods for
strategy strategic positioning
= Purchasing market = Portfolio
portfolio technologies
= Technology = Strategic balance
portfolio Methods for
assessing the risk
= Sensitivity
analysis

= Method of the
critical values

= Break-even
analysis

411 According to Biberacher J. 2003 page 390
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Table 28: Instruments for ongoing strategic plagrimsynergy controllintf?

Operative synergy controllingconsists of top down controlling and bottom-up
controlling. The first category includes the plamiof the synergy effects, basic
approaches for the controlling of synergy effedach as discounted cash flow,
economic value added and cash value added, andbltiogt the synergy effect. The

second category comprises tasks for the controingmeasures in synergy controlling,
such as action planning, budgeting, progress cbatrd budget control, the objects of
the controlling of measures, such as R&D contrgllippurchasing controlling,

production controlling and management controllirzgyd the implementation of a
synergy score card, which is shown below.

Cost/ Performance-

Oriented Synergies

Which synergies contribute to
reduce costs / increase income?
How high is their value added?

Market / Customer

Internal Processes

Cost Leadership/ Differentiation

In which processes do cost-reducing .
/ performance-increasing synergy Synergies
potentials exist? How can they be

realized? S“nerii Driver

N Measures f

Future Perspectives ! B Projects

. : . Which measures are to be taken
Which synergies create options for it whereand hows hera i
activities for the future? Which d '

Furctlons have:te be lnksdfor 12 resistance expected? How is this to
E be organized?

Which synergy potentials can
increase customer benefit / reduce
costs without customer benefit?

Figure 34: Perspectives of the synergy control t&rd

According to Biberacher, the KPI's for productiaonérolling are:

Scope Key figures

Synergy effect on production costs Personnel costs in the production [activity vargnc

Material costs (additionally, e.g. costs for reg@¢tolume variance]
Energy costs

Process costs

Fixed costs variance

Synergy effect on production volumg = @& volume produced per time unit
@ capacity utilization

@ lot size

412 Biberacher J. 2003 page 400
“3Biberacher J. 2003 page 506
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Synergy effect on productivity = Productivity
= Material productivity
= Labor productivity

Synergy effect on production quality Error rate (parts per million)
Number of customer complaints
Downtimes due to disturbances

Relative quality (compared to competitors)

Synergy effect on  production = Set-up costs
flexibility = Set-up times

= Number of versions produced
Synergy effect on production time = Downtimes

= Throughput times

Table 29: Production controlling Kf'gll4

Additionally, Biberacher introduces the synergyeated control through incentive
systems. His perspective on a hierarchical synerggntive system is shown in the
following figure.

Involved Parties Measurement Parameters Relation

Group
Executive
Board

. . - Value added of the business unit - Target values, market values
Business Unit - Cost / performance-oriented - Target values, previous year values
Directors, Project . ‘
Managers
- Value driver - Target values, previous year values
Management of the Functional Areas - Synergies in the Functional Areas - Target values, previous year values
and Perhaps Employees - Synergydriver - Target values, previous year values

Figure 35: Hierarchical incentive systems for sgies'°

Because of its central importance two approacheshwban be used for synergy
controlling means are presented in a separate apterh

5.6.1 The Synergy Maturity Model

This chapter introduces the main characteristicichvineed to be taken into
consideration for synergy measures, or synergy l&Rd#] additionally introduces the

“14Biberacher J. 2003 page 493
“1>Biberacher J. 2003 page 518
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synergy maturity model. As indicated in chapter8Bthe same principles by Hammer
and Hershmah® which are valid for business process measuredeaapplied for the
definition of synergy measures. The reason ishb#t concepts support each other and
the principles, specifically for business processasures, are generally valid for both
concepts. Thus, these principles are to be usedth®ridentification of synergy
measures.

Besides basing synergy measures on the findingsdunted by Hammer and Hershman
synergy specific contents need to be taken intsidenation. Based on the fact that
synergies can stem from a wide variety of synergyrees, it is required that the

specific, aimed synergy effect is always reflected the measure. Thus, it is

recommended to derive a synergy category spedatficwhich is used for the same
synergy category in different applications. Openadil synergies, for instance, which
are based on the combination of previously independctivities, usually should result

in savings of human resources, optimized throughipugs, reduction of double work

and optimization of quality. Thus, the synergy meas should be able to reflect these
facts and determine if a positive correlation ieed&able resulting from the synergies.

In addition, synergy measures need to reflect diea iof the synergy balari¢éwhich
implies that the utilization of specific synergen hinder, or weaken the simultaneous
utilization of other synergies. The resulting siginam the synergy balance needs to be
reflected in synergy measures. Thus, not only iheed synergy effects need to be
measured, but also side effects which are accoragdnyi this synergy effect need to be
regarded by means of counter measures. If, foramest, organizational units are
centralized to enable a specific operational syneftect, counter measures need to be
installed which reflect the lost synergies whichreveoresent in the decentralized
solution.

The combination of a synergy measure and a coumngasure ensure on the one side
that the aimed synergy effect factually resultshi@ intended benefits and additionally
that these benefits exceed potential synergy losgegh were caused by the
implementation of this synergy.

Besides using synergy measures, it is recommemdedke use of a maturity model for
being able to detect how the organization adagtedsystematic synergy concept. A
valuable source for such a synergy maturity mo@&WNI) is given by Michael
Hammers process and enterprise maturity model (PEMMHowever, since this

“1® chapter 3.3.4.1 and Hammer M., Hershman L. 204@ 68 ff. and 96
41" Compare Figure 32: Synergy balance

“18 Compare chapter 3.3.4 and Hammer M., Hershmaf12 pages 289 ff.
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maturity model was not developed to assess syrsrgie adaption of the maturity
model for synergy needs is necessary. In the fatigvthe SMM developed by the
researcher is presented. It is based on the PENMMnbludes synergy relevant content
against which the synergy maturity of the orgamirais assessed.
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S-1

S-2

Existent and potential synergies are not
identified yet. Functional managers do

Existent and potential synergies have be

ENn

n

nt.

Df

—

b

=

o

Purpose only use the synergy concept by identified within the organization in order
coincidence for functional performance | to optimize performance.
improvements.
DESIGN
The documentation of synergies is There is documentation in terms of a
Documentation primarily functional, but it identifies the synergy map including existing synergies
interconnection among the organizations| and synergy potentials with their according
involved in synergies. synergy categories and level.
Performers can name the process they | Performers can describe the process’s
Knowledge execute and identify the key metrics of it$ overall flow including synergies which arg
performance. used according to the synergy systemati
PERFORMERS Skills Performers are skilled in problem solving| Performers are skilled in teamwork, the
and process-improvement techniques. synergy systematics and self-managemse
Performers try to follow the process and
Performers have some allegiance to the | synergy design, even though it is differer
Behavior process and the synergies involved, but | to the prior functional perspective and
owe primary allegiance to their functions| includes the cooperation with former
unrelated colleagues.
. Lo Enterprise leadership has created an
The synergy manager is an individual or R official synergy manager role and has
\dentity group '”fom?a”y char_g'ed ‘.N'th |dent|fy|n_g filled the position with a senior manager
and enhancing the utilization of synergies. e
who has clout and credibility.
The synergy manager articulates the
The synergy manager identifies and synergy performance goals and a vision
Activities documents the synergies, communicates ithe future; sponsors redesign and
SYNERGY to all the performers, and sponsors smalll improvement efforts; plans their
MANAGER scale change projects. implementation; and ensures complianceg
with the synergy design.
The synergy manager lobbies for the The Synergy manager can convene a
. . synergy identification team and impleme|
Authority synergy but can only encourage functiongl .
managers to make changes the new design and has some contro_l oVl
' the technology budget for the synergies.
Human Functional managers reward the attainmenthe synergy design influences role
INFRA- resource of functional excellence and the resolution definitions, job descriptions, and
STRUCTURE Ssvstems of functional problems in a synergy competency profiles. Job training is base
Y context. on process and synergy documentation.
. . i .tSynergies have metrics derived from the
N Synergies have some basic cost and qug “é/ O
Definition measures xplicit synergy category and the effect
’ they are aiming for.
HETRISS Managers see the synergy metrics to tra¢ckManagers use the synergy metrics to
Uses its performance, identify root causes of | compare its performance to benchmarks

faulty performance, and drive functional
improvements.

best-in-class performance, and customer|
needs and to set performance targets.
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S-3

S-4

S-1

S-2

S-3

S-4

Existent and potential synergies are
analyzed and validated, a fit between all
synergies is established, action plans arg
derived, synergy performance measures
defined to control synergies within the
organization.

Existent and potential synergies are
identified, analyzed and validated, a fit
between all synergies is established, acti
Plans are derived, synergy performance

are ! :
measures are defined to control synergie
within the organization as well as with
external partners.

The synergy maps of all organizational
units are matched with each other,
comparable organizational units follow thj
same synergy map, deviations shall be
justified.

An electronic representation of the syner
map supports the synergy management

e including performance measures which
allow for analysis and synergy
reconfigurations.

Performers are familiar with both
fundamental business concepts and with

the drivers of enterprise performance. Th %

can describe how their work affects othe
processes as well as synergies and what
role they play for the enterprise’s
performance.

Performers are familiar with the
nterprise’s industry and its trends and ¢
describe how their work affects
interenterprise synergies and performang

]

Performers are skilled in business decisi
making and able to identify synergies an
synergy potentials.

rPerformers are skilled at change
I management, change implementation an
synergy management.

Performers strive to ensure that the proc
delivers the results needed to achieve th
enterprise’s goals.

Performers look for signs that the proces
PSS )

[ “and the synergies used should change, 3
" they propose improvements to the proce:

and synergy utilization.

The synergy comes first for the manager
terms of time allocation, mind share, and
personal goals.

inThe synergy manager is member of the
enterprise’s senior-most decision-making
body.

The synergy manager works together wit
other synergy managers to integrate
synergies to achieve the enterprise’s gog

The synergy manager develops a rolling
strategic plan for the process, participate
hin enterprise-level strategic planning, ang
collaborates with his or her counterparts
Isworking for customers and suppliers to
sponsor interenterprise synergy
management activities.

The synergy manager controls the IT
systems that support the utilization of the
synergies and any projects that change t
utilization of synergies and has some
influence over personnel assignments an
evaluations as well as the synergy budgg

X The synergy manager control’s the syner
%udget and exerts strong influence over
dpersonnel assignments and evaluations.

t.

Hiring, development, reward, and
recognition systems emphasize the syne
needs and results and balance them aga
the enterprise’s needs.

Hiring, development, reward, and
recognition systems reinforce the

portance of intra- and interenterprise
Collaboration, personal learning, and
organizational change.

n

The synergy metrics have been derived
from the enterprise’s strategic goals.

The synergy metrics have been derived
from interenterprise goals.

Managers present the metrics to synergy
performers for awareness and motivation
They use dashboards based on the metr
for day-to-day management of the proce
and synergy.

. Managers regularly review and refresh th
cprocess metrics and targets and use the
sthe strategic planning.
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ES-1

ES-2

The enterprise’s senior executive team
recognizes the value of using synergies |

At least one senior executive deeply
understand the synergy concept includin
uthe synergy systematics, understand how

b

=]

~

ge

s to

Awareness has only a limited understanding how to | the enterprise can use it to improve
manage those. performance, and what is involved to
implement synergy management
The leadership of the synergy program i L A senior executive has taken leadership
LEADERSHIP Alignment in the middle management ranks. and responsibility for, the synergy
program.
A senior executive has publicly set
. A senior executive endorses and invests insynergy-related pe_rformance goals and i3
Behavior : ; prepares to commit resources, make deg
operational improvement. ;
changes, and remove roadblocks in orde
to achieve these synergy goals
. . . The enterprise commonly uses cross-
Teamwork Teamwo_rk Is project focused, occasional functional project teams for improvement]
and atypical.
efforts.
CULTURE
. There is growing acceptance in the R
Attitude toward - | Employees are prepared for significant
change enterprise about the need to make mOde°tchange in how work is performed.
change.
A cadre of experts has skills in synergy
A small group of people has a deer managemen; _and the s_ystematm; behing
People S . they are additionally skilled in project
appreciation for the power of synergies. S
management, communications, and cha
management.
EXPERTISE
The enterprise uses one or more
hodologies f Vi ) Synergy management teams have acces
Methodology methodologies for solving execution a basic methodology for synergy
programs and making incremental management.
improvements.
. . o The enterprise has developed a completg
GOVERNANCE Synergy map The enterprise has identified some synergy map, and the senior executive

synergies.

team has accepted it.

h
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ES-3

ES-4

ES-1 ES-2 ES-3 ES-4

The senior executive team views the
enterprise and its surrounding in synergy
terms and has developed a vision of the
ideal synergy configuration.

The senior executive team sees its own
work in synergy terms and perceives
synergy management not as a project bu
as a way of managing the business.

There is a strong alignment in the senior
executive team regarding the synergy
program. There is also a network of peoq
throughout the enterprise helping to
promote synergy efforts.

People throughout the enterprise exhibit
leenthusiasm for synergy management an
play leadership roles in synergy efforts.

Senior executives operate as a team,
manage synergies and are engaged in th
synergy program.

The members of the senior executive ted
perform their own work aligned with the
synergy concept, cooperate with externa
corporations to achieve synergies, includ
synergies in strategic planning and new
business opportunities.

D

Teamwork is the norm among synergy
partners and is commonplace among
managers.

Teamwork and synergy exploitation with
customers and suppliers is commonplacq

Employees are ready for major
multidimensional change.

Employees recognize change is inevitabl
and embrace it as regular phenomenon.

A cadre of experts has skills in large-scal
change management, synergy managen
and enterprise transformation.

Substantial numbers of people with skills
in synergy management including the
le systematics, implementation, project
entanagement, and change management
present across the enterprise. A formal
process for developing and maintaining
that skill base is also in place

The enterprise has developed and
standardized a formal process for synerg
management including the synergy

systematics and has integrated it with a
standard process for process improveme

Synergy management has become a cor
competence and is embedded in a formg
system that includes environment
scanning, change planning,
implementation, and synergy-centered

ntl Pem:
Innovation.

y

The enterprise synergy map has been
communicated throughout the enterprise
used to drive project prioritization, and is
linked to enterprise level technologies an
data architectures.

The enterprise has extended its synergy
imap to connect it with those of customer
suppliers and other external partners. It

d also uses the map in the strategy
development.

Table 30: Synergy maturity model (SMM)



220 | 5 PROCESSORIENTED SYNERGY MANAGEMENT IN PRODUCTION ENVIRONMENTS

The synergy maturity model is designed as the gooeaturity model. It reflects the

maturity of the synergies (S1-4) as well as theuniigt of the enterprise regarding the
systematic utilization of synergies (ES1-4). BasedHammer, the redefined SMM

accounts for making the change with the synergy utesd(S1-4) and sustaining the
change with the enterprise synergy modules (EST#¢. numbers reflect the level of

progress of the organization in the systematic igynehange process from one — just
getting started- to four — best in class-.

The SMM, as the PEMM can serve as a roadmap toeimmgt a systematic synergy

management, or process orientation, in organizatiddince both do not occur

overnight, these models are able to support théemmgntation phase until all relevant

changes are made. It is important that all primgpincluded in the model are

implemented; the nomination of a synergy managéraui changes in human resource
systems or metrics do not enable the corporatiogsystematically manage synergies.
Especially larger companies, which usually canmoplement systematic synergy

management simultaneously in all organizationatsyrare dependent on a systematic
implementation scenario which includes the knowéedfout how far the single units

proceeded. The SMM supports gaining this knowledgd enabling a successful

implementation and utilization of systematic symesg

After the synergy controlling content was introddicen this and the previous
subchapter, the approach for systematic synergyagement, including i) synergy
identification and characterization, ii) synergyabis and validation, iii) synergy
implementation and iv) synergy controlling, is fimad. In the following the BMW
case studies, which supported the findings inttiesis, are introduced.

5.7 The synergy management procedure in a nutshell
The previous subchapters described the single elsmef synergy management,

starting with the identification of synergies. Tleisapter summarizes the procedure for
managing synergies as follows.

Awareness:
Existentand Potential Synergies

Decision:

\ Analysisand Validation /
Focus Implementation: Focus
\ Optimal Synergy Enabler /
Utilization:

\ Synergy Controlling /

Figure 36: Synergy management in a nutshell
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The synergy management process starts witlwarenessabout existent ant potential
synergies within the organization. The tools forngmating this awareness are
introduced in chapter 5.3, including the definitiohprocesses as initial point for the
synergy identification procedufé&’ the definition of synergy categorféSand synergy
levels?* whose combination result in the two-dimensionahfework for the synergy
identification??* The extension of this framework with the synerggier§® results in
the three-dimensional framework for synergy chamration?** While the two-
dimensional framework identifies which potentiatlaexistent synergies are present, the
three-dimensional framework additionally shows hbese synergies are enabled.

Following this procedure the synergy manager:

= Defines all processes in a given organizationairenment,

» Dedicates potential and existent synergy categtwiesch process, and

» Dedicates the existent and/or optimal synergy ldgethe process - synergy
category combination.

For the synergy characterization he additionally:

» Dedicates the synergy enabler to all process —rgyreategory - synergy level
combination.

The result is a listing of existent and potentialeygies in a given organizational unit.

Therefore, the organization has the preconditiodetiine which potential synergies are
valuable to be implemented. The tools for ttexisioamaking process are introduced
in chapter 5.4. They support the user i) to vaéd#te synergies in a broader
organizational context by means of the synergy ddser matrix*?> which reflects the

effect of each synergy on predefined cost drivarg] ii) to ensure a fit between the

4195 3.2 Processes as Initial Point for Synergy lifieation
4205 3.4 Synergy Categories
4215 3.5 Synergy Levels

422 5.35.1 The Two-Dimensional Framework for Synetdgntification: Combination of the Synergy
Category and the Synergy Level

4235 3.6 Synergy Enabler
4245 3.7 The Three-Dimensional Framework for Syne®fgracterization in Production Environments

42> Table 20: Synergy cost driver matrix
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synergies by means of the synergy fit matffavhich rates the mutual influence of all
synergies.

Following this procedure the synergy manager:

» Defines the weighting factors for each cost driver,

» Rates all potential synergies against these costrdry

* Predefines which potential synergies should beemgeinted,

= Identifies if these predefined potential synerdiewith each other, and
» Decides which potential synergies should be implaste

The result is the definition of which of the potahsynergies should be implemented.

After the decision is taken which synergies aredéamplementedchapter 5.5 supports
the design of the proper implementation scenariggstioning and thus optimizing
the use of the right synergy enablers by meankeiriplementation of the degree of
difficulty modef?”. Additionally, the interrelations between all dimgvork packages of
the entire synergy implementation projects arefiar*?®

Following this procedure the synergy manager:

= Defines the weighting factors,

» Rates the synergies to be implemented againstetped of difficulty,

= Optimizes the implementation scenario of the syiesrdy defining proper
synergy enablers,

= Defines the synergy enablers for each synergy wikith be implemented, and

» Defines work packages for the implementation ofsyreergies.

The result is the awareness how the potential giggewill be implemented.

When the synergies are implemented and in usey ttmntrolling becomes of

importance for ensuring their positive contributidm the organizations. Synergy
controlling is introduced in chapter 5.6. As pdrtlee synergy controlling the synergy
maturity model is introduced in chapter 5.6.1. Thedel supports the organization to
identify its synergy maturity level based on thenfieworks introduced in this thesis and
aligned to the process and enterprise maturity iodey Michael Hammer. Thus, both

42 Table 22: Synergy fit matrix
42" Table 24: Implementation degree of difficulty mbde
428 Table 27: Work package interrelation matrix

42 Table 13: Process and Enterprise Maturity Model
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models can be used to identify the organizationturity of process orientation as well
as synergy management.

Following this procedure the synergy manager:

= Defines proper controlling KPI for validating th&fextiveness of the synergies,
and
» Rates the synergy maturity level of the organizatio

The result is the performance measurement of tipdeimmented synergies as well as the
indication how mature the organization managesrgyes

After the introduction of the synergy managemermicpdure in this chapter, the three
case studies which were used for the validatiotheftheoretical background and the
design of the synergy management approach arenpeelse
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6 Case Study Research

6.1 Introduction and General Consideration

This thesis is supported by the researcher’'s macgxperience in synergy-related
issues within the BMW Group gained during projestsich are dealing directly with
the topic of synergy management. It is also sugpoobty insights into synergy-related
topics acquired by his work experience at BMW imiasas positions. The insights and
results are an integral part of the correspondimgpters in the thesis. In particular the
synergy identification procedure presented in odrapt3 was developed, advanced and
applied in all three case studies.

In the following chapters, a general overview abitngt BMW Group, the single case
studies and the results of these case studiesvén.gbubchapter 6.2 gives a general
outline of the organization of the BMW Group indlogl process orientation as a
specific organization form. Subchapter 6.3 intraghuthe three case studies. Subchapter
6.4 presents additional insights from the caseissudhich are relevant for a systematic
synergy management in accordance to the PrOSyMresin this thesis.

6.2 The Organization of the Object of Investigation

The BMW Group is functionally organized in eightigdions i. Sales and Marketing ii.
Development iii. Finance iv. Corporate ManagementPurchasing and Supplier
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Network vi. Human Resources vii. Production viiilNil, Motorrad, Rolls-Royce**°
Each division is represented in the BMW Group bo&rdaddition to the line functions
which exist in each BMW division, the group is stured into product linéd" and
modules which act as a matrix organization in h&ecstudy-relevant organization. The
former, product lines, consist of single car prtgesuch as 3 Series convertible or 6
Series Gran Coupe, and divide the different prej@tto product lines. The latter are
dividing the car into smaller portions, which asferred to as modules. Product lines
and modules are working across the functional simsand their organizational units.

Besides its organizational structure, the BMW Gralgo features a structure of its
organization according to processes in line with ¢bncept of process orientation. An
overview about process orientation at the BMW Grasipgiven in the following
subchapter.

6.2.1 Process Orientation within the BMW Group

The BMW Group started an initiative, Process Improent to Excellence (PRIME), to
put an emphasis on process orientation. The aplprisabased on the research of M.
Hammer**? The target is to combine and align the functicarad process organization
to achieve an economic optimufii.Due to this basis the researcher had the oppoytuni
to examine the relevance of process orientatiorsyoergy utilization in all three case

studies.
Process orientation in the BMW Group is characseriay:

» The process design being cross-functional witteardiocus on the customer.

» The processes being defined coherently and docedhettt the necessary
degree.

» The process operators knowing their processestaidpositions in the end-to-
end processes.

= Responsibilities for process design and processutiom being clearly defined.

* Process metrics being actively used for performaneasurement and process
improvement.

3% The organizational structure of the BMW group idyodescribed in the needed details which are
relevant for this thesis. The introduction of tleerant organizational units where the case studies
took place is to be found in the corresponding bapter of each case study.

431 Such as LG-Grand Series including cars such a=i@gsS 6 Series and X5, X6
432 Compare chapter 3.3

433 The following introduction is based on BMW intefdacuments.
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= Processes being taken into consideration when idesisare made by the
management.
= |T, HR, target systems and the structural orgaitimegupporting the processes.

According to PRIME, benefits for the BMW Group rigg from process orientation
are:

= Clear responsibilities, process objectives and ggeownership avoiding cross-
functional problems.

» Consistent standards and ongoing measuring of etéfindicators creating
transparency.

» Faster and more efficient processes helping tocedasts and improve quality.

= Consistent processes leading to more synergiesmand commitment in the
cooperation.

All these factors allow for costumer orientatiornttinm the BMW Group and optimize
the competiveness of the company.

All high-level BMW processes are summed up in theVB process model. This
process model includes four customer procédbesich focus on the customer and are
adding value, plus twelve cross-functional enablprgcess€s® on layer 0. These
processes are described in particular on the reyers, which are divided into
structuralandprocedural layersStructural layers represent the hierarchicalkcsting of
the process. Details of the top layer can be foumdhe structural layers 1-3, with the
third layer being optional. Further details arewhoon the procedural layers which
describe procedures and all necessary processheterwes, including: results/events,
activities and process interfaces, referencinggsecoles, controls, application systems
and business objects.

The four customer processes, which cross all fanatiBMW Divisions, are shown on
the next side.

434 Key process is used as a synonym for customeepsda this thesis.

43> The terms enabling process and support processsackas synonyms in this thesis.
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Idea to Offer (1t0)

“Realises an attractive product offering”

Offer to Order (0tO)

“Wins prospects and customers”

Order to Delivery (0tD)

“Provides the product for the customer”

Delivery to Customer Care (DtCC)

“Assures customer care and initiates customer loyalty”

Figure 37: BMW four customer processes

I. The goal of the Idea to Offer (ItO) processaoptimize time, cost and quality in the
product development process. This target includesrass-functional process steps
beginning with the strategic initiation of a protldi@mily or product and ending with
the successful market launch. This end-to-end vsean extended scope in comparison
to the existing product development process (PEP).

Process metrics:

= Concept Quality
Design problems after 90 days of ownership
= Absence of Defects
Problems experienced within the last 12 monthsaafeyship
* Innovative and Successful Design
Achievement of design leadership
= PREP"™Fulfillment
Increasing customer satisfaction
» Modifications before/after SOP
Considered modifications 6 months before/after SOP
* Time to Market
Development time
» Fulfillment of Product and Project Targets

38 produkteigenschaftsprofil — Product Feature Reofil
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» Process Maturity
Measuring process maturity level as defined by Mmithef*’

ii. The target of the Offer to Order (OtO) procéss$o successfully selling products and
services, starting with the marketing communicatiod ending with the placing of the
actual order. The process includes all activitiesthwregard to marketing
communication, planning and execution of custore&tionship management activities
in sales, the selling processes of retailers,idigion and sales management.

Process metrics:

= Brand Strength Index
Brand strength of BMW and MINI in relation to thedh competitor

= Customer Satisfaction Sales Process
Customer satisfaction with the overall sales precascluding pre-sales
activities.

» Retail Target Fill Rate
Share of relevant customer orders compared td tatgets for each of the next
3 months.

= Built-to-Order Rate
Share of built-to-order vehicle orders on overaitless. A vehicle order is
regarded as built-to-order when it is allocatedatoustomer who will become
owner of the vehicle in status “order freeze”

» Transaction Prices/Cost of Retail
Comparison of sticker prices to the “real” trangatprices.

= Conquest Rate
Share of BMW (or MINI) buyers who have not had a WMor MINI) as
previous car

* Process Maturity
Measuring process maturity level as defined by Mmiher

iii. The Target of the process Order to Deliverytidpis the efficient provision of
products for the customer at the right place aredrtght time, based on the orders
placed by OtO. The process starts with the signetiomer order and ends with the
supply of the product to the customer through #tailer.

Process metrics:

= Delivery Reliability
Ratio of the number of deliveries made without ampr regarding time

43" Compare chapter 3.3.4
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= Delivery Quality

Delivering the product as specified and expected bystomer
= Costs per Unit

Accumulated costs of the OtD process divided bysgiecific number of cars
= Days Stock Cover

Determines how long cars will be in stock, undabkt market conditions
= OtD Availability

Fulfillment of specifications concerning the protiand the delivery
= Delivery Time

Average time between placement of an order andetgli
= Process Maturity

Measuring process maturity level as defined by Mmiher

iv. The target of the Delivery to Customer CareGD) process is to create customer
care by satisfying the customer's desires and ne@tiat means to constantly
reintroduce them to the OtD process for being dblesell additional products and
services. The process includes all activities dfvdeng the product to the retailer,
customer care, creating loyal customers and crekisigs during the life cycle of the
product.

Process metrics:

= Customer Satisfaction Customer Care
Customer satisfaction with the overall customee gapcess
= Loyalty Rate
Share of BMW (or MINI) customers who have repuretha BMW (or MINI)
» Retention Rate Retail Finance
Share of retail finance customers with terminategsé or loan contracts that
have re-signed a retail finance lease or loan aontr
= Cross Selling Household
Share of BMW and MINI cars in the household’s garag
* Process Maturity
Measuring process maturity level as defined by Mmiher

The process metrics mentioned above influence #fewor of employees and the
organization. They support a cross-divisional pectpe by defining end-to-end
measures from the process perspective. Additiontily are used to define needs for
action, to set targets and to trigger cross-dimaiomprovement activities.

Examples for the next process level are shown eméxt side.
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Comprehensive Enabling Processes

Customer processes Business Resource
of the company Management Management

Define require- Detail and verify
ments and requirements and
solution space solutionspace,

Design Implement Launch
solution space product product

Perform marketing communication

Perform sales funnel management Perform sales

Order to
Delivery

~
)
-
[
©
=
=
@
E
S
=
W
S
(&

Customer/Market

Conduct program planning (incl. demand for parts) Plan and control transport

———————— —————————
- Perform customer care
Dellvery to Hand-over product to
customer
custumer Grow and strengthen customer loyalty

Care Manage customer care programme

=
process. process
Figure 38: BMW core business processes level 1

The four core processes are supported by two ewmplpliocesses. The target of the
twelve BMW enabling processes is to support allt@mer or core processes. The
enabling processes are divided into business aadiree management.

Comprehensive enabling processes

Business Resource
Management Management

Figure 39: BMW enabling processes

Business management processes offer central seamceexecute governance
tasks. The following processes rank among thisgrou

= Developing strategy & manage sustainability

= Managing external & internal relationships
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» Managing legal issues & compliance
= Managing corporate auditing
= Managing quality

Resource management processes provide the custathethe necessary resources to
create added value. The following processes rardngrthis group:

= Developing and manage human capital

= Managing information technology

= Performing controlling

» Performing accounting, reporting, taxes & customs

= Managing treasury

= Managing general services, corporate security &estate
» Managing procurement

The standard for Business Process Improvement @MBMW is defined as follows:

nitialization Redeslgr! & Imple_menf Stabilization
/ Preparation / tation /

Figure 40: BMW standard approach BPI

In theinitialization phase, the process is either added to the BMWepsomodel itself,

or it is referred to an existent process withinstprocess model. Weaknesses and
requirements are described in an initial procesgping. It thus provides an orientation
and classification of processes in the generalaratp context.

In theanalysisphase, a reference measurement is conducted, Wwhiehmines process
performance by means of process evaluation parasndtee actual process is recorded
in detail and/or identified with its interface pagts in the existent process model.

In the conceptphase, solution scenarios are developed and dlignh the targets
stipulated in the Balanced Score Card. The targetgss is described consistently top-
down.

The redesign and preparatiophase describes the process in the necessarydével
detail for meeting the requirements of the matugtiel modet*® and for being released

prior to the implementation phase. The procesgseibed in detail; all relevant objects
are named and documented (business object, rdleapplications, key parameters,
results and activities).

438 According to Hammer M., Hershman L. pages 289 ff.
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In theimplementatiorphase, the process release is carried out acgoalithe approval
and release management process. Process resultscoaneunicated. Change
management and training activities have to be sdeddnd conducted.

In the stabilization phase, the process stability is ensured and thdincous

improvement process is supported; the new actualegs is measured frequently with
regard to performance and application. Frequenthrearks and best practices are
initiated. The maturity level defined in the targeinagement is achieved step by step.

With the described organizational initial positithe BMW Group is a valuable object
of study for investigating both, the synergy mamaget in general as well as the
potential to make use of process orientation fonagang synergies systematically.

After the introduction of the general BMW organipatand a detailed presentation of
process orientation within the BMW Group, the thesse studies, which provided
evidence for this thesis, are introduced in thiofaing subchapter.

6.3 The Case Studies

The evidence from the field which is used in thissis was derived from three case
studies which took place between the years 200020%3*° The cases were used for
validating the results of this thesis as well asigle@ng the synergy identification
procedure, introduced in chapter 5. The synergtifieation procedure was advanced
during all three case studies. In the followingg three case studies are introduced in
detail. For a general understanding, the caseesualie presented with the following
contents: general presentation of the time franagk@round, scale of operation, the
objectives and the approaches of the projects #sas¢he organizational structure an
exemplary process landscape and the specific fystfihof the case studies.

6.3.1 Case Study Painted Body Munich

6.3.1.1 General

The case studyainted Body MunicPB) started with the project -optimization of
indirect processes- (Oplp) in June 2009 and endédiciober 2010. This project was a

3% Compare chapter Introduction1.3 Figure 1: Cassiesu

440 Findings which specifically influenced the gendiatlings presented in chapters 2 till 5.
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part of the initiative to optimize indirect proces* in the BMW plant Munich. The
painted body main department decided to use Optactde this problem.

As a PhD student at the BMW plant Munich, the redear played a role within the
project by developing a systematical approach tholy the organizational framework.
Designing customized toolsets for the different jgeb phases, interviewing key
personnel, arranging and preparing workshops agpaping the results of the different
project phases was also an integral part of hikwOplp was also the impulse for the
synergy characterization systematics developed Hey researcher. It was applied
initially in this project and developed further thg this and other projects within the
BMW Group.

— TARGET-Processes
Incl. Owner, KPI

Job Structure Analysis

Verify Target Landscape

£\
\J

Greenfield Approach:
Target Process Landscape

ACTUAL-
-- Process Landscape TM-3 Circle iPod Workshop

L ——s
- ] — ExcelTool

Gathering Process Data

Evulutionary Steps towars Synergy Management

Process Portfolios

Figure 41: Project Oplp — steps

Figure 41 gives an overview of the different phdséewed in the Oplp project. On the
left side the conceptual and methodical initialpeifor the correspondent projects
phases are shown. In the first project phase ihalipoint from another project in plant
Munich was employed; in the other phases the Ing@nts were the results of the
previous step. The blue steps show the process#weirspecific project phase. The
overall target of the project is indicated on tbp of Figure 41: a TARGET process
landscape with synergy optimized, waste-reducedgsses including the nomination of
process owners and process KPI for the entire gaibbdy process landscape.

4! ndirect processes do not create a directly peatéé value for the end customer of the BMW Group.
Such processes include, amongst others, qualityageganent, maintaining equipment, or controlling
operations.
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The researcher focused on the concept of procésstatior!* from the beginning of
his thesis. Accordingly, the Oplp project was ieficed by process orientation from the
first day. The application of this concept in allpdrtments became more prominent
since all persons involved got familiar with theacept with the progress of this project.
This fact was supported by a central initiative toé BMW group called PRIME
(Process Improvement to Excellerf@)which started almost simultaneously in 2009.
PRIME is highly based on Michael Hammer’'s reseafolowing his principles and
guidelines of process orientation or process remaging, respectively. By enabling
high-speed cross-functiorial processes and the greatest possible transpafeRtyIE
aims at gaining more efficient business procesedss&ronger customer orientation in
order to face tough market requirements. Due t® ¢hincidental but supportive fact,
the researcher decided to make use of the 2009 BPRjiNtHelines in order to define the
processes and additionally to reason the need llmwing the principles of process
orientation to the persons involved in the Oplpjgrb

The first phase of the Oplp project endured fournthd* and included the
development of an Excel tool for data collectionickhwas subsequently used for
gathering process information. This was the firssign of the synergy identification
procedure. It was followed by a second one-mon#setwhich covered the preparation
time for the workshop and the subsequent breakduvime resulting optimization ideas
into work packages. In the final stadium of thejgcg which took roughly one year,
general management was hold responsible for dely¢he results of the single work
packages.

Phase one comprised one-on-one interviews withhteerchy of the Painted Body,
from the director- to the group leader 1é¥&Ifor gathering process data from their area
of responsibility. In order to ensure a consistentyhe data collected all interviews
were conducted by the researcher. The Excel taad @sr the interviews included the
following information inquiry:

442 Compare chapter 3.3
443 Compare chapter 6.2.1
444 Cross-functionality is of importance for an appiafe synergy constellation.

4% This long time span is due to iterative phaseddmeloping the Excel Tool and a four week-plant
shutdown where only limited actions could take plac

44® Organizational structure compare chapter 6.3.1.2
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Process Description

Attribute

Process Rating

Attribute

Process title

Noun-verb combination

Repeatability

high, medium, lo##

Process type

Core process, support prétes

s Target contribution

high, medium, 16t

Process owner Name Core competence high, mediw’ |

Superordinate process Process title Is the prowsesied in| must, can, not
the leadplant necessary

Preceding process Process title Is the procestedér [ must, can, not
the sisterplant necessary

Subsequent process Process title

Process level 1(group), 2 (department), etc.

Input Description and/or process title

Output Description and/or process titlg

Number of employees Digit

Other organizational units owning th|sDepartmental name

process

Is the process needed in the leadplant must, cameatessary

Is the process needed in the sisterplan musthcamecessary

Synergy characterizatiorf>* Attribute Waste definition | Attribute

47 Definition: high=daily to weekly, medium=weekly toonthly, low=monthly or less

448 Compare chapter 6.2.1

4 |n accordance to overall targets

450 Definition: A core competence is valued by thetemer and results in a competitive advantage. A

core competence is difficult to imitate.

4! Details about the Synergy Characteristics comphaapter 3
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Operative synergies

Synergy, dissynétgy

Alignment of procesg
performance and

demand

exactly defined,

defined, not definéd®

= Actual synergy level

Group, department, Bfc.

Information available

oversupply, adequa|

insufficient

le,

= Optimum synergy level

Group, department, etc.

Amairinterfaces

high, medium, 16W

Knowledge synergies

Synergy, dissynergy

Level

standardization

dfigh, medium, low

= Actual synergy level

Group, department, etc.

Adhee to schedule

high, medium, low

= Optimum synergy level Group, department, etc. Ouoiality high, medium, low
Strategic Synergies Synergy, dissynergy Existefte| Yes, no
= Actual synergy level Group, department, etc. Sumgma of | Description based o

optimization ideas

the previous statements

= Optimum synergy level

Group, department, etc.

Sourcing Synergies

Synergy, dissynergy

= Actual synergy level

Group, department, etc.

= Optimum synergy level

Group, department, etc.

Equipment Synergies

Synergy, dissynergy

= Actual synergy level

Group, department, etc.

= Optimum synergy level

Group, department, etc.

b

452 Definition Synergy and Dissynergy compare chapter

453 \With the customer of the process output

454 Compare chapter 5.3.5 on Synergy Levels

5% |nterfaces with other processes and departments



6.3 THE CASE STUDIES | 237

Table 31: Project Oplp data query

During the interviews, all information listed aboweas allocated to each specific
process. Gathering the process information frorfeidifit hierarchical levels resulted in
a hierarchical process description including défdrlevels of detail making a total
number of roughly 150 processes.

The inquiry is grouped into

. the general process description
. the process rating

. the synergy characterization and
. the waste definition

The general process descriptiors partially based on the PRIME initiative and

attributively describes the proc&¥sand its allocation in the process landscape.
Furthermore, it provides the first hints towardsgmbial synergetic relations by naming

the superordinate, preceding, subsequent procgdssspther departments owning this

process.

The process ratings an indicator for further prioritization and ¢ams the logic of the
project carried out prior to Oplp: allocating there competence and the target
contribution of the core competence of the proteslse automotive context. The rating
of the necessity of the process in both the lead@ad the sisterplant was an additional
hint for potential synergies in the broader inti@p context.

The synergy characterizatiomescribes the actual as well as the potential rgyne
configuration of the process in accordance to tyreergy systematics developed in
chapter 5.3.

The waste definition which was gathered at last, was an indicatortli@r possible
minimization of waste within the process, and thestence of process KPI. All
improvement insights were summed up in the lasiyent

For reasons of clarity, the process descriptiorultieg from the interviews was
transferred into a visual ACTUAL Process Landscapegluding roughly 150

4 ncluding the SIPOC (Supplier Input Process Outpustomer) logic
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processes>’ The information, especially the optimization ideass the basis for the
second phase of the project.

Phase two of the Oplp project started with a wooksbf the TM-3 circlé®® in order to
develop an ideal process landscape of the paimddyg brganization following a green
field approach. The scope was limited to the PBnm@gpartment, not including
potential process interfaces to the other main rdey@ats. After the development of the
green field landscape it was subsequently aligniéid tve ACTUAL process landscape
and the summarized optimization ideas resultingnftbe Excel tool. Even though both
perspectives usually supported each other, theoappes and opinions how the synergy
potentials should be realized differed i) withie thM-3 circle and ii) when comparing
the ideas listed in the Excel tool, which also ugd input of lower hierarchical levels.
The result of the workshop was a visual TARGET pssclandscape, which represented
a matching of the greenfield and optimization ide&utions. This TARGET landscape
was regarded as the “vision” of the TM-3 circle abbow future processes should be.
In accordance with this landscape, five work paekagvhich are owned by fife general
managers, were defined in order to transfer thewimto a detailed working solution.
The five groups were:

=  Quality
= Maintenance
» Logistics

= Process engineering
* Productions management- and controlling

Phase three took place in the five defined worlgngups. The overall objective of all
groups was to validate the TARGET process landscateo considering the
optimization ideas from the interviews, and derave implementation plan for the
verified changes. Since the optimization ideas +clwlvere partially general, partially
very complex — needed to be specified and a higgrdependency of the departments
was given, this project stage needed the longestftame. The general management
presented the project status within the TM-3 cimtea regular basis. The researcher
supported the working groups giving additional agghes which were more detailed
and suitable for this phase.

%" The interviews took one to four hours, dependinghe level of detail. Long interviews were a résul
of detailed discussions about synergy-related ¢prest

458 Consisting of the Painted Body general managentead, by the Painted Body director
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6.3.1.2 Organizational Structure

As one of the Plant Munich (TM) main departmenit®, Painted Body consists of the
PB Director (D), five General Managers (GM) repuogtito him and fifteen Group
Leaders (GL) reporting to the GM level. In totddpat 2000 people are employed at the
PB. The organizational chart below shows the depent of the PB organization:

Directer General Manager Group leader

Quality Management

Pres=Shop

Painted Body ‘

El:ld'r' inWhite 3 iom Corrosion Pro ion
PrO .rri.
" Production Paint Finsh

Paintshop Propess Production - Support

Production, Controlling,
Central Maintenance

Production improvement

Figure 42: Organizational chart painted body pMaohich

In addition to the departments shown in the chhdvae, the PB organization is i)
supported by BMW central departments, which arélyp&rcated in the PB buildings,
such as central technical planning departmentgeatral quality departments ii) and
partially involved in project-related activities.

The PB departments are located on the productitenisi Munich. The other main
departments at the BMW production site in Munich &@ontrolling, Assembly, Total
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Vehicle and Engines Production. In contrast to $skeond case study, the Engines
Production is not an organizational part of thexpMunich structuré>

In addition to the structural organization an extmnpprocess landscape of the PB is
introduced in the following chapter.

6.3.1.3 Exemplary Process Landscape of the Object of Investigation

The process landscape, which was developed durisgase study, shown in Figure 43

and Figure 44 describe two levels of processes@fphinted body organization. The

former shows the second and third level of the®gesses and the second level of the
support processes. The latter shows the next lawere detailed, process level of the

‘ensure quality’ process, corresponding to thedtirocess level, as it is performed at
the moment of the process mappfh

Produce painted body
Produce pressing Produce car body Coat car body

)
)
)
)

)
)
)
)
)

2

Figure 43: Painted body process landscape

On the top of the figure the key process of thei®Bhown, ‘produce painted body'.
The lower three processes ‘produce pressing’, cedcar body’ and ‘coat car body’
detail this process, they are the three key presess process level three. Below these
key processes the five supportive processes oreggdevel two are shown. From the
PB management perspective these processes showdddrded from end-to-end on this

4% Whereas the Engine Production in Hams Hall is & phthe organizational structure of the plant
Oxford with one responsible managing director (MD)

480 Note the first level process is the not indicapedcess ‘produce car’ which is assigned to thetplan
Munich level. The second level key processes agesttbprocesses including the ‘produce painted
body’ process.
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detalil level. The next detail level of the suppagtprocesses is shown exemplary on the
‘ensure quality’ process, in the figure on the nage.

Produce painted body
Produce pressing Produce car body Coat car body

™y

) )
\ Steer press shop quality >\ Steer painted body quality )
‘.\ Steer IMS & ZMP and optimize quality performance )
_\ Manage external suppliers ) \ Manage external suppliers )
\ Measure parts )
\ Monitor and maintain test equipment )

Figure 44: Painted body quality landscape

On the next detail level, further details of th@sare quality’ process of the PB are
shown. The light grey processes are accordinglgroness level four. This process map
shows how the processes are followed at this mgnaem not how the optimized
situation should be in the future. The single asomdicate that some of the processes
are not regarded from end-to-end in the PB orgépizdut still show where the past
organizational boarders wet&.

The figure indicates that the ‘steering * procefthe press shop and the painted body is
performed independently. Thus, no specific coopandtetween both processes exists.
The same is true for the ‘manage external supppiestess. In contrast to these two
processes, the ‘steer IMS & ZMP and optimize quaperformance’ process is
conducted from end-to-end for the entire paintedybd@he ‘measure parts’ as well as
‘monitor and maintain test equipment’ processey aulpport the ‘produce pressing’
and ‘produce car body’ key processes.

6.3.1.4 Specific Findings from this Case Study

The specific findings of this case study were:

%! The painted body main department organization istmsof three previously independent
organizational units i) press shop ii) body shod aiy paint shop. In a first step the press shasw
organized together with the body shop in one commaim department, the paint shop remained an
independent main department. In a second steprdss and body shop were merged with the paint
shop, resulting in the painted body main department
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» The importance of a simple approach with a guidahgracter for synergy
identification

» The direct connection of synergies with organizaalachanges

» The resistance towards organizational changes

= The positive impact of processes as basis for tyreergy identification
procedure

= The complexity of the synergy identification prouesl

» The complexity and expenditure of time for the sgyemplementation

Since this case study was the pilot for the synedgntification procedure, it became
evident how important simplicity with a guiding chater is for this approach. At the
beginning, the researcher slightly adapted thetemtisynergy categorization processes
presented in chapter 2.3 for deriving a synergptifieation procedure. The result was
that the synergy categorizations were too comptexah easy understanding on all
hierarchical levels; terms such as “tangible aridngible synergies” were not directly
understood. Additionally, the missing guiding cltaea resulted in a brainstorming in a
broad field since, for instance, intangible synesgin production, referring to Porter,
can have multiple manifestations such as sharirgvladge, working together with
other departments, deriving strategies with othepadtments, etc. Thus, it became
evident that the researcher had to design a syndemification procedure which is
simple to understand and at the same time offeguidance for focussing on all
potential synergies. The result was the two-dinmrai framework for synergy
identification presented in chapter 5.3.5.1.

During this, as well as the other case studiefettame evident that searching for
synergies was most often related to organizatiohahges, without the reference to the
synergy identification procedure. Even if the bdsis the synergy was not directly
related to the structural organization, the persomslved often regarded organizational
changes as the enabler to use certain synergessitfor instance, mentioned that the
quality of the maintenance would be increasedwads centralized because of the better
possibility to exchange knowledge in this centrgbartment. Apparently, the structural
organization does not necessarily need to be cldangeenable the exchange of
knowledge. Thus, it became evident that the synetgptification procedure should be
supported by options, determining how synergies ganerally be enabled. These
options can be found in chapter 5.3.6 where thergynenablers are introduced.

At the same time, the first case study has showh dhganizational changes are not
easy to implement and lead to resistances withenottganization. This fact was first

observed because the researcher entered the depaudfrthe painted body in a phase
in which the former two departments, body shop aaght shop, were merged.

Secondly the resistances became obvious when gyimgegs were discussed which
should lead to structural organizational changes.

The researcher observed that processes which kee s initial point for synergy
identification had a positive impact on a holistansideration of synergies. Prior to that
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the search for synergies was rather a brainstormpiogess where it could not be
ensured that all potential synergies within theaargational unit were taken into
consideration. By deciding for processes as ingiaint, combined with the synergy
category and level framework described in chapt8y fotential and existent synergies
were holistically gathered.

Especially, during the first case study it becamppaaent how complex the search for
synergies can be without an existing framework gmdcedure. Even after the
application of the first draft of the synergy idénation procedure, the need for
involving a high number of different experts fronfferent departments with different
functional focuses complicate the procedure. Thiaraness resulted in the procedure
described in Table 31: Project Oplp data querydestuced to the complexity during
the synergy identification procedure.

The complexity and expenditure of time was obserakdady during the first case
study when the first synergies found should be em@nted. Especially, since missing
standards and different ideas about the realizatiothe synergy from the different
organizational units occurred, it was even mordiatilt to implement the synergies
than anticipated. Because of this fact some syegngere even not realized at all. After
the details of the painted body Munich (PB) casedytwere introduced in this
subchapter, the following subchapter introducesstemnd case study which supported
the findings of this thesis.

6.3.2 Action Research Maintenance Triangle UK

6.3.2.1 General

The second case, the Maintenance Project (MP)edtant April 2010 with resulting
subprojects still ongoing at the three MINI UK puation site8®”. The researcher was
actively involved in the project from its initiatiountil October 2011 and still follows
the progress of the project. Contrary to the “Opppbdject, the researcher actively
consulted the maintenance project members refertmgsimilar questions and
approaches from the case in Munich. Since the relseaplayed an active role in the
project, the scientific approach is classified etsoa research.

The MP was one of three projects attributed to Dhuplication Free Business main
project. Duplication Free Business, which was owbgdwo directors of the MINI UK

%2 plant Oxford: Body in White, Paint Shop, Asseméhd support functions; plant Swindon: Press Shop
and Body in White; Engine Plant Hams Hall
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organizatior’®®> was initiated to reduce redundancies such as doulbrk,

uncoordinated processes, or redundant data storatierent organizational areas. As
a subproject the MP had the same general targets additionally, specific
maintenance-related targets such as the reductibreakdown times or the meantime
between failures. The overall objective of the ecbjis to enable an efficient
maintenance process structure with less unneceskpgrtmental boundaries. This
leads to a reduction of the “silo effect” whichdaused by organizing the company in
different functional units. As a result of the ongaational structure of MINI UK, the
project included the three plants Oxford, Hams Hallli Swindon with all departments
being involved in maintenance activities.

The approach for the MP, which was an enhancentetiteo“Oplp” procedure, was
reduced to the essential steps shown below. Thea mneaison why the approach was
adapted was that the researcher was located inddlamd was accordingly not able to
follow a similar extensive project like Oplp in th#K. The project steps which were
followed during the MP are shown below.

IMPLEMENT

2. Derive roll out plan(s)
Sub Groups

1. Verify TO MT Synergy Map
Sub Groups

2. Define TO MT Synergy Map
Map WS Day2 Defined, overall
TO MT direction

1. Define TO MT Strategy
2. Identify and Define WS Day 1

Synergies
1:1 interviews

1. Analyse External MT Consolidated Data- Consolidated Data-

contentand other relevant and Idea Basis and Idea Basis
data

1. Define Processes

GATHER DATA SETTARGETS VERIFY

Figure 45: Maintenance project — steps

Compared to the project in Munich, MP concentradedthe most essential process
information in the first step: gather data (showntbe left). This procedure already
constitutes the second, enhanced design of therggyn@entification systematics. In

general, the procedure was comparable to the anectaut in Munich. The researcher
conducted structured one-on-one interviews in @fadtments, this time only in those

483 Details about the organization compare subchap@2.2. From 2011 it was even owned by the
managing director and another director.
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departments which include maintenance-related pssse In addition to the Oplp
project, BMW external maintenance content was d@aen into consideration for
enabling potential synergetic effects regardingelly performed operations.

In this case, the content of the interviews wastéithto the definition of the process.
Only the process name and the corresponding ekishé@a potential synergy
characterization were defined. The reason why tbistextual reduction in the data
gathering process was justifiable was that theroihi@rmation gathered during the
Oplp project did not add much additional value e nd result; this was mainly
because the essential ideas resulted from the gpymbaracterization anyway. Due to
the limited content of the interviews and an optiseheduling of the interviedd' the
data gathering process, including the summarizatighe results, took two weeks.

The second step of the MP, which was based onateegathered during the first phase,
was carried out as a two day workshop for settirggtargets for the subsequent step.
The participants were from different hierarchialdls, ranging from director to group
leader level at organizational units. All partiaipg were either core members of the
duplication free business main project or key pesdor maintenance-related topics.

As a result of the workshop, the participants degidn a maintenance synergy map
which provided a basis for the further steps andtlwkhowed where intra-departmental
approaches are wanted by the workshop participahts.map is based on the synergy
identification systematics introduced in chapte8.mland it indicates which synergy
category is to be used at what synergy level rélei¢he TO-organizational structure.

%4 Primarily resulting from top management support.
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witen 10 MAINTENANCE.

Free
Business
Page B

TO-3 TO-3 BMW

OPERATION

OPERATION OPERATION OPERATION

FHERIAL EQUIPMENT: CENTRAL SOFTWARE APPLICATION TO MANAGE EXTERNAL

CONTRACT
MANAGEMENT CONTENT (EXCEL BASED)

T-SPECIFIC
PARTS

T-SPECIFIC
PARTS

T-SPECIFIC
PARTS

OPERATION: ORDERING AND STORING COMMON PARTS
SPARE PARTS
MANAGEMENT

OPERATION: CENTRALLY — EXTENT TO BE DEFINED
(REFURBISHMENT, TRAINING, OPTIMISATION, ETC.)

EQUIPMENT: CENTRAL SOFTWARE AND SPECIAL EQUIPMENT
EQUIPMENT

o —

Figure 46: Maintenance synergy map

The figure above shows exemplarily a part of thenteaance synergy map as one of
the results of the second stage of the MP. The shaws how the different synergy
categorie®® should be utilized to enable the optimal synergpstellation. The left
hand boxes show the processes ‘external contractageanent’ and ‘spare parts
management’ and the function ‘equipment specialigtiich carries our various
processes. The upper side indicates the departromated in the UK, the central
technology departmefif, the BMW Group as an entity and the suppliers. rétjmns
are indicated in orange boxes, the white boxesdstan the equipment and the red
boxes for the knowledge. For example, in the segndess ‘spare parts management’
the following steps have to be taken:

= The operation (managing spare parts) needs to pd&kee in each main
department because the parts to be stored areolegiually specific for each
main department.

= The sub operation of ordering and storing commonspaeeds to take place
centrally (orange) because these parts are the fesiralt main departments.

%> Synergy categories see chapter 5.3
4 TOx,

%7 Basically located in Munich with support in thepts.
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» The knowledge for coordinating the processes anandsirdizing the
parts/equipment needs to take place centrallyh@iMO organization (red).

» The strategic decisions about where the partstaredcsand which cooperation
models with external suppliers are suitable havédaamade on the TO level
(green).

The third step of the MP was the verification phatech based on the data gathered in
the first step, as well as the targets definedndutihe two day workshop in stage two.
This stage started in summer 2010 and partly coatruntil August 2012. During this
phase the task was to i) verify if the ideas foand defined are indeed viable in detail,
i) find out what needs to be taken into considertiii) determine the dimensions of
an implementation plan and iv) implement the idé@asontrast to the Oplp project, the
workshop participants decided to cluster the cdntei the ideas gathered and,
accordingly, to define smaller work packages ineortb ensure a better mode of
operation. The work packages of the MP were:

» Technical strategy

= Reporting tools

= Standard KPI

» Spare parts management and procurement
= Software management

= Standardization of equipment

= Standard skills matrix

= Maintenance organization

» Maintenance shift patterns

= External contracts

The work packages above were partially interdepeinde order to make sure that all
dependencies were taken into consideration, aertiglation matrix” was develop&tf

It indicated which project delivers which outputaother project, thus determining the
timing sequencé®

%8 Compare Table 27: Work package interrelation matri

%9 Interestingly enough, the reduced approach wasetlimto a deep micro-macro-designing following
the process orientation principles without the uafice of the researcher in 11/2012. The persons
involved in the process are committed to this apphoand gave the researcher feedback; which
helped to generate a better overall picture. Thet Supports the idea of the synergy management
approach: the involvement of the persons in thesgnidentification process tremendously supports
the change management process.
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6.3.2.2 Organizational structure

Compared to the organizational structure of planinhh, the main difference of plant
Oxford is i) the engine plant in Hams Hall whicltganizationally is part of the MINI
organization (TOY° and ii) that the press shop and body shop aréaparipcated in
Swindon. The three plants Oxford, Hams Hall andr&wh which are part of the TO
organization are referred to as the “MINI Productimiangle”. TO employs a total
number of approximately 5,300 people.

Managing Director General Manager
Director - ~ VPS5 Production Trigngie 4

Production Control

Accounting

Plant Structure Integration

Painted Body

/ Assembly
MINI Production 4

BW Uncerbody Framing |
BW Finish

Paint

Total Vehicle Quality
Managmenet

Triangle
Valigation and In

Projects
Human Resources E iy

g HR Management .

Engine Preduction

mn.n‘.m‘.mn

Purchasing and
Supplier Network
Material and Transport Control

Figure 47: Organizational chart MINI productioratigle

The figure above shows the organizational chathefMINI production organization
TO. Due to the fact that the MP project took placethe plant level the organizational
chart shows a higher level of hierarchy than tlganizational chart of the Oplp project,
which was carried out on the main departmentallldva reasons of clarity, the group
leader level is left out in Figure 47. In additiimthe departments shown in the chart
above, the TO organization is supported by BMW @ mtepartments, which are partly
even located in the TO buildings, such as cengehrical planning departments, or

47 The Engine Plant Munich is not a part of the TNagp Munich) organization
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central quality departments. Like the TM-3 orgatiaa the TO organization is also
involved in the project structure.

Basically, all main departments were involved ie P since most of them have at
least one department dealing with maintenanceeelaictivities. The complexity in
maintenance-related issues arises from the fattntieat departments including many
groups somehow deal with maintenance. In the pdirliedy organization the
departments dealing with maintenance-related isatgegor example:

. Production controlling, central maintenance
. Press shop, BIW hang on parts

. BIW underbody, framing

. BIW finish

. Paint

Under the first mentioned department ‘Productiomtamling, central maintenance’
three group¥’ are involved in maintenance relevant topics.

6.3.2.3 Exemplary Process Landscape of the Object of Investigation

Since the MT case study included a different predesel compared to the PB case
study, the process level introduced in the protasdscape is one level higH&f.The
process landscape was used during the MT case stsdihe basis for synergy
identification according to the two dimensionalnfiework for synergy identification
introduced in chapter 5.3.5.1. The following figushows how the maintenance
processes should be organized at TO for gainingptienal synergy constellatioh®

471 More than 200 employees.
4’2 The process landscape does not define synergimsed3es are the basis for synergy identification.

473 Comparing the TO organizational chart in Figure wWith Figure 48: MINI maintenance process
landscape and Figure 46: Maintenance synergy maywssthe advantage of detaching the search for
synergies from i) the organizational chart in thistfturn and ii) the process landscape, by medns o
the synergy categories, in the second turn. Thdtieg synergies are detailed, aligned to an engsti
organizational structure, but in the same turn rethelent from the actual organizational consteltatio
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Figure 48: MINI maintenance process landscape

The figure above shows the key process of the T@rozation, ‘produce car’, from the
maintenance perspective which is on the first gsdevel, including the functional
organizational departments on the top of the fiift@hese departments were added to
the process map to make aware of the situationsibraie processes also take place in
different locations. The first level key processisists of five key processes on the next
lower second detail level. These processes arerslioer this process. They include
the ‘produce pressing’, ‘produce car body’, ‘coatr dody’, ‘produce engine’ and
‘assemble car’ processes and take place on thedggrocess level.

These key processes are supported by the ‘maiatpiipment’ process, which was of
central relevance for the MT project on the fingpjgort process level. The next lower
process level, the second support level, of tharitaas equipment’ process is shown
below the ‘maintain equipment’ process. These sutgsses include the organizational
area specific ‘'maintain organizational area’ preess They all need to be specific; they
are process segments and include minor functiocis as lubrication or cleaning of the
equipment. The more specific functions are to hendbin the specialized processes,
such as ‘maintain and optimize robot technologyiaintain welding guns’ or ‘service
electrical equipment and controls.” Processes wiaigh represented with one arrow
reaching across different key processes on thendepoocess level are performed
commonly for all key processes.

47 Departments such as Total Vehicle Quality Managentéuman Resources, Purchasing and Supplier
Network are not listed because they are not inwblaeMaintenance Processes on this detail level.
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Thus, processes such as ‘maintain and optimizet globnology’ and ‘manage spare
parts’ are conducted from end-to-end for the enfi@ maintenance triangle. The
process ‘optimize joining technology’ takes place @ combined solution for the
‘produce car body’ and ‘coat car body' key processed independently for the
‘assemble car’ key process due to technologicatiBpations. Thus this process is a
process segment one the one side for the paintdgl, mm the other side for the
assembly’.”®

6.3.2.4 Specific Findings from this Case Study
The specific findings of this case study were:

= With the right procedure synergies can be identifigthout a high expenditure
of time.

= Structural organizational boundaries can hinder diezation of synergies
tremendously.

= Synergies can be used across local boundaries.

= The implementation phase needs to be well plannddrenitored to ensure the
utilization of the synergies found.

In the second case study, in which an advancedrgynédentification procedure was
applied, the time needed for the identification edfistent and potential synergies
decreased tremendously. Because the focus waslsebr the essential information
needed during the data gathering phase, the tiopngresl was reduced by more than
50% compared to the painted body Munich case study.

During the case study, more precisely after theesyas were identified, it became

evident that a lot of synergies were not utilizezfobe simply because the persons
involved were part of different organizational w@nitThis silo effect for instance

hindered that the departments exchanged informatarterning which preventative

maintenance actions they apply or which contradteeg employ at what price.

Before the second case study started, it was dstiithat the distance between the
three plants Oxford, Hams Hall and Swindon (apptbours drive) will hinder the
utilization of synergies. However, the result whatta lot of synergies were found for
which the distance did not affect the utilizatioegatively. Not only numerous
knowledge synergies, but also operational synenge® identified. For example, the
decision was made that at one plant a specificga®can be carried out for all three

47> Such process segments are predestinated to makef usynergies across the different production
plants by means of cooperation between the siegleblogies of different plants.
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locations. Also, it was possible to pool and reniege the contracts with external
companies for all three plants irrespective ofdistance.

What was also observed during this case study lngighie implementation phase needs
to be well planned and monitored, which also inekigdnanagement attention on the
long term. The reason is that the full synergy po&t can only be gained if the general
conditions, or synergy enablers such as standardsgiven. These enablers cannot be
implemented within a short period of time. Withautclear implementation plan for
each synergy, including a target date, certain -lengn synergies are simply not
implemented. In 2012, particularly those synergiesch required equipment standards
were still not implemented, in some cases everttegje

After the second case study of the MT was introdudee following subchapter
introduces the third case study, which also usliggnergies outside the BMW Group
boarders.

6.3.3 Case Study Purchasing and Supplier Network Munich

6.3.3.1 General

The third case of the Purchasing and Supplier Netvody and Exterior (MK)
includes synergy-relevant experience of the rebearas Quality Manager Parts (QMT)
employee. The researcher started this positionavelhber 2010 and is still employed
there at the time of the completion date of thestk in early 2013. Depending on which
aspects of this position are regarded, the appraachainly to be considered as an
action research approach.

Contrary to the other case studies introduced im tthesis, the insights do not result
from a time limited project, but the researcherspanent position and the resulting
experience as QMT at the BMW group. Even thoughpbsition as QMT does not

directly include synergy specific targets, suchtlas other cases, the insights given
supported the content of this thesis. The synedgptification procedure introduced in

chapter 5.3 was again applied and enhanced tdaghes presented in this thesis.

In his position as QMT the researcher deals witphpbar-related i) series relevant
quality topics, amongst others customer compldiasn the field, ii) projects with a

start of production (SOP) in the future where thpdiers are already nominated,
amongst others supporting the industrializationsphend managing the quality relevant
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extents of interest, and iii) projects where th@pdiers companies still need to be
nominated and rated from the quality point of vig.

The organizational structural frame, including #rea of responsibility, is based on the
BMW commodity structuré’’ In this case the researcher has worldwide respilinsi
for catalytic reduction parts for diesel enginempasing the interaction with all BMW
plants where the parts are assembled and the amgaubpliers delivering these parts.
He interacts with BMW internal departments in theordehungs- und
Innovationszentrum (FIZ), such as purchasing, mrebeand development and logistics,
the BMW production sites, the suppliers of the espondent parts as well as other
automotive OEM.

From the research point of view, the insights fithea researcher's QMT position are of
interest for this thesis due to:

- The comparability of two different organizationalndigurations of the supplier
guality departments in the past and the presemt:toduhe reorganization of the
entire Purchasing and Supplier Network Division (M) 2010, from a
decentralized to a centralized solution.

- The examination of direct structural organizatioaatl indirect organizational
approaches supporting a complex networking org#ioniza structure including
key support elements such as software-based tduthvare also of interest as
synergy enables in this thesis.

- The experience the researcher gained by interagtittgya multitude of BMW
production plants including the corresponding sge&c enablers, effects and
key success factors involved in this cooperation.

- The opportunity to experience and develop an iot@peration, quality
cooperation with another automotive OEM; referredas company A, which
was initiated to enable synergetic effects. Thuswahg the researcher to
actively test his approaches in a broader organoizatcontext.

- The insights into synergy-related approaches aeadnresponding key success
factors of supplier companié€

- The strong focus on knowledge synergies in thetiposas QMT, a specific
synergy categofy® field of research which was not holistically intatgd in the
synergy perspectives yet.

47® Details compare Figure 50: Process landscapetguadinagement parts
47" Compare subchapter organization.
4’8 Such as Bosch, Continental, TI Automotive, or KauTextron.

4® The characterization concept including the syneagggories is introduced in chapter 5.3.4
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- The general comparison of the exploitation of sgres in a centralized
organization, such as the M division in comparistm the relatively
decentralized T division, where the first two cagelies took place.

Regarding the first point of interest, the researdiad the possibility to see the results
of a far reaching structural organizational chaage partially compare the results with
the previous structural organization. The reorgation pursued, amongst othé&f&the
goal to initiate the most effective organizatios&ducture for supplier-related quality
work. The comparison with the previous structuragjamization was enabled by
interviewing QMT colleagues on their experiencesgnergies of the old organization
compared to the new constellation. Prior to thegawoization the QMT were parts of
the BMW plant organizations, most of them were gné¢ed into the new centralized
organization. The reorganization resulted in newaarof responsibility which are
primarily based on a part-focused worldwide perspecwhere the employee has the
responsibility for fewer parts for a multitude ofvBV production planté®! These
structural and process changes partially deal wrtianizational answers (and open
guestions) to the scientific problems of this teestwhich influential factors affect the
successful utilization of synergies’ and ‘whichesff does the organizational structure
have on the exploitation of synergi®é'— and enable a comparison of two principally
different organizational structures.

The second point of interest shows which other sup@ factors, besides the
organizational structure, need to be developechéble an effective synergetic mode of
operation in an organization with a high need ahptex interactiort®® These insights
are primarily of interest for the second scientimblem on which influential factors
affect the successful utilization of synergies. Tihsights from the case deliver

solutions and approaches on how these influerg@bfs can be supported positively.

The third point includes the researcher’s perserpkrience on the thesis relevant topic
in a complex organization and also contains answteetie second scientific problem.

“80 The reorganization was more far-reaching than @hignging the mode of operation of the BMW
supplier quality departments; it also changed tlagy Wow processes between buyers, research and
development, QMT and logistics were organized iditlg changes in areas of responsibility, the
structural organization of the different departnseand IT systems supporting the entire process
environment. The details of the entire reorganimatire not of interest for this thesis and theefor
only described where the mode of operation fronmsgheergetic point of view was changed.

“81|nstead of being responsible for more parts fdy one BMW plant or derivative.
“82 Scientific problems two and three, compare chap@r

83 Between different cultures, different time zordiferent car projects, different suppliers.
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Additionally, it supported the researcher to questand evaluate his hypotheses and
approaches in the daily mode of operafith.

The active attendance in a pilot cooperation ptoyeith another automotive OEM,

which was specified on supplier quality issues a@ag initiated by board members of
both companies, enabled the researcher to testfantider develop his synergy

characterization concept and simultaneously workhensecond scientific problem. It
also gave the researcher the possibility to expeei@vhich additional influential factors
come into effect, when the organizational boaradra company are left, in this case
even by cooperating with a competitor.

His daily work, including the interaction with migle major automotive suppliers, gave
the researcher the possibility to examine and gurestirect and indirect organizational
approaches of the suppliers on synergy-relatedesssthus resulting in an active
contribution to the second and third scientificlgemn. Due to the spotlight on quality-
related issues of his daily work, a focus on knalgkerelated synergies occurred.
However, also other synergy categories were quesdi@nd actively regarded during
his interaction with the suppliers.

Generally, the synergy relevant insights of theaesher as QMT were highly based on
knowledge and strategic synergy issues. Reasonshatethis field of operation is
highly based on the exchange of information andwkedge and the according
strategies which define how specific issues carnaskled from the quality point of
view. This fact supported the researcher to anseere questions/hypotheses from the
previous cases regarding knowledge synergy-releasdes and additionally to get
major insights for the third scientific problem ew the structural organization affects
the exploitation of synergies.

The centralized organizational structure of the iMsibn also enabled the researcher to
make comparisons from the synergy perspective thghmore decentrally organized T
division, where the first two case studies tookcelaBased on that, it was possible to
get further answers to the scientific problem, ‘ethieffect does the organizational
structure have on the exploitation of synergiead additionally to compare different

approaches on how synergies are made possiblenvithiparticular organization.

Indirectly, all insights of the researcher’'s work the MK division also support the
answer of the first scientific problem, how synesyi can be characterized
systematically. With his insights the researches k@ possibility to question and

484 Hypothesis and scientific problems see chapter 1.2
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optimize his systematic synergy characterizatigor@gch in a slightly different context
and proof for its general applicability.

6.3.3.2 Organizational Structure

The M division is divided into different divisiondMK being one of them, which
generally all include i) buying, ii) quality andi)iilogistics main departments. The
buyers and quality main departments are reportirthe same managing direcfor the
logistics main departments are organized in thein division within the M division.
Generally, all M divisions are steered centrallgdependent on the geographical
allocation of the single department, group or ery@é3®

The MK division includes purchasing, quality andrtan resource main departments.
The quality main department is structured basedhencommodity structure which
represents different (car) part ranges, for inganel systems or roof systems. Within
these so-called commodities, groups or single psrs@count for specific parts of the
commodity with a geographic worldwide responsipilitom the design phase to the
end of production. Quality and purchasing departsierare grouped into
similar/comparable commodity-structures to mach démm partners for the
corresponding time phases, especially the desigsehThe figure below gives an
overview of the MK divisional structure, includinthe interfaces to the BMW
production plants as well as the responsibilityefime on the bottom.

| |
Commodity 1 Commodity 2 _

Initial Phase SOP EOP

Production Plants

“8To enable a price-quality balance within the dawisand being able to set balanced targets.

48 Amongst others by reporting to central organizalounits, using central standard software systems
and tools.
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Figure 49: MK organization

For enabling an effective and efficient mode ofragien in this complex organizational
unit, correspondent communication units are needed.

From the scientific perspective of this thesis,aregng synergy interrelations and the
corresponding key influential factors, the cengedi structural organization of the M
division represents a valuable difference towahdsrather decentralized organizational
structure of the T division which was examined dgrthe case studies “Oplp” (TM
plant Munich) and “Maintenance Project” (TO-MINIqatuction triangle). It allows the
researcher to challenge his statements regardiogtincipally different organizational
structures and gain insights, especially on the ikdlpential factors of successful
synergy exploitation, which might be specificallgpgndent on the organizational
structure?®’

6.3.3.3 Exemplary Process Landscape of the Object of Investigation

Even though the MK case study also made use ofrgigsewhich took place outside
the BMW organizational boarders and accordingly fhrecesses included these
cooperation partners, the process landscape irtealdin the following is only based on
the BMW internal processes.

8" The results are presented in chapters 2.4and 5.
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Concept and seriegs development ‘
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Figure 50: Process landscape quality managemetst par

In this case, the processes are referred to thegbromeline which includes the i)
initial phase, ii) the concept phase, iii) the @nggion phase, iv) the agreement phase,
v) the confirmation phase, vi) the maturity phasg,the start of production (SOP) as a
centrally important mile stone, viii) the seriesaph after the SOP and the ix) end of
production (EOP) as the ending point of all quajitypcesses regarded in the MK
context. The phases are indicated on the top of fifpare. Below, all quality
management parts (QMT) processes are shown. Imacgrio the recommendation, the
QMT landscape does include more than ten procesH®s.reason is that these
processes are regarded from cradle to grave, theisiding a long time span of
approximately 11 years. Certainly, all processes r@ot conducted simultaneously,
making this wide range of different processes fiatie.

The special fact about these processes is that sbthem have a multitude of links to
other organizational units of the BMW Group as wadl external partnef& The
process ‘confirm concept maturity’, for instance,carried out by the engineering, the
quality, the purchasing, the controlling as welklaes logistics departments. The process
‘realize requalification’ is carried out togetheitlwthe according supplier or, if agreed

88 Compare Figure 49: MK organization
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with BMW, by the supplier on his own. The latteseancludes the supplier confirming
the realization of the requalification by followingredefined procedures and using
standardized documents. Thus, the process pengpeati this case, tremendously
supports the end-to-end perspective, irrespectiveviich organizational units are
involved in the process. The details about who dekat until when regarding the
cross-functional processes are accordingly mappdatienext process levels.

When referring these processes to the BMW pro@esistape introduced in Figure 38:
BMW core business processes level 1, all QMT preeesire to be found as support
processes of the four core processes ItO, OtO,antDDtCC.

The process landscape was used as basis for théficddion of synergies with
company A. In this case it was first questionedolhof the processes also apply to
company A and subsequently the synergies were ifdehtaccording to the two
dimensional synergy systemafits

6.3.3.4 Specific Findings from this Case Study
The specific findings of this case study were:

= The general applicability of the synergy identifioa procedure
» The importance of trusting the synergy partner
= The positive impact of process orientation on ttiéezation of synergies

Even though the synergy identification procedures waveloped for the application in
production environments, the third case study hasem its general applicability, in
this case for the identification of synergies inpglier quality management. The
application of the procedure was not different careg to the first two case studies.
The only difference was that the synergies founthia context were rather based on
knowledge synergies.

Another finding from this case study was that tlusttin the synergy partner is crucial
for enabling the utilization of synergies. Thisesff was also observed during the first
two case studies which differed from the third casedy due to the fact that all
synergies found were based on the cooperation diVBlkternal organizational units.
The cooperation with external partners in the thiebe study has shown that the
utilization of synergies is in this case ratheritags. Also, not all possible synergies are
used simply due to the complete trust in the synpegtner.

489 See chapter 5.3.5.1
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An important observation during this case study wes positive effect of process
orientation on the utilization of synergies. Duritigg time of the third case study the
PRIME initiative has already existed for three geanultiple far reaching projects were
introduced and the idea of process orientationclase to fruition in the BMW Group.
At the beginning of 2013, departments which presiptended to perform within their
own silo started to cooperate with other departsigmocesses were changed; and the
idea of the overall optimufi® started to affect the everyday business live.tAdise
facts resulted in a strongly enhanced utilizatibalbfive synergy categories.

6.4 Insights from the Case Study

6.4.1 Insights from the Case Study: General

This chapter introduces main observations whichevgathered during the case studies
and are of relevance for successfully using syesrgi production environments. Even

though no additional findings are introduced, tkarmeples demonstrate the relevance of
the theoretical knowledge of this thesis. The insgutline:

=  Why a synergy systematic is needed.

= How processes and synergies could be mapped.

= How the organizational belonging influences manag@mynergy behavior.

= What needs to be considered when using synergtesavagompetitor.

» What the central success factors for synergy atibn are, based on the case
studies.

6.4.2 Insights from the Case Study: Synergy Systematics

Even though synergies are often used without aiffpesynergy systematics in
corporations, the evidence of the case studieshmasn the benefits of a systematic for
dealing with synergies. It allows for an optimizegnergy constellation. Before the
three-dimension&i* approach was introduced in the BMW case study actibn
research projects, the members involved i) did mte a common language and
perspective on synergies, ii) did not have the saemsibility towards synergy effects
and synergy enablers as well as iii) did not caersadl synergetic interrelations.

49 \Which is also of central importance for synergies.

491 Correctly, it is two plus one since the synerggit#ars were only of secondary interest during teec
study and the interviews concerning them.
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Not making use of the same language occurredniiamnce, when ‘quality synergies’
were discussed between two parties: One idea eeféo the adaption of the quality
gates between the quality departments of the diftefunctional ared¥ without
organizational structure changes, while the oteaiwas to use one software solution
for a specific process. After the introduction bétsynergy systematics the first idea
was translated into an operation synergy which malse of a process regulation as
synergy enabler, whereas the second was a reseynezgy which makes use of a
standard as synergy enabl& Thus, the quality synergy was divided into twocsfie
different synergies.

A common perspective is needed because even gahe language, in this case the
‘standard software’ instead of ‘quality synergy’used, it does not mean that one is
talking about the same subject. Standard softwaghtnibe one which is used for a
department, but also one which is used for the Bfdup as a company, including all
departments. As trivial as this statement is, iiseal problems in particular when
persons were not able to leave their silo perspeclihe needed common language and
perspective are primarily ensured in the model leamns of the synergy category — level
construct.

Insensibility towards the correlation of the synemnabler and the synergy effect is
primarily given when a desired synergy effect i$ altocated to the right source which
enables this effeéf* During the case study it occurred that synergmientials should
have been implemented by organizational structtirahges in the first place, instead of
precisely defining the synergetic effect and afeads deciding for a proper synergy
enabler. In some cases, people generally talkedtayoergies for one specific process
in the initial phase of the project and found tleduson that the process needs to be
centralized within the organization. In their oinj this centralization was mandatory
even though the synergetic effect could also haeenbenhanced by different
approaches such as implementing meetings on aarelgais or introducing a standard
software solution. After the implementation of tlkgnergy categories with their
corresponding synergy levels and potential synerggblers the case study participants
rather tended to make use of different synergy lemsbthan only deciding for
centralization for enabling the synergy effect.

92| this case press shop, body in white, paint strabassembly
9% Synergy category see chapter 5.3.4for synergylenahapter 5.3.6

94 This insensibility is reduced by listing potentiinergy enablers in the first place and access the
suitability by means of Table 24: Implementatioge of difficulty model
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Neglected reactions towards synergetic interratgticaccount for the lack of
understanding that a desired synergy effect camitres a manipulatioff® of another
synergetic effect. One prime example where the empintation of one synergy would
have eliminated other synergies was the idea tanizgtionally restructure the
decentralized maintenance departments, which ategreted in the production
departments, converting them into one central deyant for enabling synergetic
effects. This approach might have led to synergeffects in terms of optimized
workforce allocation of maintenance personnel dinoiged learning curve effects for
the ‘plant maintenance’ process. At the same tiime,centralized solution would also
have negatively influenced the existent relationghwhe production departments,
eliminating many of the synergies between produmctiod maintenance, such as direct
knowledge transfer from production to maintenanieest response times in break
downs, or the utilization of the same personneldifierent tasks. The understanding
how single synergies influence each other was stggdy the researchers Table 22:
Synergy fit matrix.

6.4.3 Insights from the Case Study: Process Mapping

The process mapping procedure differed betweethtiee case studies. This procedure
ranged from a detailed process map in the PB Munade study, to a less detailed
process map in the TO Oxford case study, to onli¥arel sheet listing the processes in
the MK Munich case study. They all had in commoat tthey were based on one-on-
one interviews conducted by the researcher whicke websequently consolidated in
the according form. This procedure has the advantaat person-specific influences on
the end result are eliminated, a fact which is ragtimportant for a consistent process
map. Alternatively, formal guidelines for processpping need to ensure at least a
partial consistenéy® when applied in different organizational areas different
persons.

In the first case study a detailed process mapdeased from Table 31: Project Oplp
data query. This table included a multitude of gtaome of which were rather of
minor value for the projects. At the end, the redlear consolidated the data and
derived a lean process map with the most importethils indicating some of the
defined synergy potentials. Yet, due to the depicof processes, and not synergies, the
process map was not able to portray all synergygoates, but was rather restricted to

9% positive and negative manipulation.

4% Experience from the MK case study has shown teasqms and organizational units can perceive
processes completely differently. The same proeess described by three functionally different
organizational units with the result that they difffered from each other. Finally, a consolidated
process map was developed.
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operational synergies. They in turn represent tmhination of activities and thus can
be depicted as processes. All additional inforrmatrchich could not be illustrated
remained in the Excel sheet.

The resulting Power Point process map was strutturelifferent levels, which were
linked with each other on different slides. Wheor instance, the process ‘ensure
quality’, which is a first level support processthe TM-3 process map, was clicked,
the next lower level with details about the procepened. In addition to the process
name, the process owner, process metrics as willegwocess synergies were planned
to be mapped. The process owner was factually atelicin the process map after the
TM-3 circle defined the process owners for eactcgss. The process metrics and the
synergies used in the process caused problembdanapping process. For the former
this is because they were non-existent during tla@pimg phase since the persons
involved thought that they could use their dailylKd8 process metrics, which was in
fact not the case. Daily business KPI usually iatichow specific portions, or
activities, of the process are performed; they dbnecessarily show the performance
of the process. Synergy mapping caused problentiseaffve synergy categories could
not be illustrated properly in the pure process maaphat time. That is why the
researcher designed a new approach for illustratyngrgies and processes at the same
time in the second case stutiy.

Nevertheless, despite these shortcomings the maoap was a valuable source for
further, detailed discussions about the optimizatbthe processes in general, and the
utilization of synergies in particular.

In the second case study the researcher improwegrtitess mapping procedure in so
far that only the essential information was capdum deriving a suitable process map,
and the synergy categories were part of the mapinAtlpe information was gathered in
an Excel sheet and subsequently presented in arFRoug format. This time the map
was based on processes and additionally the fimergy categories in reference to the
structural organizational unif€® Hence, it was possible to indicate where the &ctua
process takes place through demonstrating the tiqeaih synergy, and it was also
possible to indicate where the other synergy categare used. The result was that the
utilization of synergies was illustrated detacheaht the performing of the process in
the mapping and therefore corresponds to the syngystematics developed in this
thesis.

49" The result was the synergy map shown in Figure 46.

498 Compare Figure 46: Maintenance synergy map
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This process — synergy map is certainly of advantad process participants as well as
other organizational members are able to see whyetergies are used within the
process regardless of where the process takes pladeg the second case study it was
observed that persons being familiar with the &fgmergy categories as well as the
process map adapted the systematic quickly antedtar turn to identify additional
synergies independently form reorganizational ideBg means of the synergy
systematics including the synergy enablers andattoerding synergy map it became
transparent that the utilization of certain synesgis not necessarily connected with a
reorganization of the organizational structure.

In the third case study the researcher did notgdeai process map, even though the
synergy systematics based on processes was usezhdnonly an Excel document was
designed which listed all processes and the acopinergies used as well as potential
synergies. The result was that the synergy ideatibn itself was not affected since it
was exactly the same as in the first two case esudstill, the understanding of the
processes and the according synergies was nottadedeas in the first two case
studies. Evidently, the design of an explicit psseand synergy map supports the
understanding and adaption process of the proceksyamergy concept.

In summary, the experience gained from mapping ggees in the field of synergy
identification requires to:

= Ensure a consistency between different process.n@amy consistent process
and synergy maps of different organizational unéda be compared with each
other.

= Not overload the process map as well as the ddteegag process with too
much information. Not the amount of data is of impoce, but its quality.

= Visualize all processes and synergies. The visatabz of synergies and
processes supports a comprehensive understandbajfotoncepts and enables
their proper utilization.

In all case studies the process and synergy mappagy only based on the two-
dimensional synergy concept, and not the three4asmeal synergy characterization
approach. This is because it would have made tlmeedure of gathering the

information even more complicated. The third dimensthe synergy enabler, was used
after the synergies were identified to demonstiadev the synergy needs to be
implemented. Evidence from the case studies whigtparts this two-dimensional

approach is presented in the following subchapter.

6.4.4 Insights from the Case Study: Organizational Belonging and the
Utilization of Synergies

During all three case studies it became evident thanagers tend to search for
synergies within their area of responsibility withhancluding their hierarchically equal
organizational partners into the process. In thecR& study, in which the search for



6.4 NSIGHTS FROM THECASE STUDY | 265

synergies was initiated by the director of thisamigational unit, synergies within the
painted body main organization were searched, vatleous synergies with other main
departments were not regarded. A comparable, but wen situation occurred in the
MT Oxford case study, which was initiated by thenawging director. The main

difference between these two case studies waghisatanaging director i) has ever
since focused on a cooperation of his subordireatési) was already experienced with
the implementation of synergies and thus asked thanbeginning of the project to also
regard synergies with the central planning depamtsn&hich are mainly located in
Munich. In the MK case study, synergies were prilpasearched within one

commodity, but in the cooperation with a competitor

All case studies had in common that they regargeeérgies within the organizational

area which the initiator was responsible and actadol@ for or which he could at least
partially influence. This procedure is not egoistiat rather logical because it is the
only possible way to in fact change the mode ofrafen. One cannot dictate the

process partner on the same hierarchical level &oev with whom he or she has to
cooperate, but one can do this with one’s subotéisince one takes the responsibility
as their directive. Especially, if one-sided betseficcur in a synergy situation, only the
superior can effectively claim the implementatidnsoch synergies. In the same turn,
all managers, irrespective of their hierarchicalobging, are free to cooperate with

external partners, such as competitors, suppliecsstomers.

In the PB case, for instance, obvious synergie® wetected between the painted body
and the assembly main departments without the tdireganting to implement these
synergies. He reasoned that they do not lie withi;n area of responsibility and
therefore could not be expedited by him. This pointiew was absolutely correct since
this synergy would have been a one-sided one lyurigide of his area of responsibility.
Thus, only the managing director of plant Munictuldobe responsible for initiating
and sponsoring the implementation of such synerdibee finding from the three case
studies is important when it comes to the searah dignergies. The initiating
hierarchical level decides which synergies can ariy be tapped and which will
remain synergy potentials as they are within arrathea of responsibility.

The only divergence from this behavior was obseiuetie PB case study between the
persons responsible for the logistics at the localunich. Even though the PB project
actually did not consider other main departmeihs,ldgistics process owner of the PB
initiated the search for synergies between the tR&,assembly and the engine plant
Munich. He did so because he was convinced thargigs between these departments
are present, but also because he had a good nslaifpowith his logistics colleagues
from the other two main departments. Hence, he alss aware that his colleagues
would support the idea if it is beneficial for theerall situation.

It is therefore essential to bear in mind two intpot things: First, as a manager one
should try to initiate an open and cooperative reatdwithin the subordinate team;
actions which automatically support the utilizatiminsynergies on the next lower level.
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Second, one should question if the initiator of ymesgy project is on the proper
hierarchical level for searching for certain kirafssynergies: Without top management
support the level at which the synergy effects expected should be one below the
hierarchical level of the initiator, otherwise thegn be identified but not implemented.

6.4.5 Insights from the Case Study: Synergy Utilization with a Competitor

During the MK case study the researcher had thertypity to examine the rather rare
search for synergies with a competitor. The suppjiality cooperation is limited to a

specific range of parts, which is part of the resieer’s daily work, and started in early
2011 and is still ongoing. During that time, theaarcher gained additional insights of
the proper utilization of synergies as well asitifeience of the key influential factors

introduced in this thesis.

At the beginning, both sides doubted if the coopanacould be beneficial for both
parties. After they committed to this cooperatiba tinsystematic search for synergies
started’®® After a certain time period both parties definpedfic activities which they
would do together: mainly supplier management-eelggrocesses which are carried out
before the SOP. Already during the first cooperatphase it became evident how
important standards are for enabling synergieghdf cooperation partners had not
decided for compromises, most of the synergies dvawgt have been feasible. It is
especially the existence of a multitude of guidedinand the according software
solutions for supplier quality means which hindetlkd cooperation tremendously. In
fact, if the cooperation partners had not decidedblide by the internal regulations,
which sometimes even require filling out internatnhats, the cooperation would not
have been possible for a multitude of activitiese Tompromise usually implied either
following the guidelines of company A or considerithe BMW regulations for other
activities.

It is noteworthy that the trust into the synergytpar, which is also listed as one of the
key influential factors of using synergies, change@r time. It started with the first
cooperation attempts when the cooperation partgetsto know to each other and
primarily meetings were held together with the digpp, continued with deciding on
common standards for the cooperation which usuatijuded leaving the corporative
guidelines, up to the decision of both commodigdiers to expand the cooperation on
the other parts which they are responsible foretthe cooperation partners understood
the value of their cooperation, the synergy systmsiasupported to identify which
synergies are already used and which synergy palerstill exist. At this stage the

49 The researcher did not want to make use of thergyrsystematics from the beginning for the purpose
of elaborating if a non-systematic synergy utiliaatis also possible in this specific situation.
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ideas were, amongst others, that certain suppl@nagement activities for specific
projects will only be carried out for both by onketlee companies. At the beginning of
the project the parties involved never thought akgming this far. This experience
clearly shows how important mutual trust is and tha utilization of certain synergies
needs time.

The most important synergies used in such coopasatetween quality management
units clearly do not lead to direct cost savingst gther effects play a central role.

During the entire case study certain potentialseweetected where one party did
something for the other, resulting in resource rags/j these had a rather minor impact
on the bigger picture. Especially the exchangenmiwkedge and deployment of power
supported both companies tremendously. The fornmabled both companies to

improve internal processes, the reaction time pecsgic problems and additional issues
where the learning curve effect brings to bear @nredextent of empirical value is of

relevance. The latter was of importance for moingathe suppliers to getting things

done. Especially larger suppliers tend to be rahictvhen solving issues for only one
customer; when both companies, i.e. customers, tlessame demand it is easier to
solve the problem in the required period of time.

For cooperation with a competitor, such as companyt is centrally important to
question if a cooperation of this kind can leadiigadvantages for one synergy partner
or, more importantly, if the subject of cooperatisra source of differentiation between
the two companies which is perceived by the custemEhe latter is of importance
because customer perception often has to be coedide the first place. If one of the
cases applies firms should not enter into coopmratith a competitor.

Insights from this particular case study show th#te cooperation with competitors to
use synergies takes longer than a synergy usednwite own company, ii) a certain
trust in the synergy partner is even more importiaan a trust in organizational internal
partners and iii) the subject of cooperation netedbe chosen with caution towards
external effects.

6.4.6 Insights from the Case Study: Recommendations for the
Practitioners

In this subchapter, observations from the threee cgtsidies are introduced which
support practitioners in synergy management prejethe findings are based on the
experience the researcher gained during the ttase studies and are supported by the
corresponding examples.

The do’s and don’ts of synergy management:

= Do properly structure synergy projects
= Do proceed top down; the higher the initial manageimlevel, the more
beneficial the total synergies
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= Do be patient; making use of the full synergy pto&iakes time

* Do be persistent when it comes to implementing yee

= Do favor a continuous synergy management rather #yaergy projects for
taping the full synergy potential

= Do make single persons responsible for the synienglementation

= Don’t decide for the wrong hierarchical level oétpersons responsible

The benefits of a synergy systematics have beendumted sufficiently in previous
chapters. However, it is not only of importanceuse this systematics, but also to
reflect about how the entire synergy project, uptte consolidation of a synergy
management should be organized. For complex psogieictureis indispensable. All
three case studies have shown the researcherghddvel of complexity of synergy
management and the according projects, especidgnvwnany persons from different
organizational units or even companies are involveging to utilize synergies on a
larger scale is only possible with a clear planckhindicates how to proceed and which
central milestones are to be met. Resulting froenadhse studies it is not sufficient to
have a clear plan until the identification or ewalidation of the synergies; the plan
needs to end with the consolidation of the synergization. The MT case study, for
instance, was clearly structured until the synddgntification phase. Yet, a distinct
project plan with a binding timeline for establishi the identified synergies was
missing and the team which was responsible for eminting synergies attended one
meeting after the other without having a clear pdsout what needs to be done by
whom until when. The result was that many of th#nea complex synergies which
would have entailed the highest benefits were ngplemented due to a missing
structure of the project management.

It is also of importance to question where the deéor synergies is initiated. For this
purpose, dop down procedurés of value for synergy management as well asrgyne
projects for designing a consistent synergy coméijon. The reason is that it is not
necessarily possible to combine independent synesglutions from a lower
hierarchical level on the next higher hierarchitmalel. The evidence was observed
during the PB and MT case studies. The designeofithintenance synergies within the
PB main departmental organization made perfecthgasat the time they were defined.
They were well thought out, coordinated by all @artinvolved and presented an
optimization of the status quo. However, it was isolated solution on the main
departmental level which was designed. If thesalt®fad wanted to be matched with
the next higher synergy levels, compatibility pevbs would have occurred because the
requirements of other main departments were naidiecl.

The next higher synergy level, which was regardedhe MT case study, required
existing standards between the main departments.ld¢k of a common IT system
basis, equipment standards between the main degagrand different processes and
procedures which indicate how to run maintenancgrobted a quick realization of
synergies in the UK maintenance triangle. Thusgeff@rts of the PB maintenance team
would have to be questioned if the synergies ohiird higher level had been regarded.
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Most probably, the elaborated synergy solutions ldidwave to be adapted for fitting
into the bigger picture. Certainly, the need fog t#daption of the synergy solutions is
also applicable when regarding the MT UK projectinter-plant synergies were
required there. Still, a compromise between thadsgreasonable synergy level and the
efforts required for enabling such synergies need found.

One should still bear in mind in this situationtthiae efforts needed to identify and
implement synergies on the next higher synergyl lave much higher than on lower
levels. This leads directly to the next importadviae; take time and be patiemthen
implementing synergies. The implementation of sgies on a high synergy level takes
time, but the benefits are usually much higher thase of synergies on a low synergy
level. In the MT case study the utilization of fiaé synergy potential takes years since
certain standards, especially equipment standasdsnot be installed over night.
Nevertheless, in this case there are still enolayln hanging fruits’ which enable quick
beneficiary synergy effects; at the same time theropotentials need to be focused
over a longer time span. This has to be undersbgoall parties involved for avoiding
disappointment; synergies do not arise overnight.

This is why it is of central importance to persistentwhen dealing with synergies.
After the initial commitment to the synergies idéat in all three synergy projects the
major problem was to maintain this commitment owee. In all three case studies it
was observed that the persons being in charge okimgp out interim results for
enabling the synergies lacked even more speed K the further the progress of the
project was. This phenomenon goes hand in handthathlecreasing interest of the top
management to monitor the current state of progodsthe single project. For a
successful implementation of synergies, it is iteMe to present the interim results to
the top management and to thoroughly manage the gdahe implementation of the
synergies. Only continuous efforts combined witbegtain discipline not to lose sight
of the final target can enable a successful impigat®n of the desired synergies.

A beneficial way for fulfilling this requirement iso install acontinuous synergy
managementvithin the organization, rather than regardingesgy management as a
single project. Certainly, it is reasonable totstgnergy management as a project; but
after a specific time, it is necessary to tran#erproject to daily management work for
ensuring that the objectives are accomplished.rijit time for transferring the project
work to daily management is, for instance, giveterafhe synergy identification or at
the latest after the synergy analysis and validafibase. The PB as well as the MT
project lacked transferring projects into daily ragement work. Especially after
project-relevant managers changed their positibagpace and the commitment for the
implementation of the identified synergies decdbsia

Thus, it is strictly recommended tmake single persons responsibfer the
implementation of specific synergies. The impleragoh progress needs to be reported
in this case as a part of daily management to tipereor manager. When persons
change their positions, the responsibility for #ymergies needs to be transferred to a
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successor. Without following this approach the empeéntation of beneficial, but
complex synergies, which needs a long realizaiime,tcan never be made possible in
organizations. This recommendation was not followedsequently during the PB and
MT case studies where multiple synergy potentiatsewnot implemented simply
because no specific person felt responsible fantaed had the according authority.

Finally, it must be ensured that the responsibgitare delegatedccording to the
hierarchical authoritiesof the manager. During the MT case study, a gémeaaager
was made responsible for the implementation ofrgelaportion of synergies which
should be utilized across the main departmentsstiggled especially when the cross-
departmental team needed to make decisions abaérggs which benefit one
organizational area more than another or were eenmental for certain main
departments. The manager could deal with the situdor a longer time because he
received support from the top management for sglgimch situations. When problems
of this sort occurred, the situation was handledHhsy next higher hierarchical levels.
Thus, it is crucial to question if the manager mage for the implementation of
synergies is able to fulfill the task based on #nighorities. If this is not the case, this
manager needs at least direct support from therdiogp management level for
accomplishing the task. Apparently, it is not pbksito always make the highest
management levels responsible for the implememtagfosynergies; still their support
and sponsoring needs to be guaranteed.

To sum up, it needs to be stressed that the impl&tien and management of synergies
is complex and requires high and enduring efféktiarge number of the synergy ideas
found during BMW internal projects has already t&dsbefore. They were still not
implemented because this often involves high effort because the systematics how
the benefits can factually be tapped was not utagdsproperly.

Porter’s finding that

“the failure of synergy stemmed from the inabildf companies to understand and
implement it [Synergy], not because of some balsiw fin the concept.[...] Even in
instances where companies possessed a genuinetwopfyoto harness synergy, they
often failed because the tools for analyzing itevieixcking or they could not overcome
the substantial organization problems of implemigoma >

was proven to be correct in all three case studdshe same time, they all have
provided evidence for that a systematic synergyagament with the according top
management focus is able to overcome these problems

0 porter M. 2004 page 318
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7 Conclusion

7.1 Introduction and General Consideration

A concluding summary of the results of this themisl an outlook on future scientific
work is given in this chapter. While subchapter d@r@wers the scientific problems of
this thesis, including subchapter 7.2.1 which elates a related scientific question,
subchapter 7.3 presents the limitations of thensifie research method chosen in this
thesis and subchapter 7.4 gives a perspectivertimefuresearch fields in the context of
synergy management.

7.2 Answers to the Scientific Problems

This chapter concludes the findings of this thasiseference to the scientific problems
which are introduced in chapter 1.2. The resules@nted include the answers to the
specific question as well as further consideratwhich appeared to be of relevance
during the elaboration of this thesis. The sciempfoblems were defined as follows:

1. How can synergies be characterized and identifystematically in production
environments?

2. Which influential factors affect the successfuligéition of synergies?

3. Which effect does the organizational structure hawe the utilization of
synergies in production environments?

4. Is process orientation suitable for enhancing syyetilization?

5. How can synergies be managed systematically inyatazh environments?

1. Resulting from the literature research, thet fgsientific problem could not be
answered adequately with an existent scientific@ggh. This is why a new systematics
was developed in this thesis to identify and charame synergies in production
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environments. The answer to the first scientifiogem is presented in chapter 5.3
where the two-dimensional synergy identificationd®lp plus the three-dimensional
synergy characterization model are introduced. Batidels are based on the definition
of synergies from the process perspective includiey synergy categotyt and the
synergy levef® The three-dimensional model additionally includé® synergy
enablet® as the third dimension. Though processes arenitial ipoint they do not
characterize the synergy.

Synergy categories are the generic synergies fnenptocess perspective. They include
all possible process immanent synergies and deseviat kind of synergy one is
dealing with. The synergy categories are neithetually exclusive nor collectively
exhaustive. Thus, several synergy categories cautileed for the same process. The
synergy categories are:

= QOperation synergies
= Knowledge synergies
= Sourcing synergies

= Resource synergies

= Strategic synergies

The synergy levels illustrate the hierarchical ciuee of the organization, such as
group, department, main department, etc. They deserhere the synergy category is
allocated hierarchically and clearly refer to therarchical organizational structure of a
company. The combination of the synergy categomy whe synergy level based on
processes identifies synergies. By asking the guresf*

Which synergy category is used for the process?

On which synergy level is the specific synergy gatg used?

On which synergy level should the specific synezategory be used?
Which additional synergy categories can be usethfoprocess?

On which synergy level should the additional sygergtegory be used?

aokrwpPE

the synergies are identified.

Synergy enablers are the triggers of synergiesy Hescribe how synergies are made
possible and are of importance for questionindhé tight enabler is used in order to

%1 Compare chapter 5.3.4
*92 Compare chapter 5.3.5
°%3 Compare chapter 5.3.6

%4 Compare chapter 5.3.5.1
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utilize the aimed synergy. The combination of tgeesgy category, the synergy level
and the synergy enabler characterizes the synevgythe process perspective.

Why it is valuable to base the identification andhmacterization of synergies on
processes is developed in chapter 5.3.2. Which ritapband supportive links exist
between process orientation and synergies is deeelm chapter 4. Regarding the first
scientific problem the decision for processes agiainpoint for the synergy
identification and characterization has the advgethat theoretically all synergies can
be identified systematically. This is because tigrting point is able to map all
activities for the organizational area of interdsitis it also holistically captures all
potential sources for synergies.

2. The second scientific problem — which influehtiactors affect the successful
utilization of synergies — is elaborated in chap?et. The findings presented are
primarily based on expert interviews carried outirty the case studies at the BMW
Group, evidence from these case studies as welitersiture research. The key
influential factors identified are categorized irtivect and indirect influential factors.

The former can be influenced directly by the orgaton to optimize the utilization of

synergies. By contrast, the latter cannot be imiteel directly by the organization, at
least not in a short or middle term. The key inflie factors of using synergies
identified in this thesis are

Direct Influential Factors

= Organizational structure

= Range of cost center

» Range of responsibility

= Management behavior incl. top management support
= Trust in synergy partner

= Interpersonal factors

= Standards

= Technological specifications

= Transparency

Indirect Influential Factors are:

= Corporate culture
= National culture

= Size of enterprise
= Economic situation

Though the above influential factors do not give tbtal number of all influential

factors on synergies, they are the most relevams an reference to the expert
interviews as well as the evidence from the fidlde variety of the factors indicates
that the utilization of synergies if affected bynaultitude of internal and external
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decisions, persons and partially has a strategicacker. Thus, the successful utilization
of synergies should not be left to chance, but segdtematical top-down guidance in
organizations.

The important question — how organizations cantreachese key influential factors to

support the utilization of synergies — is introddice chapter 2.4.2 by means of the key
influential factors on using synergies; but alsocirapter 5.3.6 in which the synergy
enablers are developed.

3. One of the key influential factors identified svéhe organizational structure. Thus,
the third scientific problem which is questioninghish effect the organizational
structure has on the utilization of synergies iseady partially answered; the
organizational structure is a key influential fadiar synergy utilization.

The hypothesis for this research question that:

The organizational structure of a company has madluence on the utilization of
synergies.

is confirmed based on the evidence of the caséestad well as expert interviews.
The sub-hypothesis that:

The utilization of synergies can generally be ieflaed positively by implementing a
proper organizational structure which favors theeus synergies

is confirmed based on the evidence of the casdestias well as expert interviews.
Additional evidence is given in chapter chapter.2.dnd 5.3. The former subchapter
introduces organizational support factors for usggergies which are not solely based
on structural organizational changes. The lattevides evidence based on the defined
synergy categories that not for all synergies dpecstructural organizational
constellations are mandatory for allowing the méition of synergies. One exception is
operational synergies, which tend to require stmattorganizational adoptions for
making them possible.

Regarding the role of the structural organizationeieds to be stressed that i) required
structural organizational changes often lead testa@asces and are harder to implement
than other synergy enablers and ii) the structarghnization is often only able to
satisfy one specific synergy constellation of tyaesgy balancé® thus favoring the
utilization of one synergy and hindering the usétion of other synergies.

°% Compare Figure 32: Synergy balance
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A promising approach for reducing the drawbackghefstructural organization for the
utilization of synergies is the combination of austural organization with a
simultaneous process organization. This approadk adurther organizational layer to
the corporation which is specifically valuable tbe utilization of cross-departmental
synergies as well as horizontal synergies. Whik fdirmer are able to overcome the
drawbacks of functional structural organizatiomg latter surmounts disadvantages of
area-based structural organizations.

4. These findings lead over to the next scientifioblem; if process orientation is
suitable for enhancing the utilization of synergies

The basis for answering this scientific problengigen in chapter 3 where the links
between process orientation and synergies are religolo The results indicate that the
main principles of process orientation generallgpsart the utilization of synergies. In
particular, the end-to-end responsibility or praces/nership has a very positive effect
on the utilization of synergies; it is able to acx@ne the “silo effect” of structural
organizations and supports the utilization of cifosstional synergies. Moreover, the
nomination of a process owner facilitates the manant of synergies and supports the
identification of new synergies. Recognizing thistgmtial, the target system of the
process owner needs to be aligned with the syneoggept in a way that synergy
management becomes a part of the process ownspsnsibilities.

Additional positive effects of process orientatimm the synergy concept are identified
in chapter 4.3 where the effects of the main ppies of process orientation on the key
influential factors of synergy utilization are etahted. The principle of the end-to-end
responsibility or process ownership was again deteas the main positive driver;
additional very positive effects are expected frtdme principle of modularization.
Modularization provides the opportunity to reuse tbame product, process and
resource modules in different areas of applicatiod is hence a synergy driver.

Along with the positive effects of process oriemmatsupportive general commonalities
between process orientation and synergy manageanerderived in chapter 4.4. The
positive effects of process orientation on synergies well as the commonalities
between both concepts confirmed a positive fit leetwv process orientation and
synergies. Based on that findings chapter 5 makesad processes in general and
process orientation in particular as basis for méeys of the Process Oriented
Synergy Model; thus additionally proving that prsgeorientation is suitable for
enhancing the utilization of synergies.

In conclusion, process orientation is suitabledohancing the utilization of synergies
and is additionally a valuable source for synergnagement.

The hypotheses which are of relevance for thisnsifie problem:
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The principles of process orientation support thee wf synergies; processes are
regarded from end-to-end without referring to orgaational boundaries which can
negatively influence the use of synergies.

Synergy management can partially be based on psooegntation for enabling a
systematic use of synergies.

are confirmed based on these findings.

5. This leads directly over to the final scientifcoblem — how synergies can be
managed systematically in production environmeifitee answers for this scientific

problem are developed in chapter 5, where the BsoGriented Synergy Model is

introduced. The model is based on the theoretmahdation from chapters 2 to 4 as
well as evidence from the field. It consists of ther elements i) identify, ii) assess and
validate, iii) implement and iv) control and is bdson process orientation including the
according principles.
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Figure 51: Process Oriented Synergy Model

The model answers the question how synergies camdrgaged systematically in
production environments by introducing a toolset $ynergy management for the
specific elements. The toolset includes the synsgggematics as the central tool for
providing the needed guidance for consistent synergnagement.

Key requirements for ensuring an effective synengynagement are

= Regarding synergy management as a permanent maeageisligation, not a
project; synergy management can be initiated asogeg but subsequently
needs a continuous character

= A top-down procedure when initiating synergy mamaget

= Properly structured synergy projects when initisiynergy management
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= Consistently organized responsibilities for corgaing synergy management
» Adequate authority of the synergy manager in hisevrarea of responsibility
» Change management expertise for implementing siggerg

= Patience because making use of the full synergsnpial takes time

» Persistence when it comes to implement synergies

» Top management support because synergies cartanaidical changes

After the answers to the initial scientific problenwvere summarized an additional
scientific problem is discussed in the followingbshapter. This problem occurred
when the role of process orientation for the witiian of synergies was discussed with
the BMW process orientation expert. The hypothess that synergies could also be
regarded as a direct result of process orientafitare to its general relevance this
question is elaborated in the following subchapter.

7.2.1 Additional Scientific Problem: Are Synergies a Direct Result of
Process Orientation?

This thesis has proven that processes in geneeaharaluable initial point for the
identification of synergies and that process oagah in particular can be a valuable
basis for synergy identification. Asking the questif synergies are a direct result from
process orientatiGf® goes further because it questions which role m®oeientation —
as a standalone solution — has on the utilizatfosyoergies. This question is based on
the findings in chapter 4 which indicate that dertaO principles can directly lead to
synergies and others can support the utilizatiosyoérgies.

If the answer to the question is yes, the subsddagit would allow for using process
orientation as the only source for synergy manageniéhus, the synergy systematics
introduced in this thesis could be omitted if argamization is based on process
orientation. In the same turn, the relevance of Pnecess Oriented Synergy Model
could be questioned; if synergies are a directlresiu PO, organizations do not
specifically have to i) identify, ii) analyze andlidate, iii) implement, iv) control and
V) manage them — process orientation would alreaghgr these needs.

Since the five synergy categories i) operationkiipwledge, iii) sourcing, iv) resource
and v) strategic are based on processes, it isilugefjuestion if solely processes are
able to reflect them. By doing so it needs to lgarded that the synergy categories can
be positioned on different synergy levels and tinay can have a cross-functional
characteristic which can also include the coopematwith partners outside the
corporation.

% process orientation as described in chapter 3.3.
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Operational synergies refer to the activity procetsment and are based on the
organization how the activities within corporatioa® linked together. The optimum

constellation of the activities, which can be crgsctional, ideally results in a

synergy. This synergy can be perfectly identifiedl ananaged by means of process
orientation. Process orientation aims exactly oat tideal constellation of single

activities, which can be cross-functional, for hayithe optimal process result. The
optimal process result can be equated with thergyreffect. However, it is not able to

reflect constellations outside the organizationadriders. Thus operational synergies
can directly result from process orientation, asglas operational synergies with
partners outside the organization are omitted.

Knowledge synergies refer to the resource and #ipaldlity process element and are
based on the combination or sharing of knowledgath\Whese specifications
knowledge synergies cannot result directly fromcpss orientation because knowledge
is not specifically regarded in this context. Ifokviedge is regarded in the PO context,
then only as an input, or output of the processs lalso conceivable to design the
transfer and pooling of knowledge by means of “klemlge modules” which are tapped
by other processes. Both solutions are principptigsible but complex to manage.
Hence, if knowledge synergies should be regardedn fthe process orientation
perspective as a standalone solution, the realizatf synergies is combined with
complex and detailed process descriptions whichlaviack of systematically detecting
if specific knowledge should be shared or combwwét other processes or not.

Sourcing synergies refer to the resource procesmezit, more specifically the
purchasing of resources. They are based on theinatidn of sourcing demands and
do not necessarily require an organizational cépation but a centralization of the
sourcing demand. According to these specificatpposess orientation would be able to
make use of these synergies within the processnimaf#onal boarders. A sourcing
process would be defined with the according prooggser, the process metrics of this
process would be, amongst others, to minimize theehasing costs; this way the
process owner is motivated to identify saving poéés, which are in this case often
based on economies of scale. Since the processrothae a cross-functional
responsibility, he would detect exactly the samerdog synergies as the two-
dimensional synergy identification proc&8s.

Resource synergies refer to the resource processeat; they determine which
resources are used in what way. They are basetlasing resources and thus enabling
an optimized utilization of these as well as thelization of technologically
sophisticated solutions. Process orientation isafb¢ to deal with resource synergies
because it does not specifically take them intmact Some of them are covered by

"7 provided that the area of responsibility of thegasss owner has the right scope.
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the definition of the input of the process. But mve this case there is again no
systematic way of how process orientation can make of resource synergies.
Certainly the definition of a process owner for firecess ‘ensuring optimal resource
utilization’” would be possible, but absurd. Thuspgess orientation is not able to
account for systematically modeling the resourceesyies adequately.

Since strategic synergies cover by definition thieie constellation of the other four
synergy categories, the resulting effects of precamsentation on them is similar as
explained for the four synergy categories.

In summary the answer if synergies are a directlresf process orientation is
“partially”, because:

= operational and sourcing synergies can directlyltdsom process orientation,
as long as they take part in the organizationatdeya

= knowledge and resource synergies cannot directlyultrefrom process
orientation because process orientation as a dtareagolution is not able to
handle them

With this result it becomes evident that processenbed firms can not solely trust on
process orientation to ensure that all synergiesused. Even if in the best practice
process constellati6® most of the operational and sourcing synergiescarered,
knowledge and resource synergies are not propakgnt into consideration. Hence,
process orientation supports the utilization ofesgres, but not all synergies result from
process orientation; plus process orientation caly de regarded as a basis for
systematic synergy management but cannot simultsheoact as a synergy
management procedure as a standalone solution.

Thus, also process oriented corporations requiiaguan additional concept for
enabling a systematic and holistic utilization yhergies.

7.3 Limitations of Research Method

Resulting from the case study as well as actioeareh approach applied for this thesis
the results presented do not imply absolute unalesalidity. In particular, i) company-
intrinsic, ii) person-dependent and iii) time-degent conclusions which are based on
the iv) limited case study extent and v) the red®eans personal perception presented are
to be considered.

°%8 Requiring an optimal process structure regardjmeyations and sourcing.
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Company-intrinsic restraints are present insofat ttorporate organizations have their
own values after their organizational behavior lggreed. These values and the
corresponding behavior originate, amongst othesn fthe organizational historical
background, the industry sector or in general whaeferred as the corporate identity
supplemented by the location-specific modificatiohsorporate identity.

Personal dependence is given by deductive statemestilting from the case study and
action research approach which is based on spetions and decisions of explicit
persons or groups. Therefore, actions describedgandral statements deducted are
influenced by the perspective of a limited amouhtsimgle individuals. However,
because the findings were cross-referenced betw#fmment case studies as well as
different persons, this influence was minimized.

Time-dependence results from time-relevant inflisriactors such as the economical
situation as well as general business economicaletecies, which are, for example,
centralization or decentralization waves influegcithe perception of the object of
study.

The limited case study extent influences the resufitthis dissertation insofar that not
all findings could be cross-referenced betweersthgle case studies. This fact implies
that certain observations were exceptional but igdized due to missing or insufficient

cross-referencing.

Finally, the findings presented in this thesis wgagéhered and elaborated by one single
individual; a fact which bears the risk of implicef the researcher's personal
perception in the findings of this thesis. This itetion was reduced by cross-
referencing the findings of the thesis with theecasidies as well as theoretical sources
and additionally discussing the results with ofhersons.

7.4 Perspective on Further Research Fields

This thesis developed a basis for systematic synengnagement in production
environments by means of the combination of thecepts of process orientation and
synergies, as well as additional systematics whlldw corporations to systematically
utilize synergies. However, due to the generalyited extent of a thesis, additional
scientific relevant questions already occurredmuthe elaboration of this thesis. They
are of relevance for a more detailed understandinghe concept of synergy, the
concept of process orientation, and the combinadioboth as well as the systematic
synergy management approach developed in thissth&ibsequently, the central
questions are introduced which identify furthereaash fields for the object of interest
of this thesis:
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» Is the synergy systematics developed in this thalie applicable for non-
producing companies such as banks or service pmAdlf so, what are the
central differences from the synergy perspective?

= What is the difference between traditionally orgaxdi and process oriented
companies regarding the utilization of synergies?

= In what way is the formal and informal organizaaibstructure affected when
systematic synergy management is implemented? Whadhe main changes?

= Which efforts are needed to implement a holistid amonsistent synergy
management in small, medium and large corporatidhis® long does the
implementation in the according companies take?

= What are the quantitative differences between fisystematically managing
synergies and firms using synergies randomly oystesnatically with reference
to the size of the company?

Even though the synergy systematics which was dpedl in this thesis was
particularly designed for the application in protloie environments, the key
characteristics of the systematics could enableraader applicability. The first
indications were already proven by using the sayséematics in the MK case study,
which still was in the production-related enviromméut also had service-related
interfaces. Additional indications, which suppottraader applicability of the designed
systematics, are:

» Processes are present in all organization, indeggrfdom functional areas or
branches; hence the basis for the synergy systesnatuniversal.

» The synergy systematics with the according synergiegories, levels and
enablers should also be applicable irrespectiviimétional areas or branches;
the synergy categories are generally valid, syndeygls are based on the
specific hierarchical structure of the organizatand the synergy enablers can
but must not vary in different application areas.

If this synergy systematics was applicable for ptheeas along with the production
environment, it would be of interest to know whidliferences are present between
functional areas and branches when it comes t@eitdynergies. Do service-based
companies, for instance, use knowledge synergiese najten than production
companies; are other synergy enablers preferreld @ven additional synergy enablers
exist?

The second question refers to potential differenegsting between traditionally
organized and process oriented companies whendiagathe utilization of synergies.
Evidence from the case studies and the accordiagpbes and findings has shown that
process orientation has a positive influence on utization of synergies. Thus, it
would be of interest to know if there are differeagegarding the explicit utilization of
the five synergy categories. Do process orientechpamies, for instance, use
knowledge synergies more often than traditionatyaoized firms?
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Evidence from the case study has shown that thsifdation of synergies can lead to
formal and informal organizational changes resglfitom the synergy enablers which
are needed to make the according synergy possibliis turn, it is crucial how the
formal and informal organizational structure changwer time after a systematic
synergy management is implemented. It is of paercinterest to register what exactly
changes; is it, for instance, solely the structuvejanization, are IT knowledge
management solutions increasingly implemented, ¢ha systematic synergy
management even influence the organizational @itbuican any other primary changes
occur?

It is relevant to determine which different effoere factually needed to implement a
systematic synergy management in businesses efreliff sizes. With this knowledge
one can derive for which company sizes it is bemdfito implement this type of
management. At the same time it is important taware of the time it takes for the
differently sized organizations to implement thestsynatic synergy management. The
findings from the case study indicate that the anpéntation of a systematic synergy
management in large organizations cannot be dotieighort term.

The final question is of interest for being able verify if a systematic synergy

management is worth the efforts or if the beneffiefiects of a systematic synergy
management are perhaps not noticeable in the lemg. tThis question needs to be
referred to small, medium and large companies asllitmost probably affect them

differently. For reducing the inability to measwertain synergy effects, which are for
instance resulting from knowledge synergies, fray dne, it is of interest to compare
the differences on a long-term basis.
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