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FOREWORD

The Australian Productivity Commission research report 1 ( 2010) , €aontributioh @&f the Not  -for-Profit
Sector6 recognised the substanti al contri bution maforeProfiy t
(NFP) sector to the national economy. Nevertheless, the NFP sector is experiencing unprecedented

pressures to reform in the face of funding shortage, growing demand for human services, changes in

government funding policies, and increased marketisation and competition. Many Australian charities and

NFP entities are compelled to review their strategic stance and alliances, and undertake organisational

restructure through mergers, amalgamations and acquisitions (M&As) with the hope of gaining scale

efficiencies, expanding market size and remaining competitive.

The option to undertake an M&A arrangement is available to all community organisations in Australia,
regardless of their legal structure (i.e. incorporated associations, companies limited by guarantee,
indigenous corporations and co  -operatives). While M&As have grown in popularity in the Australian NFP
human services sector, there is also evidence of de -mergers and cause for concern over the efficacy and
outcomes of M&A initiatives.

The overarching aim of this research project is to identify and assess the dynamics among the key
motivations, risks, barriers and opportunities associated with M&As in the Australian NFP human services
sector. The data for this study is derived from twenty -one (21) in -depth interviews, conducted in 2017, of
board members, Chief Executive Officers (CEOSs), senior management and finance officers of NFP entities,
including four who are specialist NFP governance consultants and legal representatives who have lived
experience of M&As. Where possible, we reviewed the annual reports and media news information on
M&A announcements.

Our findings support M&A uptake as an effective strategy for organisational growth, gaining scale
efficiencies and enhancing service choice and quality within the NFP service sector. The M&A process itself
however is often complex, time  -consuming and can be costly. Some of the critical M&A success factors

include board and CEO leadership, clarity of the social mission and goals, a well -designed merger plan,
proactive communication and stakeholder engagement. We utilise the 4 -P framework, representing
O6purpose, peopl e, process and policyd to elucidate the

and recommend a range of good practice guidelines for M&A success.

As the pressure for higher organisational efficiency and accountability continues to escalate within the
Australian NFP sector, further study on the efficacy of the M&A process is both timely and warranted. We

hope our findings will inform and sprout further inquiry into the risks and opportunities offered by M&A
strategies for the Australian NFP sector.

On behalf of the research team

Nava Subramaniam

1Australian Government Productivity Commission (2010), Contribution of the Not  -for-Profit Sector, Research Report, January 2010, Canberra.



EXECUTIVE SUMMARY

KEY FINDINGS

Main Motivations For M&A

Almost all participants from NFP entities stated
that they either completed or considered an
M&A restructure for strategic organisational
growth. Being larger in size is seen to confer
several primary and secondary benefits.

The primary benefits are scale efficiencies,
improved financial position, wider revenue base,
increase in market size, provision of wider range of
services, and acquiring critical technological and
human expertise. In some cases, the M&A meant
an opportunity to rationalise service offerings,

close low demand services and remove
operational inefficiencies.
The secondary benefits are perceived

advantages derived from the primary benefits,
which include enhanced reputation, being
competitive in the market, improved capacity to
win larger grants, and have stronger
impact.

social

A smaller proportion of participants reported
6rescuing another
and this tended to more easily occur when there
are gains anticipated from an additional revenue
line or cost savings, or transfer of specific assets
that are of benefit to the acquiring entity.

organi sa

Risks, Barriers & Opportunities at
Different M&A Phases

While many NFP CEOs are constantly on the look
out for M&A opportunities, there are various risks,
barriers and opportunities in the different phases
of an M&A set -up.

oucs  §

At the Pre -Merger Phase

1 Finding the right partner/s, particularly those
with similar social mission and values can be
difficult.

1 Board resistance, legacy Issues, and member
resistance can topple negotiations.

I CEO and board have limited vision and
understanding of the M&A process

9 Lack of resources (both financial and human)
for conducting proper planning, due diligence
and negotiations

1 Not spending enough time on assessing the
congruence in social mission, and rushing into
due diligence and discussions on governance
structural issues instead

1 Poor understanding of
business model and its financial implications
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