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Background
As a strategic change in direction, Bookham Technology acquired Marconi Optical Components. Marconi manufactured an alternative technology to that offered by Bookham and that alternative technology was being proved by the market to be a more acceptable product. The contract started on 2nd April 2002 for 6 months until 30th September.
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Structure

Bookham Technology plc was quoted on the UK stock market (during the dot com boom it was in the FTSE100) and also it was quoted on NASDAQ. At the time, it was based at Abingdon (the Marconi business at Towcester).

Back to the Top
Interim Scenario

I was asked to work on the integration of the Marconi business into Bookham, and in particular to act as the “eyes and ears” of the VP of Finance. Apart from this requirement, I was also the source of finance and commercial support to the local management team. 
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Issues

On arrival, there were a number of issues outstanding:

· The Marconi accounting team of 16 had been made redundant. The human resource due diligence process and the pre-acquisition process of courtship of Marconi’s management and staff had by-passed the finance team. Marconi had made them redundant (assuming that Bookham would not require them) under their very generous redundancy scheme. Bookham’s management of this team during its first 2 months was not good; relations were so low that the two companies’ finance teams would not talk to each other.

· Marconi had terminated the accounting software licences. Although Bookham’s application was in place at Marconi, it had not been implemented during the first 2 months following acquisition.

· The redundancy of the Marconi finance team was effective from 30th April 2002, 3 months following the purchase transaction. At that point all knowledge that this team possessed would leave the company.

· Bookham’s procedures for budgeting, forecasting and reporting had not been implemented at Marconi.

· After 30th April, the Marconi management team had no finance support. Given the relationship of the two finance teams before this date, financial support was pretty minimal in any case.

· The transfer of transactions processing to Bookham’s finance team had not been started 

My role was to solve the problems, to ensure that the integration of the finance functions succeeded, to provide commercial support to the local management team and to establish a budgeting, forecasting and reporting system.

During my time, further issues were surfaced:

· The fact that Marconi was involved in the aerospace industry as well as telecoms had not been highlighted sufficiently by the due diligence process. Bookham senior managers did not know of this other business

· The Marconi business was in receipt of research and development grants from the European Union. Again, the due diligence process had missed this, including the fact that Marconi had received grant in advance of expenditure (which Bookham was now expending) and without the appropriate level of reporting, there was a potential scenario that Bookham could be requested to repay the grant money, including that which was originally paid to Marconi.

· Bookham had a project running pre-acquisition to replace its ERP system with SAP. The project sponsors had failed to consider the acquisition in this program, with the result that the implementation team did not understand the requirements of the newly acquired business. At the time, the permanent staff were still trying to make their impact with the new owners, so it was left to me as the “baggage-less” interim to break the news to the VP of IT..
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Resolution

In time, all issues were resolved. An essential part of the role was the upwards management of Bookham; since the permanent members of the management team were keen to make an impression on the Bookham team, as an interim this formed important part of my role. A key example of this was that I was asked to ensure that Bookham’s implementation team were aware that they were making a serious error in the implementation of SAP by ignoring much of the Marconi business.

The cut-off of the funding for the R&D grants between Marconi and Bookham was managed in conjunction with the legal team and Marconi’s group finance function. In one particular contract, Marconi had received £0.5m in grants for expenditure that Bookham was scheduled to incur.

Importantly, the relationship with the redundant Marconi finance team was rescued and as much knowledge as possible was transferred from them. In turn, I passed this on to the Bookham finance team.
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Business cases
An inheritance from Marconi was the structure around the commercialisation of products that had been designed by the R&D teams. Essentially the company was structured by having a team of PhD’s that did “research” and a team of PhD’s that did “development”. The first team did original research – they were boffins – whereas the second team would take the output from the first team and commercialise the product by assessing its viability for large-scale manufacture. The proposal to go ahead with large-scale manufacture was based around a business case for which my role was responsible for conducting an audit and for acting as the link between the team of development PhD’s, Procurement and Legal. The case was made up as follows:

· An assessment of the external market for the product. This was based on marketing research that was specifically requested by the company and projected the likely increase in sales that would be followed with market acceptance of the product

· An assessment of the likely capital costs. Since the main element of the cost (in particular, clean rooms) had already been incurred, this comprised mainly of machine tooling

· An assessment of the downward-sloping cost curve. Not only did this consider reduced supplier costs through price reductions, but also increase input – output ratii through labour productivity and reduced waste / scrap

· The life of the product was measured over a period of years: this technology was relatively mature, development-wise, slow-moving (because of complexity) and so less likely to become obsolete. So, although NPV’s were calculated, the DCF analysis that followed was of low risk

· An assessment of the market, supply and product risks associated with the product, including the state of advance of the competition in terms of direct competition from other suppliers to the market as well as replacement products, together with the mitigations.

Rather than prepare the business case, my role was to check it to ensure that the proper procedures had been followed, and that all statements made in the business case were borne out by supporting evidence, including assessments of likely costs from suppliers and the views of the manufacturing managers.
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Financial reporting
Financial reporting was of a low level in this role. I was responsible for reporting budgeting and forecasting likely spend and income for the profit centres associated with the business unit for consolidation into Bookham’s overall reporting.

In addition, I was responsible for determining the amount of EU grant income that was due to Bookham for the research projects that it was undertaking, both as a lead and as a subcontractor and for submitting the grant to the EU.
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Conclusion

This role highlights the importance of the human resource due diligence process in making an acquisition. Errors were made in the technological (EU research grants) and commercial (aerospace customer base) due diligence processes too. If these three processes had been handled properly, it is likely that Bookham could have integrated the Marconi business within its own resources and without an interim.
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