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BODY: 
Last week, after months of rumors, the SmithKline Beckman Corporation, based in Philadelphia, and the Beecham Group P.L.C., based in London, announced their intention to merge. If approved by their shareholders, the new company - to be called SmithKline Beecham - will be the world's second-largest pharmaceutical company after Merck & Company, and would have a research budget expected to exceed $500 million a year. Henry Wendt, the chairman of SmithKline Beckman and the designated chairman of SmithKline Beecham, spoke with the Business Forum editor Joel Kurtzman about how the merged companies will be managed. 
  
Question: It not always easy to blend two different corporate cultures after a merger. In your case, you must also blend two different nationalities. How will you go about this? 
  
Mr. Wendt: I don't think the binational factor will be difficult. We have many British executives and they have a number of Americans. The language is almost common. But merging corporate cultures is the greatest single challenge for creating a trans-national company. It is a major reason for going quickly to a simple, efficient management structure. We have to succeed in building a new company and a new corporate culture. We're going to spend a lot of time mixing people, working on management development and personnel development plans and seminars. We are going to have to take time to understand each other's history and traditions. It's a lot of work. 

We have faced it at SmithKline in other circumstances, but never on this scale. I take that challenge very seriously, and I see it as part of the role I will perform as chairman of the new company. I am going to assume responsibility for the new corporate identity. That is an unusual responsibility for a chairman. 
  
Q. What specifically are you going to do to merge the cultures? 
  
Mr. Wendt: We will start the new company after the shareholder vote with a new incentive system based upon stock options and phantom stock units. This will probably provide more incentives than is the norm for British companies. It will be rather close to the American model and will link management performance to the creation of value. 

We have learned some lessons from our acquisitions. Bob Bauman, Beecham's chairman, also has some pertinent experience. But we both agree that we can benefit from some outside assistance. 
  
Q. How long will it take to fully integrate the two companies? 
  
Mr. Wendt: I wish I knew. Full and complete integration will take, years. I'd say five years, to pick a number. To have people who identify themselves with SmithKline Beecham, as opposed to one company or the other never happens particularly quickly or easily. Integration of the businesses will go faster. 
  
Q. This is the era of takeovers. Yet you and your counterpart at Beecham, Robert P. Bauman, decided upon a merger. Why a merger and not a takover? 
  
Mr. Wendt: We believe that merging the two companies would create shareholder value as well as a number of efficiences without being dilutive. 

Bob and I found that we had a common view of the future and many shared strategic ideas about management. We also both believe that through a true merger we can create a very powerful combination. 
  
Q. What are some of the similarities of the two companies? 
  
Mr. Wendt: Both companies have emphasized the three components of the therapeutics thrust: ethical pharmaceuticals, over-the-counter pharmaceuticals and animal health products. That is not characteristic of all companies in our industry. 

We also both operate our businesses on a worldwide basis and on a product line basis. These structural forms are similar. We also both think that to be truly competitive, we have to move into the top tier of companies. We felt it difficult to move into the top tier on our own. 

Finally, in the global market, the combination of a company with a strong position in Europe with another company - our company - with a strong position in North America, provides a geographic balance that is highly desirable. 

So we see the advantages and we see the opportunities and we see the fit. 
  
Q. How do you know that the other managers in your two companies agree about the symmetries? 
  
Mr. Wendt: Well it's fine for Bob and Henry to sit down and talk chairman to chairman. But what we both wanted to do was validate our view by bringing together a team of senior management from our pharmaceuticals divisions. 

We wanted them to build a business plan from the bottom up that would represent how these businesses would operate in combination and to see how they would perform. 
  
Q. What kind of guidelines did you give to the management team? 
  
Mr. Wendt: We didn't set any guidelines. We didn't want to say to the team that they had to achieve sales growth of X and profit growth of Y and a return on equity of Z. We only said we want the team to sit down, bring their data with them, try to understand each other's positions and develop a plan for the combined businesses. 

Our managers approached this exercise with open minds, complete honesty and, I must say, a measure of skepticism. Out of those meetings came a plan. As a result, the idea for the merger became more than Bob and Henry's vision. That was important for both of us to know and also important for our boards of directors to know. 
  
Q. How will this merger work in terms of your two boards? 
  
Mr. Wendt: We will constitute a new board of directors. It will be comprised of four outside directors from each company. We will also add five inside directors from each company - senior managers. The total number of directors will 18. 

This is a high ratio of insiders to outsiders by American standards but normal for Britain. 
  
Q. In the past, both companies have been criticized for not having enough new products in the pipeline. With the combination will you be able to accelerate product development? 
  
Mr. Wendt: There are compounds in the pipeline coming onto the market from both companies. There are four new compounds under review by the Food and Drug Administration - two from Beecham and two from SmithKline. The other new compounds under development by the two companies are split roughly 50-50 between them. 

The challenge for the new combination will be to examine the compounds that are under development and prioritize them in terms of research so that we put our resources where we can get the best return for our shareholders. 
  
Q. How will the research activities of the two companies be managed? 
  
Mr. Wendt: We have no plans to reduce research. We talked about rationalizations but that does not apply to research or to development. 

The trick will be to use these resources as efficiently as possible. We will maintain a significant reseach presence in both Britain and the United States. 

That's one of the real advantages of this company. You might remember that the discoveries that led to our Tagamet brand occurred in Britain at the SmithKline French Research Insitute. 

So we see it as a great plus to have significant research activities going on in both countries. We will also be managing a blended product development organization with worldwide responsiblity. 

These are our views coming into the combination. At this stage of the game we haven't had time to organized a new research and development division. 

Let me say, we have to approach this with great care. R. & D. is delicate and is vital to our future. We won't do anything to rock our R. & D. 
  
Q. When the new combination is formed, will you expand your activities in Japan? 
  
Mr. Wendt: Our Contac brand is on the market in Japan and is doing very well. We are one of the few international pharmaceutical companies with both an ethical and an over-the-counter presence in Japan. 

We want to build both of these markets and our objective there too is to get into the top tier in Japan as we already are in North America and Europe. Research in Japan is also in our future, but we have no plans to do it there yet. 
  
Q. Will you get any added efficiencies from blending the two sales forces? 
  
Mr. Wendt: Every sales person develops a relationship with his customers based on the strength of the products. SmithKline has an excellent position in gastro intestinal medicine and cardiovascular medicine. Beecham's position is excellent in infectious diseases. 

This means that the Beecham sales force can take Engerix-B, our new recombinant DNA compound, to the major infectious disease hospitals in Britain, the United States and around the world. They have a relationship with those hospitals that in many respects is superior to that of our own sales staff. 

At the same time, SmithKline has been promoting Ridaura, for rheumatoid arthritis for several years now. That means that when Relifex, the Beecham non-steroid anti-inflamatory comes onto the market, it will be the perfect product to be promoted by our sales force in combination with Ridaura. 

Also, our sales force in the United States is larger than Beecham's and has a great presence with family practitioners and internists. Beecham, for efficiency reasons, has concentrated its smaller sales force in the United States on hospitals. Together the two sales forces will produce some real synergies. 

Let me say that we have no plans for rationalizations in the sales force. Our rationalization objectives are in administration and in those areas where there are duplicate plants. We are looking toward the sales synergies we can achieve rather than the money we can save.
