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Growth Model:
Mergers, Acquisitions, and Other Joint Arrangements

Renée Robinson, Global Entrcpreneurial 1eadership Fellow

Mergers, acquisitions and other joint arrangements provide methods for a company
o grow into new products or ncw markets through external sources.  External
growth often appears to be the easicst solution to rthe question of how to grow,
However, most acquisitions arc considerced failures. A recent McKinscy & Company
study found that 61% ol mergers studied failed to carn back its cost of capital. Onc
reason for falure is a lack of adequate planning. Only 80% of companies involved in
a major acquisition perform any pre-acquisition planning. “I'his section will discuss

the necessary considerarion in exploring external growih.

Strategy

External growth should only be investigared after preparing a stratcgic plan for
growth, It helps to write down the currenr state of your company in the overall .
industry. The following matdx can be used o simplify developing 4 growth strategy.
List all of your presenr products and potential new products and theic present
markets and possible new markets. Tn cach box writc down your company’s current
mazker share. Also, in examining your product in that markel, consider the potential
for profitable geowth in thar market, ic. how are the margins. ‘This serious look
should give you important informadon on targeting new markets, products, and
services as well as discovering which product lines 1o sell or which markets ro cease

doing busincss. (Mergers & Acquisirions, Krallinger)
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INDEPENDENT STUDY PROFESSOR COMMENTS

STUDENT NAME: Renee Robinson

The attached paper more than meets the requirements of the proposed independent
study. The conceptual and empirical work is very solid.

The paper tackles the issue of how to successfully pursue a strategy of growth
through a variety of joint venture and acquisition and merger activity. Ms.
Robinson does a very good job of sorting out such key variables leverage, product
portfolio mix and the soft cultural issues leading to success or failure.

The final section focus on the interesting area of compensation models in JVs.

In addition, Ms. Robinson particpated in a team project study that resulted in a frist

rate wyritten report and video presentation.
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Avgussition Planning

Most acquisitions oceur because the target company has something that the acquiring
company necds such as; market sharc, technology, disteibution, property, plant, and
cquipment, erc. ‘Lhe target companies are identified hecause the acquircr believes
thar syncrgics existed. Synergies arc the justification for purchasing at a premium.
Infercstingly, most managers only have a vague idea of how 1+1=3. In Strower’s
book, The Synergy ‘Trup, he discusses the comeestones o syncrgy; strategic vision,

operaring strategy, systems integration and power and cullure.

Strategic vision s the foundaton for all acquisitions. “Management’s vision of the
acquisition is shared with suppliers, customers, lenders, and cmployces as a
framework for planning, discussions, decisions, and reactions to change. 'I'he vision
must be clear 1o large constituenr | groups and udaptable 0 many unknown
circumnstances,” (Sirower) Visions are dangers il the words arc nor put into actions

quickly. If the other cornerstones are not alrcady in place, visions can act as early
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warning notices to your competitors, telling them which products and rnackers your

company plans to focus on.

Opcrating steategy focuses on how to improve the value chain of the combined
cntity.  Gains in market sharc and profit margins must be taken at the expense of
competitors unless entedng entieely new markets or with products for newly
identificd needs. In eirher case, competitor reactions should play an imporrant role in
~how 1o operate. “lhe operating strategy must address how the new company will be

more competitive along the entire valuc chain of the business.” (Srrower)

Systems integration addresses how o implement the dequisition. Tt must support
detaled operating strategry. This involves detailing which operatons will stand-alone
and which will become inregrated.  Analysis of systems integratinon should be done in
the process of valuation. If onc of the synergy liseed is ceonomy of scale, it must be
decided cxactly how the cost savings will oceur. System intcpration plans are time

consuming becausc it involves careful analysis of arcas of duplication and overlap in

order to realiee how cverything will work together post merger. |owever, doing the
legwork in advance will save you time and moncy,  Most importantly, once your

competition undeestands the direction you are heading, you will alread y be there.

Power and Culture n the “soficst” of the cornerstones of syncrgy and the most
difficull to define. Sirower moves away from the usual opinions thar companics
should have similar cultures. “The issue for acquircey iy not whether the cullures arc
similar or different but whether the changes necossary o support the strategy will
clash with eithee culture.”” Similar to systems integration, plans on how ro handle
conflicts and woperation arc necessury to align cultures.  Carefl ully idenufied
incentives and other reward systems (or the new company will ensure that all parties

are working rowards a common goal,
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‘The four comerstones of syncrgy, straregic vision, operating strategy, systems
integration and power and cultuze are all necessazy to map out before making a bid

1 a company. Without looking at how the two companics will work together as
ong, it is impossible o assess a fair value. Not only will your company aor be able ro
rcap the beaefits of (he combination, you will tip off your compelitors to the new

dircetion you will be taking befure you are ready.

Orher Joint Arvangements

Mergers and acquisitions arc somctimes viewed .as the only ways 0 grow externally.
‘There arc many other ways to bring in outside expertise without having o purchase.
Jomt arrangements provide quick and trial solutions to how to cxpand into new
products and new markets. ‘l'ypically, these arrangemcents, such as joint ventures and
partnenng, are used in foreign markets to get around government  cestrictions.
Alliances and partnering ar¢ becoming more popular domestically as companics arc
beginning to see the benefits of working together in alliances. Krallinger providess

list of e\amplcs of joint arrangements and how the compensation should work.

Type _ o '| Compensation
Sales rcpruc.nnnm\ ' Commission . il
Distribution B . o ) (.ommlsamn or outright buay/sell

Up-front payment plus my.;lry based on sales
and possible agreement to buy materials and
. 3 i .. supplies from franchiger

License to manufacrure and/or sell (may | Usually up-front payment plus my.alry-tvpc
involve cross-license with cach having rights | fees based on sales with annual minimums

Treranchise

1o other's 1cchnology, producty, erc. ) L ’ o
Jondy owa business and partnership Both contribute  funds and/or  services,
- product technology, distribution,

} ‘ .| manulacturing management, ctc.
Renal  agreement  for lacilities  or | lixed rent charge or slrmght fee for scrvices
management or - a woling  production | rendered or products produccd

| Arrangement
Agree to fund pm;cct with rights 1o ‘project Sharing of expenses, or equal or uneqml
| results or products conrribution of funds

*MQ he g  granted exch; w1t or non-exelusirt feyvitorics, . ' ' o J
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When consideeing acquiring in order 10 grow, rry 10 consider other methods besides
acquisition. One solution may be to acquire top talent in the industry or market your
company plans to cxpand into. Other arrangements can provide a quicker method to

achieve your company’s goal of growth.




