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OR MANY family business own-

ers, strategic growth—the

acquisition of other operating

businesses—is a key factor in
reaching financial and personal goals.
One third-generation chief executive,
for example, wanted to ensure that
when he passed on his company to
his son, it would be stronger than it
had been when it was handed to him.
To achieve this goal, he sought great-
er critical mass to combat industry
consolidation; diversification of reve-
nues to reduce reliance on key prod-
ucts and customers; and enhanced
in-house technical capabilities to bet-
ter control quality and margins.

The right acquisition can help
meet all of these objectives. Strategic
growth often represents a faster,
cost-effective and, in many ways,
less risky path than continued busi-

executives are involved, strategic
growth can be a powerful retention
mechanism. A good management
team will not tolerate stagnation; to
people on the fast track, growing and
winning are much more gratifying
than maintaining.

These are some of the issues that
make up the “why” of acquisitive
growth. But what of the “hows"?
Given current levels of liquidity,
this can accurately be portrayed as a
seller’s market. How does the buyer
ensure success in such an environ-
ment? For most family business own-
ers, who will likely make only one
or two acquisitions over a five-year
period, the margin for error is slim.

Following are some cardinal rules
for strategic expansion. Adhering to
these guidelines has helped our cli-
ents design successful acquisition

Don't assume that smaller deals will be easier.

They often require greater effort to close.

ness-as-usual. When a company’s
momentum has slowed and larger
competitors are tightening their hold
on the market, there may not be time
to rely on internal growth. Acquiring
a proven leader in an industry niche,
with an established customer base
and predictable earnings, reduces
the risk involved in taking the busi-
ness in a new direction.

There is another—less tangible
but equally important—reason to
make acquisitions a part of your
company's plan. When non-family
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efforts that are executed on their
terms, not those of the seller.

Buy what’s not for sale. If the
company has been packaged for sale
by an intermediary, you're too late.
If you win, you lose—by paying too
much. We recommend a proactive,
highly selective acquisition program
whereby the buyer deliberately seeks
out targets that serve strategic goals,
rather than reviewing only the com-
panies that happen to be in the busi-
ness broker’s current inventory.

Establish very specific criteria.

A few cardinal rules
for strategic expansion

An acquisition can help you achieve your family business goals.
But the deal must be done on your terms, not the seller’s.

Develop a strategic plan and define
the role to be played by acquisitions
within it (not the other way around).
Which goals will the purchase of
another business help achieve? What
are the priorities? This thought pro-
cess leads to financial and operating
criteria that are adhered to through-
out the search for targets and serves
to ensure deals are consistent with
the owner's plans for the company.

Avoid “deworsification.” Don't
diversify the business simply for the
sake of doing so. Diversification of
revenue, target market or customer
base can be a very suitable goal, but
only when it plays to a company’s
strengths and represents a logical
strategic step. Look for opportunities
to enhance your market position and
avoid the trap of spreading yourself
too thin without reason.

Seek situations in which price
is not the only determining fac-
tor. Overpaying is a mistake that
most buyers struggle to recover
from; better values are to be found
when the transaction meets the
seller's non-cash needs. Owners
without a viable succession alter-
native within the family may have
personal priorities—preservation of
culture, similar business philosophy
or continued employment for staff
and management. Some sellers may
wish to continue in an operating
role within a larger platform, taking
the business to a level they couldn’t
reach on their own.

Focus on acquisitions that will
have a meaningful impact. Don't
assume that smaller deals will be
easier. These often bring with them
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greater uncertainty and less man-
agement infrastructure, and so they
require greater effort to close. At the
same time, purchases should add to
the value you are providing your cus-
tomers and have a noticeable posi-
tive effect on earnings. Negotiating
and integrating an acquisition are
extremely disruptive to operations
and introduce a new element of risk.
Make sure the payoff will be worth it.

Never bet the ranch. The corol-
lary to the preceding point is that no
deal is worth risking the base busi-
ness. Avoid paying so much that debt
service stifles ongoing operations,
extending yourself so far that poor
performance in the target's opera-
tions will mean the failure of the base
business, or acquiring a platform so
large and complex that integration
consumes your entire organization.
Similarly, remember not to neglect
your core business. Without the help
of experienced advisers, management
teams can find themselves stretched
to the limit. The rule should be first
do no harm.

Culture is every bit as impor-
tant as economics. Countless stud-
ies have shown cultural issues to be
the most critical in business combi-
nations. Ensure you fully understand
the culture of the target and how it
compares to that of your own com-
pany. Will your culture be able to
carry the new operations forward?
Family businesses bear the imprint
of their owners in work practices,
management-staff relationships and
customer service. Your company is
an extension of your personality and
part of your identity; it's likely no
different for the seller.

Sellers should share the pain. In
structuring a deal, if possible make
sure the former owner has some-
thing at stake as you move forward.
This might take the form of a con-
tinuing minority ownership interest
or seller debt that is assumed as part
of the purchase price. Either way,
there should be some future upside
that depends on the performance
of the business and would be at risk
should things turn south. Imagine a

third party buying your company;
wouldn’t they be wise to keep you
involved and motivated to help? How
smoothly and quickly could you
transition your industry knowledge
or your relationships with employ-
ees, customers and suppliers? This
approach also encourages the seller
to be forthright in what he tells you
about his business.

Don’t expect smooth sailing.
In our experience, every transac-
tion will fall off the rails at least a

couple of times before closing. There
are just too many moving parts for
everything to work according to plan.
Emotions run high during a transac-
tion, and many sellers have a change
of heart along the way. Due diligence
is guaranteed to reveal something
you didn’t know about the target that
must be dealt with before you move
forward. Extraneous factors can also
play a part, such as problems at key
customer accounts, negative indus-
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Continued from page 27
try events or even natural disas-
ters. The lesson is not to overreact
but to have contingency plans at all
times. Differentiate “deal killers”
from bumps in the road, and main-
tain focus on the overall strategic
goal of the transaction. This applies
after closing, also; most acquisitions
under-perform before improving.
Keep your options open. The
best way to keep leverage on your
side is always to be willing to walk
away from an opportunity. It is easy
to become smitten with a seemingly
attractive target because it is familiar
and available. But this shouldn’t cloud
your judgment when it comes to the
details of the transaction. The right
company can quickly become the
wrong deal, based on the price and
structure agreed upon. Remember,
when you seek out acquisition candi-
dates from a position of strength, you
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don't need to swing at every pitch;
maintain flexibility and wait for the
right deal on the right terms.

Be proactive

As with so many other things in
business and life, success in strate-
gic expansion depends on taking the
initiative, controlling the process
and sticking to your goals. Sitting
back and waiting for the right oppor-
tunity to come knocking is a risky
and directionless alternative. How
can you be sure the deal that falls
in your lap is right for you and your
company? Instead, determine the
long-term vision for your company
and establish what role acquisitions
will play in achieving those objec-
tives. Then, with the assistance of an
experienced financial adviser, design
a strategy that uses specific criteria
to identify a select number of com-
plementary targets. If appropriate,

construct a purchase structure that
supports your goals and prepare for
integration and post-purchase man-
agement of the acquired operations.
Your company is your most impor-
tant asset and likely your future
legacy. Acquisitions can play an
important part in either building or
detracting from shareholder value.
These deals can strengthen the plat-
form for future generations, provided
you make such moves on your terms
and as part of a carefully conceived
strategic plan. The health of your
business is too important to leave to
chance. i 8]

Brad Bulkley is president of Bulkley
Capital L.P, an investment banking
and financial advisory firm that assists
middle-market companies nationwide
in strategies for building and realizing
shareholder value (www.bulkleycapital.
com).
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