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PREFACE

The main objective of this report is the study and research of

the corporate planning process and its relationship to external growth 

through acquisitions. It was researched and written under the premise 

that the purpose of planning for external growth is to be sure that the 

external growth through acquisitions contributes to the earnings growth 

goals of the company which have been established by the board of di

rectors and the top management.

The scope of this study and research paper is limited to the 

various aspects of corporate planning and development which necessarily 

must provide the basis for successful external growth decisions on the 

acquisitions of other companies. The research and study approach uti

lized was through the information obtained from books and periodicals 

which provided an abundance of ideas on this extremely interesting topic.

Omaha^ Nebraska 
JudTy 31, 1969

WILLIAM W. GIBSON
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CHAPTER I

INTRODUCTION

According to many different sources, corporate acquisitions are 

increasing in number at a significant rate. In fact, it was estimated 

by Rockwell that at the present rate about one out of every three com

panies will merge in the next ten years. However, he emphasizes that 

the risks of acquisitions are great; and therefore, the acquisition 

route must certainly be approached with extreme caution. Also, although 

there is a tremendous earnings growth potential as a result of a well- 

planned acquisition program, Rockwell has cautioned that "the glittering 

aspects of the merger route have been so greatly stressed, it is all too 

easy to overlook the ruts in the road."*^

Why should a company involve itself in the complicated and risky 

business of acquiring other companies? In addition, what kind of com

panies should they acquire and what preliminary elements are necessary 

to assure a probable chance for a successful acquisition? With the 

word acquisition constantly in the news, many companies are undoubtedly 

asking themselves these questions. This report will have as its objec

tive the exploration of these questions as they relate to planning for 

external growth through acquisitions.

^Willard F. Rockwell, Jr., "How to Acquire a Company," Harvard 
Business Review, September/October, 1%8, p. 121.
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Prior to the discussion of external growth planning, it would be 

helpful to review the types of earnings growth opportunities which are 

available to a business in order to put the external growth possibilities 

in their proper perspective. There are basically four types of earnings 

growth opportunities open to a company. As explained by Ansoff, these 

are as follows:

1. Market penetration is an effort to increase company sales 
without departing from an original product-market strategy. A company 
seeks to improve business either by increasing the volume of its sales 
to its present customers, or by finding new customers for present pro
ducts .

2. Market development is a strategy in which the company 
attempts to adapt its present product line to new missions.

3 . Product development retains the present mission and develops 
products that have new and different characteristics, such as will im
prove the performance of the mission.

4. Diversification calls for a simultaneous departure from the 
present product line and present market structure."

The first three of these opportunities, market penetration, market

development and product development, are internal growth approaches

which are very important to a company's over-all growth planning program.

It is vital to recognize that although this report will concentrate on

the fourth growth opportunity, which is diversification, or more

specifically, external growth through acquisitions, both internal growth

and external growth should continually figure prominently in the planning

process in varying degrees.

As was indicated, this report will have as its objective the 

study and research of the corporate planning process and its relation

ship to external growth through acquisitions.

^H. Igor Ansoff, "Strategies for Diversification," Harvard Busi
ness Review, September/October, 1957? P- H3-
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At this point, it is vital to define the term "growth" as it is 

to be used in this report to provide a sound foundation for development 

of the acquisition topic.

Growth, whether it be external or internal, just to become 

larger should not be an objective of a company. The important consider

ation is the appreciation of the value of the stockholders' shares which 

is a result of the corporate growth program. For example, the stock

holder has a significant increase in the value of his shares when the 

corporation shows earnings growth over a period of three to five years. 

This growth provides increased employment and new advancement oppor

tunities for employees. In addition to meeting the obligations to 

stockholders and employees, the company through its growth program will 

also be better able to make new scientific, technological and sociolo

gical contributions to society and meet the urgent and extraordinary
3social demands of the future.

In the course of the investigation conducted for this report, it 

became evident that there was much confusion surrounding the terms 

"merger" and "acquisition." Basically, the two terms are synonymous, 

except that apparently merger has a better connotation in the sense that 

it indicates a merging of mutual interests, rather than acquisition 

which indicates that one company is simply buying out or acquiring 

another. The important consideration for a company with either of these 

terms is that it represents a definite external, rather than internal, 

step toward corporate earnings growth.

^G. Scott Hutchinson, The Business of Acquisitions and Mergers 
(New York: President's Publishing House, Inc., 1968), p. 17.
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There are many reasons which have been advanced for the acqui

sition of one company by another. Among these are included acquisitions 

for investment, to serve a market need, to buy time, to acquire technical 

knowledge, to achieve product diversification and integration. However, 

Hi 1 these reasons are encompassed, directly or indirectly, within the 

broader guideline of acquisition as a means of achieving a company's 

plan for growth. It was indicated by Mace and Montgomery that it is 

incorrect to consider the acquisition growth opportunity by itself, and 

merger or acquisition is only one of several methods to achieve corpo

rate growth objectives. Therefore, to accomplish the fundamental over

riding objective of making the company more profitable, it is necessary 

to consider several alternative routes to growth. In addition, an 

effective business strategy consists of an awareness of all the differ

ent alternatives and their respective advantages and disadvantages in 

order to obtain the maximum net benefit from their interrelationships. 

This requires both an identification of these alternatives and a 

rigorous assessment of their respective benefits and costs in order to 

determine to what degree the acquisition route will aid in the accom

plishment of these established objectives.

This first chapter has initially introduced the topic of 

planning for external growth through acquisitions by discussing the 

types of growth opportunities which are available to a company, clari

fying the terms merger and acquisition, and explaining the basic 

relationship of the various reasons for acquisitions. The next chapter

kMyles L. Mace and George G. Montgomery, Jr., Management Problems 
of Corporate Acquisitions (Boston: Harvard University, 1%2), pp. $-26.
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will further explain the planning process and specifically, its nature 

and significance in achieving external growth through acquisitions.



CHAPTER II

NATURE AND SIGNIFICANCE OF PLANNING 

FOR EXTERNAL GROWTH

When a company seeks to move into the external growth area, it 

is pointing in the direction of accelerated earnings growth into new 

fields that represent a change from the present product line and present 

market structure. At that time, planning for growth assumes paramount 

importance. Why is planning important? What is needed in the planning 

phased This chapter will discuss the importance of the planning process.

Planning as the Basis for 
Examination of Opportunities

A well developed plan provides the basis in examining the 

possibilities for external growth. It is at least as important as, if 

not more important than, the planning which is normally accomplished 

for internal growth. This is true for several reasons. These include 

the facts that (l) there are the possibilities of strange markets and 

marketing procedures, (2) there are often different technology require

ments than the present business, and (3) there is certainly the need to 

move quickly on acquisitions since other companies are also searching

for profitable diversification possibilities and several may be competing
1for the same opportunity.

***Clarence 1. Drayton, Jr., Craig Emerson, and John D. Griswold, 
Mergers and Acquisitions: Planning and Action (New York: Financial 
Executives Research Foundation, 1963), p. 5!"

6
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When a company diversifies, planning takes on added importance 

because of the many additional unfamiliarities. A company should con

sider planning as a tool in maximizing long-range objectives. It would 

now be appropriate to take a look at planning and what is needed in the 

complete planning process for external growth through acquisitions.

Responsibility for Planning

The purpose of planning for external growth is to be sure that 

the external growth contributes to the company's earnings growth goals.

Planning itself is the systematic approach to maximize the possibilities
2of achieving this over-all corporate growth.

The basic responsibility for planning the company's growth 

directions should be a vital element of the company president's position. 

He must be the one who oversees the short-term and long-term goals of 

the company. He certainly draws upon the advice and counsel of his 

staff officers and assistants, but the ultimate responsibility belongs 

to him. The board of directors usually does not initiate corporate plans 

even though the corporate charter mentions this as a responsibility of 

the board. The board controls the accomplishment of corporate growth

plans by its necessary approval, but ordinarily does not develop the
qplans.̂

After the management, with the direct involvement of the presi

dent, has developed the corporate growth plan, it should be presented to 

the board for approval. This step is basically a sound management

^Hutchinson, op. cit., pp. 25-38.

3American Management Association, Corporate Growth Through Merger 
and Acquisition (New York: American Management Association, Inc., 1%3),
pp. 18-26.
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procedure. Because the board must approve any proposed acquisition, its 

approval of the growth plan will facilitate action on specific acqui

sitions in the future.

In the Sykes Company, for example, an acquisition was proposed 

by the president to acquire a small company in an unrelated field. This 

proposal was rejected by the board of directors who were all over 60 

years of age and more concerned with steady earnings and dividends 

growth. In essence, the board was satisfied with the current product 

lines of the company. However, the president could foresee that even 

though the company was profitable at this time, the next five years 

might see a negative change in operations. Therefore, he felt that it 

was important to plan for external growth into other lines of business. 

The president at the next meeting presented forecasts of sales and pro

fits for the next five years, and then recommended to the board of 

directors that the company continue the current lines of business, but 

that it also search for opportunities in additional businesses with out

standing growth potential and that it be flexible in the consideration 

of new proposals depending on future growth and new developments. Pre

sented in this manner of a growth plan, the board approved several

specific acquisition proposals. The key is the establishment of a com
4pany plan for growth.

As a prelude to the actual necessary planning process as it 

relates to external growth through acquisitions, the over-all process 

will be briefly discussed in the next section. The various elements of 

the planning process will be explored in detail in later chapters.

, ^Mace and Montgomery, op. cit., pp. 57-59-



The Planning Process

In the first stage of the planning process, basic goals must be 

established. These should be long-range and contain the value judgments 

of the company. Value judgments certainly should be kept within the 

constraints of the company. By constraints are meant the external and 

self-imposed internal restrictions in legal, moral and social values 

that determine in what directions the company can operate. Value judg

ments include "stakeholder" expectations and the corporate image. 

Stakeholder expectations are the desires of stockholders, creditors, 

employees, and the management of the company. These expectations of

each group of stakeholders have to be molded together to produce the total
5satisfaction of all the stakeholders.

After value judgments have been established, then more specific 

objectives should be set. As an example, a company might establish the 

objective of ten per cent annual compounded growth in earnings. Also, 

a ten-year forecast might show that earnings of $10.00 per share are 

required in the tenth year to meet the ten per cent yearly increase.

If internal growth of the present business is forecasted to contribute 

$6.00 per share earnings in the tenth year, then the difference in these 

two forecasts, which is $4.00 per share, is the gap in earnings; and 

external growth earnings are needed to fill this gap.

Opportunity to participate in external growth can present itself 

from many directions. When it does arise, it usually needs direct 

attention. The ability to act fast must be inherent in any diversifi

cation program, but the ability must be based on good judgment and prior

^Charles A. Scharf, Techniques for Buying, Selling and Merging 
Businesses (New York: Prentice-Hall, Inc., 1$64), pp. 3-11.
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planning. In order to make good judgments on diversification, a plan 

must be established not only for the short run, but also for the long 

run. Well laid plans must enhance the reaching of the company goals 

and must contain subgoals to accomplish them. A decision to purchase 

another company can have tremendous impact on the company's future 

financial picture. Large capital expenditures usually are not made for 

the short term; furthermore, they have a large impact on future plans 

for diversification. Chances are that immediate results on the acquiring 

company's earnings after acquiring another firm might be in conflict 

with the established goal of ten per cent earnings growth which had been 

assumed. This would be due largely to the premium payment which a com

pany ùsually has to pay in order to obtain controlling interest in the
6company which is to be acquired.

In planning for external growth's part in meeting long-range 

company goals, short-range goals and objectives may change. Over any 

particular time period, a plan may or may not be optimum since planning 

is a dynamic and a constantly evolving process. Periodic evaluation is 

a vital factor in planning future external growth. Evaluation can be 

difficult because of variable factors. Then variable factors must be 

recognized in planning so as to reflect at any one moment external 

growth's part in reaching the goals of the company. External growth 

through acquisitions then becomes the means for closing the earnings gap 

between what the present businesses can accomplish and what is necessary 

to reach company goals. Being able to forecast with consistency at any

^"Perils of Diversification," Forbes, November 1, 1$67, pp. 31-32.
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one moment, coupled with the prospects of adjusting plans, are important 

criteria in being able to act quickly on possible external growth possi

bilities.

Resource auditing is also needed for planning external growth.

A company needs to know the internal resources that it has available 

before deciding what additional outside requirements it may need. With

out good planning, a company can be caught in a resource deficiency from 

which considerable money may have to be spent in order to recover. By 

the same token, resource availabilities need to be known for planning. 

What this emphasizes is the constant need to update resource information.

Resource information is thus a vital part of the planning process be-
8causes decisions on external growth rest heavily on this information.

In summary of this chapter, the purpose of growing externally 

is to contribute earnings to help fill the earnings gap which is the 

difference between the goal of an established growth increase in earnings 

and the forecasted earnings of present businesses. To properly accom

plish this contribution, there must be an established planning process. 

Planning is the systematic approach to aid in reaching the company's 

goals. Planning is setting value judgments, determining more specific 

objectives, establishing standards of evaluation, developing the organi

zation, and measuring the results.

This chapter has emphasized the importance of planning and 

briefly described the planning process in an over-all approach. The

Y
K. MacRury, "Command Posts for Diversification," Financial 

Executive, February, 1%8, pp. 76-78.

^Hutchinson, op. cit., pp. 39*^8.
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next chapter will present the standards of evaluation for external 

growth opportunities, describe the environmental factors to be con

sidered, and discuss the planning that needs to accompany the search, 

selection and analysis of opportunities for external growth through 

acquis itions.



CHAPTER III

STANDARDS OF EVALUATION

When a company moves into a new business field on a substantial 

basis, the management group suddenly faces a broad range of new pressing 

problems in an uncharted territory. Any diversification move or other 

entry into an acquisition opportunity definitely poses difficult 

decisions for management. What sort of business field should it seek 

out? Should the company press for a large enough internal development 

prograhi to gain a new beachhead for itself, or should it enter acqui

sition negotiations with other companies? What kind of management, 

technical and marketing experience does the new field require? How can 

the company's existing resources be applied to gain a competitive ad

vantage when entering a new field? These are questions that require 

sound long-range planning by the management of any company if it is to 

achieve its growth objectives.

There are two aims of this chapter. The first is to briefly 

describe some of the exogenous environmental factors which need to be 

considered and analyzed as a part of the planning for effective external 

growth. The management must plan in as precise a manner as possible how 

to take advantage of both the controllable and uncontrollable events 

which will shape and mold the company in the years ahead. The second 

purpose of this chapter is to discuss the planning that needs to accom

pany the search, selection, and analysis of new opportunities for growth.

13
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What is the planning that should be undertaken in order to select the 

areas of best opportunity for external growth through acquisitions out 

of the almost infinite array of possibilities?

The environmental factors which should be considered will be 

described and discussed in the next section.

Environmental Factors 

Changing Social Environment

This planning needs to take into account the ever changing social 

environment that influences the American way of life and business. The 

benchmarks of modern America are speed, growth, and change. The elite 

of today's corporations recognize this changing environment and accept 

their social responsibilities, at least in some measure. They lead the 

way in adopting air and water pollution control measures, in recognizing 

the needs for and means of additional education, and in making the cities 

and towns better places in which to live. Modern planning must take 

cognizance of changes in social environment and government policy. 

Planning is needed in this area to maximize the economic advantage of 

shifts in governmental policy, such as timing of plant investment and 

timing of large borrowings.^*

Expanding Technology

Product innovation triggered by accumulated and advancing 

technology has become a major opportunity as well as a major "headache" 

for today's firm. Because of product dynamics, the planning for external

***John C . Narver, Conglomerate Mergers and Market Competition 
(Berkely and Los Angeles: University of California Press, 1%7), 
pp. 60-76.
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growth must include continued surveillance of technological changes. 

Whole new industries will appear as a result of new technologies. It 

is essential that a company plan to capitalize on changes in technology 

and possible transfer of technologies from one industry to another.

Planning must be done to determine the future requirements for research
2facilities, research staff, and research capital funds.

Collapse of Time and Space

In this age of "galloping evolution", looking into the future 

has become a must. Planning must recognize this collapse of time and 

space and how it will affect the growth pattern of a company. People 

no longer blink at time measured in millionths or even billionths of a 

second or speed in thousands of miles per hour. People are also casual 

about a three hour flight to Washington or a seven hour trip to Europe.

If a company is in the transportation business, it needs to consider and 

plan for transportation modes. The company can then profit from the 

railroads, for example, which thought of themselves in the railroad 

business rather than in the transportation business. This same lesson 

of considering a broader field of actual and potential opportunities 

could be applied to almost any type of activity.

Changing Market Relationships

A key factor in planning for external growth through acquisitions 

is studying the changing market relationships. Such things as increased

2William W. Alberts and Joel E. Segal, The Corporate Merger 
(Chicago: University of Chicago Press, 1$66), pp. 31-4$.

-"Warren G. Bennis, Changing Organizations (New York: McGraw-Hill 
Book Company, Inc., 1 % 6 ) , pp. 14-24.
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personal income, work-saving devices, changing age distribution of the 

population, increased leisure time, and better educated and more 

sophisticated consumers will all have an appreciable effect on the goods 

and services sold in the future. Each year there is a significant in

crease in population, but the needs and wants of the people in future 

years will not be the same as those of the population of today. These 

millions of new Americans plus the changing tastes of those already 

living will demand goods and services beyond current dreams. However, 

there must be planning by a company today to discover the new oppor

tunities which will offer increased growth to that company in the
4future.

Government Antitrust

One further factor which must be considered during the planning 

for external growth through acquisitions is the broadening trend in 

interpretation and application of antitrust laws. Horizontal and 

vertical acquisitions with direct competitive implications have parti

cularly come under militant antitrust enforcement. It appears that 

increased antitrust attention will be spent on the newest form of 

corporate structure which is the conglomerate. Large firms may find 

it increasingly difficult to expand through acquisition, even though 

the acquired company is in an entirely unrelated field and there is no 

reduction in the number of competitors. Joint ventures are also being 

scrutinized closely since the question may be raised as to why both

^Betty Bock, Mergers and Markets, An Economic Analysis (New York: 
National Industrial Conference Board, 1968), pp. 25-38.
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companies did not enter the market and thereby increase the number of 

competitors.̂

Since in many cases it may not be advisable to seek a pre

merger clearance from the Federal Trade Commission or the Justice 

Department, a company's planning must make it fully aware of the possi

ble pitfalls resulting from antitrust action. One planning implication 

is that if a company enters a new business, it must do so initially on 

a large enough scale to become a factor in the industry. Antitrust 

actions may be an obstacle to going back and buying a second company 

in order to establish a strength of presence in the industry.^

External Growth Planning Criteria 

The preceding sections examined briefly some of the major 

external factors which must be considered in planning for external 

growth. Effective planning, in addition to establishing company objec

tives and assuring the personal involvement of top management requires 

the identification of meaningful criteria for accomplishing its goals. 

How does a company proceed toward sifting the myriad of investment 

possibilities down to a reasonable number for detailed study? Also, 

how does a company evaluate those that are sifted through and project 

their consequences so that it minimizes the possible risk and maximizes 

the profitability? Successful strategy for growth through acquisitions 

includes analyzing what facts make an external growth move desirable,

^Chamber of Commerce, The Merger Issue in the United States 
(Washington, D.C.: Chamber of Commerce, l$6l), pp. 16-30.

^David Dale Martin, Mergers and the Clayton Act (Berkely and 
Los Angeles: University of California Press, 195$), pp. 304-319-
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finding opportunities, establishing evaluation criteria, and carrying 

out plans of actions.

Problems of External Growth

Before getting into the characteristics which make an external 

growth move desirable, it seems worthwhile to examine some of the past 

mistakes made by some well intentioned companies. This study has en

countered the following areas as major causes of unsuccessful external 

growth through acquisitions:

1. Lack of corporate objectives defining what is expected to 

be accomplished by external growth through acquisitions.--Whether the 

objectives are in brief one page simplicity or in a multi-page booklet 

seems relatively unimportant. The main purpose of written objectives 

is that it requires management to fully consider its position as to 

need for external growth through acquisitions, magnitude of the required 

effort, and time by which action should be taken. A further benefit of 

written objectives is that they may be communicated downward throughout 

the organization and permit more employees to identify with the corpo

rate objectives.^

2. Less than complete support by the chief executive officer.-- 

The single most strongly emphasized point encountered in this investi

gation was that successful external growth through acquisitions requires 

the strong personal involvement of the chief executive in order to pro

vide the breadth of attention that only he possesses.

^D. C. Kilmer, "Growth by Acquisition, Some Guidelines for 
Success," Business Horizons, Spring, 1967, pp. 55*59-
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3. Late recognition that external growth through acquisitions 

requires greater management attention and more financial support than 

supposed.--To realize the desired growth, a new acquisition often re

quires more executive time and greater than expected funds for plant 

expansion, market development, or product development. Frequently, the 

requirements and costs of integrating a new acquisition into the present 

company are under assessed.^

4. Inappropriate transfer of management.--Situation analysis 

that has been successful for the present company may well lead to the 

wrong judgment for the new acquisition. Management judgment is often 

based on general knowledge of the industry, customers, suppliers, and 

developmental programs. If management judgment must be applied to a 

major business decision in a strange industry, the judgment may be dis

torted by past experience in the present business or lack of experience
9in the new field.

5. Inadequate analysis of operating conditions, particularly 

financial matters.--The evaluation of financial elements and future 

potential is especially critical and allows substantial room for over

sights and errors. Also important are analyses of organizational 

strengths, executive and technical capabilities, and product line 

acceptability.*^

O
^Gilbert Burck, "Perils of the Multi-Market Corporation," Fortune, 

February, 1967? pp. 130-135-

^T. J. Murray, "Textron: A Time of Testing?," Dun's Review, May, 
1968, pp. 21-24.

*^L. A. Casier, "Pitfalls of Acquisitions," Dun's Review, November,
1966, pp. 34-35-
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Evaluating Desirable Characteristics

One step in planning for growth through acquisitions should be 

evaluating the desirable characteristics which new areas should offer.

It is not likely that each and every one of the desired characteristics 

will be found in any situation analyzed; but, to the extent they are 

missing, there should be strong compensating factors. Desirable 

characteristics of programs for external growth through acquisitions 

are built upon three classes of evaluation criteria. The first is based 

on facts or the projection of facts; for example, market growth. The 

second states values that are both quantitative and qualitative, such as 

competence of available management. The third concerns taste, and is 

relatèd to the interests and preferences of management: for example, 

not wanting to invest in projects of less than one million dollars.

Each of these evaluation processes in sequence further defines the number 

of opportunities for external growth through acquisitions.^

Among the characteristics that should be evaluated in planning 

for external growth through acquisitions are the following:

1. Relatedness to existing business.--Probably the single most 

important characteristic which should be sought is a definite relation

ship to present operations to better facilitate the maximum benefits 

from the synergistic effect, or "two-plus-two-equals-five" approach. 

Planning studies should seek to find how the new area complements the 

existing business and what strengths the present business adds to the 

new activity. Different studies have shown that the most successful 

external growth moves were those involving a complementary relationship.

, ^"Beatrice the Acquisitive," Fortune, June 1$, 1967, p. 252.
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Complementary relationships can be found in organizational compatability

(such as the application of the resources of one operation to the other),

operating links (such as technology or market relationships), or product

cluster by increasing the number of business positions within the same
12activity to permit functional and marketing reinforcement.

2. Growth potential in the industry.--From the standpoint of 

opportunity for new investment, it is a recognized and accepted fact 

that it is desirable for the field of business activity to be expanding 

rather than stagnant or declining. Natural industrial growth allows 

entry without having to cut into the absolute market of companies 

already in the field. However, a company should beware of the growth 

syndrbme. The word growth has taken on an almost magic meaning in recent 

years, especially to the financial community. The phrase "well diversi

fied growth corporation" seems to bring strong endorsement of a company's 

common stock. There is reasonable doubt as to whether any permanent 

growth industry exists. What does exist are companies planned and 

operated to create and exploit growth opportunities. Companies can 

easily stagnate when they assume themselves to be riding some automatic 

growth escalator because they are in a growth industry. There is further 

reasonable doubt that any high positive correlation exists between 

growth ability and profitability. One of the companies whose approach 

was encountered during this investigation has achieved superior growth 

in both sales and earnings through external growth into both fast and 

slow growing industries. This company achieves its growth through

1 2Kilmer, op. cit., pp. 55-$7.
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better management and by out-performing its competition.^ Additionally, 

over-all corporate growth can occur by a successive series of profitable 

investments at regular intervals.

3- Reasonable rate of return on investment.--This should be 

part of the thorough analysis in the planning process. There is pro

bably no single rate of return applicable to all investment possibili

ties, but some objectives should definitely be established. Rate of 

return criteria must necessarily be tied to an evaluation of the degree 

of risk. High risk endeavors call for setting the requirements of 

earning a high rate of return on the invested capital.***̂

4. Concentration of effort.--It has been found by many com

panies that small moves into new areas require just as much attention 

and executive time as large efforts. It is doubtful that any single 

rule applies in all situations, but sound planning is definitely 

necessary to determine practical limits of size to avoid scattering of 

effort. One general guideline may be that the acquisition will be 

capable of making the company a viable factor in the total industry.

When a corporation goes into external growth by seeking out some small 

protected specialty in an otherwise competitive industry, the real pro

blems may appear only after the initial venture has become a success.

At this time, the corporation must either expand into a full line and 

take on direct competition with the entrenched companies or leave the 

activity alone and go into some other new venture.*^

l^R. Levy, "Changing Face of W. R. Grace, Dun's Review, January 1, 
1967, pp. 22-24.

^American Management Association, op. cit., pp. 63-75.
i 15Murray, op. cit., pp. 22-24.
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5. Good management.--In the case of entering a new industry by 

acquisition, the acquired company should have strong management which 

has knowledge of the intricacies of its industry. Even when supported 

by a technically competent staff, those who manage a company should know 

as much as possible about the industry in which they compete.^ While 

there is some general disagreement as to whether or not management com

petence is transferable from one industry to another, there needs to be 

top quality management to give early direction to any new acquisition 

effort.

Screening of Opportunities

Once an external growth program has been embarked upon, candi

dates for both internal growth and acquisition can and will be identified 

by company staff and outside institutions. Unless some screening 

technique is established, enormous amounts of time may be largely wasted 

on uneconomic evaluation attempts. For instance, there is no point in 

considering an operation involving consumer products if a company is 

only interested in industrial product lines. A company's planning 

should include a procedure for conducting a preliminary audit of the 

desirability of any particular business sector as an external growth 

field. This procedure should be kept flexible with one of its objectives 

being to permit the sorting of the pile of possibilities and the es

tablishment of a hierarchy of potential opportunities for external growth
17through acquisitions.

^Drayton, op. cit., pp. 44-4$.
17Alberts, op. cit., pp. 33-4l.
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In addition to considering the desirable external growth 

characteristics described earlier, some of the factors which should 

be analyzed in the screening process are as follows:

1. Size of the industry in sales, value added, gross plant, 

and degree of concentration.--This can be used to compare existing 

companies in the industry, the role of large and small firms, and 

changes in industry concentrations.

2. Cost structures.--What are the cost structures that reveal 

the relative importance of raw materials, direct labor, capital equip

ment, and transportation?

3. Price changes.--What are the changes in prices or the 

relative stability of the input raw materials and labor costs as well 

as the selling price of the product and product substitutes.

4. Competition profitability.--What is the profitability of 

some of the companies competing in the industry?

5- Rate of change.--What is the rate of change over a long 

period in value of shipments, units of output, labor productivity, and 

effect of economic cycles?

6. Technological changes that have affected the industry in 

terms of rapid equipment obsolescence and product substitution.--What 

technological changes are on the horizon that could have significant 

consequences for this industry?

7- Marketing methods and requirements in terms of organization, 

servicing and financing.--What are the research and development commit

ments, location and concentration of markets, number and types of custo

mers, pricing methods? What is the long term outlook for the industry
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or industries in which potential customers operate?***̂

8. Size of operations required to achieve economies of scale 

and to be a factor in the industry.--What is the flexibility of operation 

in case of product obsolescence and what additional investment oppor

tunities does the particular acquisition project result in?*^

In studying new external business opportunities, it is believed 

essential that the planning of a company include some method of system

atic evaluation and study of factors which determine the present and 

future environment of the industry.

Research in Depth

By the time a company has completed an initial screening, it 

should have specific viewpoints as to how a particular project meshes 

with its assessment of desirable industry characteristics and the 

environment in the industry. It should have a plan of how a new ex

ternal growth business would fit with the corporate objectives, and

what it wishes to gain by the move, such as new markets, production
20facilities, earnings, or strong management. At this point, the com

pany must consider and plan as to how it wishes to enter the new field: 

by internal development, joint venture, or acquisition of an existing 

company.

Rigorous research into marketing methods, technological require

ments, management, geographical location, and many other factors are 

essential no matter which means of market entry is chosen. Execution of

***̂ Hutchinson, op. cit., pp. 113-124.

MacRury, op. cit., pp. 76-78.

^^Rockwell, op. cit., pp. 125-129-
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detailed research for all projects is not likely to be handled by the 

same individual or team. For this reason, it seems highly desirable 

that a company develop a structured evaluation checklist. A step-by

step evaluation of all potential external growth through acquisition

possibilities should help to assure comprehensiveness and stimulate
21thinking during the analysis. During this investigation, it became 

evident that many companies have overlooked or assumed someone checked 

a particular point and made an unprofitable external growth decision 

when a systematic study in greater depth would probably have revealed 

obvious problems.

Earnings and Risk Analysis

Planning for effective growth must include the development of

systems for integrated, reliable and objective financial analysis of

specific opportunities. Presently, in some companies the investment

analysis centers around the equivalent annual amount, risk analysis,

and determining the effect of the project upon the company's earnings.

"Equivalent annual amount" is a technique for financial analysis which

considers the time value of money and computes a net or internal rate

of return on investment over the life of the project. Risk analysis

explores the impact of uncertainties inherent in the estimates used in

the equivalent annual amount analysis. The evaluation of effect on

earnings shows the contribution which any particular project makes to
22a company's per share earnings.

^Casier, op. c it., pp. 3^-35-
OpMyron J. Gordon, The Investment, Financing, and Valuation of the 

Corporation (Homewood, Illinois: Richard D. Irwin, Inc., 1%2), pp. 67-78.
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Since the equivalent-annual-amount constitutes an obviously more 

rational approach to investment decisions than that utilized by many 

companies, it is somewhat dubious from this study that it is very well 

understood by the management of most companies. Planning attention 

should be given by a company to further development and constant improve

ment of its tools and techniques of investment analysis, particularly 

those used for analysis of external growth through acquisitions.

In the area of financial planning, consideration should be given 

by a company to its future financial structure as it moves into new 

business areas. Short and long range planning of both internal and

borrowed funds is essential to planning the amount of money available
24for external growth into acquisitions.

Planning Co-ordination and Control

Co-ordination and control of the over-all planning activities 

for external growth will definitely be a key ingredient in a company 

achieving its corporate objectives. In many companies no central staff 

presently exists to analyze external environmental factors; to evaluate 

industrial markets; to study plant and capital costs; or to analyze the 

legal, tax, and financial implications on external growth through 

acquisitions. The next chapter will describe the need in many companies 

to develop a staff for implementing the planning activity. This next 

chapter will also briefly comment on the planning needed to meet the 

problems of integrating new businesses.

23ibid, pp. 224-236.

^Drayton, op. cit., pp. 32-36.



CHAPTER IV

ORGANIZING FOR EXTERNAL GROWTH 

THROUGH ACQUISITIONS

So far, the present essay has indicated the importance and nature 

of planning to the attainment of basic company goals through external 

growth and the methods and criteria necessary of evaluation. In order 

to, in essence, complete the planning cycle on external growth through 

acquisitions, this chapter will concentrate on the actual organizing 

process and organizational structure which should be considered by a 

company when launching into the external growth area.

Type of Organizational Unit

There are many corporate organizational structures capable of 

conducting external growth activities and the type chosen by one company 

will not necessarily be satisfactory for another. However, there seems 

to be one common thread which must be woven into any successful program. 

Executives of companies considered reasonably successful in external 

growth through acquisitions and many business management experts agree 

that the chief executive of the corporation should be intimately in

volved in these activities. At least he should give his full co-oper

ation and support to his selected representative. This is a respon

sibility that cannot be delegated to lower management echelons without 

abandoning a primary responsibility for leadership of the company's 

future. Several reasons exist to substantiate why the involvement of

28
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the chief executive is very important. Some of these are that (l) he 

has the responsibility for growth of the company, (2) he must gain the 

board of directors' acceptance on growth programs, (3) he has the 

authority to represent the company in acquisition relations with others, 

and (4) his position and usually long-time experience are invaluable in 

discussions with equals of other companies. The competitive aspects for 

individual achievement and personal advancement in a company can cause 

confusion and havoc unless this direction is present.^

The unit which plans the external growth through acquisition 

program of a company is usually entitled something like corporate 

development. The responsibilities of this group, in addition to formu- 

latioh and implementation of external growth activities, may also 

include the planning of certain new phases of internal growth for 

existing products and markets. The breadth of this assignment usually 

depends on the size of the particular company. Management should always 

be cognizant of the fact that nothing is sacred about the corporate 

development organizational structure. Periodic re-evaluation of its 

mission and means by which this mission is accomplished is a necessity
oin order to insure utmost effectiveness m  planning for external growth.

Integral Staff Capabilities

Because of the many diverse studies which must be conducted in 

evaluating a project, the development group requires people of many 

talents or disciplines. Knowledge and experience is required in the

"̂ Mace and Montgomery, op, cit., pp. 57-63
PDrayton, op. cit., pp. 50-53-
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areas of marketing, technology, economics, finance, law, tax, ac

counting, management, personnel, and computer science.^

Marketing

Today's economic conditions are governed in varying degrees by 

three facts, which are supply, technology and demand. The relative 

importance of these factors depends on the particular industry and field 

of endeavor. From the marketing standpoint, demand is the most impor

tant since marketing operations are designed to shift or create demand 

for a product or service. It is vital that a company consider the level 

of demand for any products of potential external growth opportunities 

and determine the availability of competent marketing management.^

Technology

There is a need for people having broad knowledge and experience 

in technology related to those industries which the company is con

sidering for external growth through acquisitions. As previously 

indicated, new knowledge is being generated rapidly and technological 

obsolescence is a very real consideration. A company must be aware of 

these changes when planning for maximum utilization of resources. This 

awareness can also have beneficial side effects by serving as a feedback 

mechanism to pinpoint desirable changes in existing businesses.5

Finance

Highly financially-oriented people are necessary in a corporate 

development organization for the evaluation of financial matters and

^Kilmer, op. cit., pp. %-6l.

^Hutchinson, op. cit., pp. 65-6 7.
^Narver, op. cit., pp. 118-128.
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project economics. In the case of acquisition or joint venture evalu

ations, the financial aspects of the other party must be considered. In 

the past two decades, external growth by these means has been popular. 

Marginal companies desiring to rid themselves of unprofitable businesses

are prone to use financial window-dressing techniques to improve their
6marketability.

Other Staff

Assignments to the corporate development group from the staffs 

of legal, engineering, personnel, tax, accounting, and computer services 

are also necessary. Because of the myriad of items which must be con

sidered, having people with these backgrounds will reduce the analysis 

time and provide for more comprehensive evaluations. These specialists 

can also provide excellent liaison service with the major staff depart

ments in a company where studies in depth are required. In many com

panies these people report functionally to the respective staff depart

ment, but for all practical purposes they are a part of the corporate 

development organization. As the functions and work of planning for 

external growth increase, a company should consider incorporating the 

personnel with these abilities into the development group for increasing

the rapport of the organization and stimulation of the cross fertili- 
7zation of ideas. People with broad experience in the present company 

operations, products, markets and services are also necessary to evaluate 

synergism of a new acquisition with present businesses or its contribution

^Levy, op. cit., pp. 22-24.

^Rockwell, op. cit., pp. 125-12$.
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to achieving corporate objectives. Also, these people will be valuable 

for assisting in the solution of problems relating to meshing or con

solidation of new and existing business activities.

Additional Considerations

In those cases where projects are being evaluated or planned 

and personnel experienced in these areas are not available within a 

company, third party or consulting services should be considered for 

utilization. However, caution should be used since these type of 

services are generally not the most satisfactory for the long term. 

Interests of the third party do not usually coincide with the over-all 

objectives of the company. Thus, plans should probably be made for 

obtaining this knowledge within the organization if additional external 

growth through acquisition ventures are to be considered in an industry. 

Because of the changing structure of a company which is actively growing 

by introduction of new products, markets, or services, a continual up

dating, measurement, and planning of the group's needs is very vital. 

Otherwise, the organization will find itself unable to fulfill its 

responsibilities of evaluating new external growth opportunities. The 

very nature of external growth requires that corporate development have 

people who are continually evaluating and measuring changes in economic,
g

market and technological conditions. Some project which may not have 

looked attractive at a particular point in time and under a certain set 

of circumstances might be favorably considered in other circumstances.

g
^Alberts and Segal, op. cit., pp. 184-186.
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Procedures

Procedures as to how the development should function may vary 

somewhat from the normal operating departments in that planning groups 

usually have a high ratio of specialists who tend to work individually. 

Organization and team work are required to co-ordinate the work of one 

or more specialists with work of many others. People who are talented

at organizing projects, who work well under pressure, but by their
onature require little supervision, are very important.

In many cases, projects must be evaluated under confidential or 

secrecy conditions. Therefore, procedures must be established for an 

orderly collection and development of facts and conclusions. At other 

times', projects have to be evaluated with a degree of urgency which 

lends itself to a task force type of approach. Once acquisition pro

ceedings are started, they usually need to be completed as soon as 

possible. Any misgivings within the companies involved or advantages 

to competitors tend to be minimized by this approach. Authority levels 

must be established for the negotiators to prevent delays or confusion 

and to obtain better understanding of achieving mutual objectives."^

Integration of New Businesses

Once an external growth through acquisition project becomes a 

reality, policy and procedure guides must be available and established 

for the smooth integration of the new venture into current business 

activities. Plans for accountability and reporting channels also should

^Hutchinson, op. cit., pp. 95-99. 

l°Ibid, pp. 102-107.
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be established. Controls and authorities of those managing the new 

business have to be defined since personnel acquired through acquisition 

projects must be oriented to the policies and procedures of the company 

which is doing the acquiring.

Personnel staffing of the newly acquired business must be 

planned. Depending on the circumstances, it will possibly benefit the 

acquiring company to assign some of its own people to the new business 

in order to make an orderly transition as well as provide liaison be

tween the two management groups. In some situations, interchange of 

personnel from each company activities to the other may be desirable 

to speed up understanding and conformance to policies and regulations.^

Acquisitions often denote unfavorable business characteristics 

to the general public. This country's past history, particularly around 

the turn of the century, contains descriptions of monopolistic practices 

generally associated with several large companies, such as Standard Oil 

and American Tobacco, who tended to stifle and control competition. The 

conditions which brought about federal antitrust action at that time, 

however, are not the motivating factors in many of the proposed ventures 

today. Because this public attitude still prevails to some extent, a 

company must explain its position and reasons for the acquisition to 

the public as well as to stockholders in order to maintain a favorable 

image. Employees are also quite interested in what will happen to them 

since their advancement or job security may be affected by the establish

ment of the new business. Thus, the activities of the corporate

l^Scharf, op. cit., pp. 236-24$.

^Rockwell, op. cit., pp. 126-12$.
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development group must be co-ordinated with the staff, public and
13employee relations of a company.

As can be seen, the planning and initiating of external growth 

through acquisitions is very complex and requires a great deal of study 

and evaluation. The group assigned the responsibility to carry out 

these functions must be well staffed with the proper talents. Organi

zation procedures must be well established and understood. Corporate 

development planning is one area where a company which has decided to 

launch into external growth must expend sufficient cost and efforts if 

its attainment of the goals for the future depend upon the successful 

program for external growth through acquisitions. Many companies that 

are presently involved in,or are contemplating the movement into, the 

external growth field should take inventory of its corporate planning 

and development units and determine if adequate provisions have been
14made to guide the external growth program.

Measuring Achievements of Corporate Developments 

A very necessary and implicit condition of all planning pro

cesses is measurement of the results achieved through implementation of 

the plan. Ways and means of measurement must be established in order 

to determine and periodically evaluate the interrelationship between 

results and value judgments, goals, evaluative criteria and organization. 

The interrelationship of external growth with existing businesses often 

makes the profit synergistic attributes difficult to measure. In

"^Martin, op. cit., pp. 312-323. 

l^Ibid, pp. 321-323.
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addition, management responsibilities may be divided or difficult to

assign. However, results encompassing the complete external growth

project can usually be measured regardless of the difficulty of measuring

the individual components. Therefore, it is vital that the best possible

techniques for measurement of results, including a financial accounting

system, be utilized so that sufficient evaluation of the plan can be 
15accomplished.

-^Hutchinson, op. cit., pp. 387-396.



CHAPTER V

SUMMARY AND CONCLUSIONS

As previously indicated, the main objective of this study was 

the nature and significance of the corporate planning process and its 

relationship to external growth through acquisitions.

The first chapter introduced the subject with a discussion of 

the various growth opportunities which are open to a company and a basic 

consideration of the reasons why a company would choose the acquisition 

route to growth. It is important for a company to carefully consider 

its decision to move into external growth and to know all the ramifi

cations before there are actual commitments of funds. Too many com

panies have learned this lesson the hard way after several unsuccessful 

acquisitions.

Chapter II emphasized the importance of planning and briefly 

outlined the planning process. This chapter also showed why a company 

must make an audit of its resources, for only through the information 

developed by critical evaluation of its strengths and weaknesses can 

plans be prepared for the successful pursuit of external growth.

Planning provides a sound base for examining the opportunities for 

earnings growth in a company. Planning, which is the systematic approach 

to organizing the future direction of the company, is certainly 

necessary to be sure that the external growth through acquisitions 

contributes to the company's earnings growth. Therefore, it is important

37
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to conclude from this chapter that the purpose of external growth 

through acquisitions is to help fill the gap in earnings which is the 

difference between the goal of an established growth increase in 

earnings and the forecasted earnings of present businesses. The planning 

process basically centers around the setting of goals containing the 

value judgments of the company, the determination of more specific objec

tives, the establishment of standards of evaluation, the development of 

the external growth organization, and measuring the results of the 

external growth through acquisitions.

The third chapter described the factors which must be studied 

and evaluated to develop the plans. This includes the external environ- 

mentàl conditions which should be analyzed when considering any external 

growth venture and some of the desirable characteristics of new busi

nesses. This society is a dynamic one in which the social environment, 

technology, communications, market conditions, and government attitudes 

are constantly changing at an accelerated pace. Successful plans must 

recognize the influence of these external factors upon the orderly 

development of external growth activities to avoid the pitfalls that 

many companies have certainly experienced. Procedures and standards 

must be formulated to define desirable characteristics of new external 

growth opportunities, and plans should be developed to accomplish a 

systematic search, selection, and analysis of opportunities.

Chapter IV discussed the necessity for the development of a 

staff organization to accomplish many of the external growth elements 

described in the previous chapters. This includes the analysis of 

environmental factors, the evaluation of markets, and the study of 

legal, tax, accounting, and financial implications. This chapter also
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explained the planning elements which are necessary to meet the problems 

of integrating new businesses.

There indeed is an impressive array of factors and judgments 

which must be identified and evaluated for the successful achievement 

of corporate objectives by external growth through acquisitions. Many 

companies who have already gone into external growth and many that are 

considering it do not possess all of the capabilities to fully perform 

all of the necessary planning and evaluation functions. Therefore, the 

companies that are launching into external growth through acquisitions 

should stop for a short time and plan carefully for the future. In 

this planning, steps should be taken to build up the capabilities of 

the corporate development unit.
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