
 

 
 

 

Manufacturing MINUTE 

Manufacturing is on the move — with sales, 
hiring and profits on the rise. Indeed, the 
challenge for many executives isn’t how to 
improve performance, but how to keep up 
with growing demand. 
 
Many firms are looking at mergers and 
acquisitions to bolster capabilities 
and to leverage new opportunities. 
“For senior executives at small and medium 
sized manufacturers, this may be their first 
time considering an acquisition,” says Lee 
Duran, Assurance partner and Private Equity 
practice leader for BDO. “Unlike executives 
at larger organizations who occasionally 
encounter offers or meet with sellers, 
leaders of midmarket organizations have less 
experience in deciding how — or even if — 
they should proceed with an acquisition.” 
 
Do You Need an Acquisition? 
 
Any acquisition by a mid-market company 
has sweeping ramifications. On one hand, 
it represents vast potential benefit for the 
company — but also myriad opportunities 
for disaster (mergers have a failure rate of 50 
percent to 85 percent1). Because of its 
strategic importance, a midmarket firm’s 
owner or key executive should lead the 
acquisition process — from exploration to 
negotiation to integration. The process starts 
by identifying one or more reasons to look for 
an acquisition: 
 

 Expanded capabilities: Adding on to 
existing strengths can help a 

                                                 
1 Margaret Heffernan, “Why Mergers Fail,” 
Moneywatch, April 24, 2012. 

manufacturer boost sales among 
current customers and distribution 
channels. For example, adding a 
plating technology to a stamping 
operation can expand the company’s 
offerings horizontally, allowing the 
manufacturer to add value to an 
existing product — and increasing 
customer reliance on those products. 
 

 Increased capacities: Acquiring a 
company with complementary 
facilities can help a manufacturer 
boost production immediately while 
offering long-term opportunities to 
share best practices and improve 
overall efficiency. Acquisitions for 
capacity in foreign markets are a 
common approach to global 
expansion, combining the advantages 
of lower shipping costs and in-country 
production and marketing expertise. 
 

 Access to technologies: Growth is 
increasingly predicated on innovation, 
both in new technologies and the 
products that leverage them. But 
developing new technologies — 
additive manufacturing, 
nanotechnology, etc. — requires long-
term commitment and significant 
investment, unless a firm can obtain 
them through an acquisition. For 
example, a manufacturer reliant on 
multiple dies may avoid expensive re-
tooling with an acquisition rich in 3D 
printing expertise and equipment.  
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 Access to intellectual property 

(IP): 
Technology isn’t the only IP worth 
acquiring. For example, an 
organization proficient in continuous 
improvement can bring process 
skills to an acquirer. Other IP targets 
 may include research and 
development capabilities, supply-
chain management skills, and 
marketing and sales expertise. It’s 
important to determine, however, 
whether the IP resides within the 
company — or with executives who 
may leave after the acquisition. 

 
 Acquire a competitor: If you can’t 

beat ’em, buy ’em. Many smaller 
companies have baby-boomer owners 
ready to retire; they may be open to 
an acquisition that allows them to 
recoup their investment while 
securing the futures of their 
employees. 

 
Another compelling reason to make an 
acquisition is to obtain a specific product, but 
this can also present long-term risks (e.g., 
will demand rise or fall?). Smart product 
driven acquisitions address one or more of the 
following needs: 
 

 Expanded product lines: Acquirers 
often look for new products that can 
be manufactured on existing 
equipment, offering new sales at 
efficient production costs. 
 
 

 
 

 Complementary product line(s): 
Acquisitions to acquire additional 
products in a company’s core market 
can leverage in-house marketing 
expertise. 

 
 New territories and/or 

distribution channels for existing 
products: Often a product can be 
modified to meet the demands of a 
parallel market or a different region or 
country. An acquisition target with 
marketing expertise and connections 
in those markets can quickly drive 
profitable new sales. 
 

Whatever the reasons, it’s important to 
quantify opportunities, costs and risks. For 
example, how much production capacity is 
required and for how long? Will long-term 
demand justify a product-centric acquisition? 
Could a contract manufacturer provide a 
better short-term solution? 
 
It’s also critical that leaders examine their 
own company’s financial position in light of 
the quantified opportunities and risks, 
including the likely availability and cost of 
internal funding and external financing. 
 
“This type of pre-acquisition accounting gives 
confidence to executives that it really is time 
to explore a deal, or, conversely, can save 
them time, money and resources by killing an 
acquisition initiative before they exhaust too 
much effort,” says Howard Sosoff, Assurance 
partner and Manufacturing & Distribution 
practice leader for BDO.
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“There can be value in ‘window shopping,’ but 
eventually executive and management time is 
often better spent elsewhere.” 
 
Move Quickly – But Carefully – With an 
Acquisition 
 
The search for an acquisition will focus first on 
organizations that align with identified needs. 
But how to find them? Networking among 
industry associations, state and local business 
organizations, and professional services 
firms is often a good first step; brokers can 
help as well, but may not be as focused on a 
company’s long-term requirements. 
 
Smart executives prioritize potential 
acquisitions based on readily available public 
information: revenues, customers, products, 
assets, regions of operation, etc. Once a 
manageable pool of candidates has been 
identified, informal discussions will uncover 
clues as to whether a deal will succeed or not, 
including: 
 
 

 Process-specific expertise: 
research and development, 
continuous improvement, enterprise 
systems, etc. 
 

 Management team: experience, 
cohesiveness, performance, etc. 
 

 Corporate culture: ability to 
integrate with buyer’s culture, 
employee-to-management trust and 
respect, union relationships, etc. 
 

 Customers: short-term and long-
term base, key accounts, etc. 

 
 Financials: profitability (overall, by 

product, region, etc.), debt, etc. 
 
It’s important to surface potential risks 
(e.g., expiring patents, pending loss of a 
big customer) or hidden value early in the 
process, before formal due diligence occurs. 
“But remember that each and every deal 
presents unique circumstances, so take the 
time to consider how the findings to date 
influence potential success or failure,” says 
Ryan Guthrie, Transaction Advisory Services 
partner for BDO. “For example, just because a 
company has been identified as having a poor 
management team may present an upside — 
if those same corporate assets were placed in 
the hands of experienced management, how 
would that organization perform?” 
 
Once a target acquisition has been identified, 
outside accounting and legal expertise is 
required to analyze the deal, develop a 
nonbinding proposal with which to negotiate, 
and then formalize interest with the seller via 
a letter of intent (LOI). Some elements of the 
LOI may be as binding as a contract, while 
other may not. A good LOI will: 
 

 Identify purchase price and assets to 
be acquired 
 

 Detail necessary steps and actions 
prior to completing the deal (e.g., 
conduct due diligence and buyer’s 
access to information) 
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 Incorporate restrictions on buyers 
and/ or sellers through the process 
(e.g. nondisclosure) 
 

 Establish key criteria post-deal (e.g., 
transfer or patents, executive 
obligations) 
 

 Push the process toward a binding 
acquisition agreement 

 
 
 
 
Manufacturing Minute is provided by GBQ’s 
Manufacturing Team for our clients and other 
interested persons upon request. Since 
technical information is presented in 
generalized fashion, no final conclusion on 
these topics should be made without further 
review.  
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