Should You Consider Growth Through Acquisition?
Arthur F. Rothberg, Managing Director, CFO Edge, LLC
There are two primary ways that CEOs and CFOs can grow their businesses. One is by increasing sales, a
strategy that is often referred to as internal or “organic” growth. The other is by buying or acquiring another
business.
One way to think of these two growth strategies is as “the turtle vs. the hare.” Organic growth is usually slow
and steady, achieved over a number of years through the disciplined sales, marketing and customer service
efforts of your team. Conversely, a merger or acquisition may enable you to achieve explosive growth
literally overnight.
There are pros and cons to each type of growth. In this article, we’ll take a close look at the potential
advantages of merging with or acquiring another company, as well as a few potential drawbacks.
Growth At Warp Speed
The biggest benefit of a merger or acquisition is the speed at which it enables you to achieve growth. If your
company achieves $5 million in sales per year, for example, and you acquire another business with $5
million in annual sales, you’ve just doubled the size of your company, at least from a revenue perspective.
An acquisition may also enable you to enter new markets quickly and efficiently—both geographic markets
and new customer segments.
For example, if you currently do business only in your home state, you could expand your geographic
footprint into adjacent states (or even into different regions of the country) by acquiring another business
outside your geographic area. Or, if you only market your products and services to a narrow segment of
customers, you might be able to attract new segments via what’s known as a horizontal acquisition, or the
acquisition of another business that’s similar to yours—including competitors.
In contrast, a vertical acquisition is an acquisition of another company somewhere along the supply chain.
For a manufacturer, for example, this might mean acquiring a supplier in order to reduce costs and shore up
the supply of critical raw materials.
Of course, the rapid growth and expansion opportunities presented by a merger or acquisition come with a
price, and buying or merging with another company can be an expensive proposition. Small and mid-sized
businesses often don’t have enough liquid cash on-hand to complete an acquisition in cash, in which case
the acquisition will have to be financed or paid for (at least partially) in stock. This could result in a loss of
some control over the business.
In considering the potential cost of an acquisition, CEOs and CFOs should perform a detailed financial
analysis that compares the cost of the acquisition and anticipated ROI with what it would cost to achieve
similar growth organically. Organic costs would include sales and marketing, human resources, R&D and
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product development costs, as well as the amount of time it would take to achieve this growth internally
compared to achieving it via an acquisition.
In Search of Synergies
Another big benefit of a merger or acquisition is the opportunity to realize synergies between the merged
companies. In other words, are there areas where the combined enterprise will benefit in ways that neither
company could have benefitted on its own? Increased efficiency, lower overhead, greater scale and shared
resources are a few examples of these types of synergies.
Without question, one of the biggest potential drawbacks of an acquisition has to do with the cultures of the
merging companies. Many mergers and acquisitions that made perfect sense on paper have failed
miserably due to culture clashes. Therefore, it’s critical to perform cultural due diligence before moving
ahead with a merger or acquisition
For example, suppose ABC Company has a relatively loose, carefree culture, with a business-casual dress
code, flexible policies and procedures, and an informal chain of command. The CEO and CFO are
considering merging with XYZ Company, and in their due diligence, they have determined that the numbers
all add up and there are valuable synergies that could be realized from a merger. However, XYZ Company
has a very formal and buttoned-down culture, with strict policies and procedures, a suit-and-tie dress code
and a rigid chain of command. The owners of both companies should think very carefully before proceeding
with the merger, regardless of how it looks on paper.
Concluding Thoughts
There’s no question that a merger or acquisition may offer Los Angeles and Southern California CEOs and
CFOs an opportunity to grow their companies very rapidly. And with the valuations of many businesses
currently down due to the economic downturn, this could be a great time to explore this growth strategy.
However, there are some potential landmines awaiting unsuspecting CEOs and CFOs who haven’t done
their homework, so thorough preparation is critical. Executives may wish to talk with a provider of
outsourced CFO services. Professionals of this nature have deep expertise in acquisition strategies and
implementations, experience they have gained as formerly-seated chief financial officers overseeing many
successful acquisitions.
About CFO Edge
CFO Edge, LLC is a leading Southern California provider of outsourced CFO services. Based in Los
Angeles, we are a group of experienced chief financial officers who engage with CEOs and CFOs on
demand to address strategic planning, business management, and day-to-day financial operations
challenges. Our seasoned professionals deliver services as interim CFOs, part-time CFOs, project-based
CFOs, recruitment-to-permanent CFOs and interim-to-permanent CFOs. At CFO Edge, we’re passionate
about helping our clients create, grow and sustain value. For more information, visit www.cfoedge.com or
call 626.683.8840.
This publication has been prepared for general information on matters of interest only, and does not constitute professional advice on facts and
circumstances specific to any person or entity. You should not act upon the information contained in this publication without obtaining specific
professional advice. No representation or warranty (express or implied) is given as to the accuracy or completeness of the information contained in
this publication. The information contained in this material was not intended or written to be used, and cannot be used, for purposes of avoiding
penalties or sanctions imposed by any government or other regulatory body. CFO Edge, LLC, its members, employees and agents shall not be
responsible for any loss sustained by any person or entity who relies on this publication.
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