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ABSTRACT

ACQUISITION CRITERIA IN THE COMPUTER AND
RELATED ELECTRONICS INDUSTRIES

While there is much literature on the subject of mergers and acquisitions, little of it has been written from the viewpoint of the potential acquisition company. Thus little information is available to help the company during or before the acquisition process. Most of the available literature is written for the acquiring company and describes the way to select the correct acquisition and how to value it. While it is useful for a potential acquisition to read this literature, there is a need for information directly pertinent to the potential acquisition company.

This study attempted to view the seller's side of an acquisition. How should a potential target company position itself for an acquisition? What internal characteristics should it exhibit? What can it do in advance to be more attractive during the acquirer's evaluation process? Is there an optimum profile, and how might it vary?

The main research hypothesis for this study stated that the optimum profile of a potential target company will vary as a function of the organizational parameters of a potential acquiring company. The null hypothesis stated that there are no statistically significant differences in the criteria used for selecting potential acquisition targets by companies which are in different lines of business as defined by Standard Industrial Classification (SIC) codes and which are of different size as defined by sales in dollars.

A questionnaire was mailed to the chief executive officers of 118 acquirers in computer and related electronics industries. The respondents were asked to rate four major areas: financial aspects, market position, technology, and management, and sub-items in each, by distributing 100 points among the major areas and sub-items. In this manner the relative weightings of pre-merger acquisition criteria were sought. Follow-up interviews were held by telephone to validate the questionnaires and elicit additional data.

The questionnaire results, with a response rate of approximately 27 percent, provided statistically significant results in three out of ten major tests performed. Technology is more important to companies with SIC codes 35xx and 36xx than it is to those with codes of 73xx. Also market share is more important to companies with sales over $100 million than it is to those with sales under that amount. Financial aspects are more important to the larger companies than to the smaller companies. These results were inconsistent enough with those of a previous similar study that it is doubted the underlying significant independent variable has been found, although there is strong evidence that such a variable or variables exists.
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Chapter 1
INTRODUCTION

Each year many mergers and acquisitions occur between companies in the United States (Table 1).
Table 1 
Acquisitions Recorded by the Federal Government 1961 Through 1977

	Year
	Number of Acquisitions Pending or Completed


	1961
	1,724

	1962
	1,667

	1963
	1,479

	1964
	1,797

	1965
	1,893

	1966
	1,746

	1967
	2,384

	1968
	3,932

	1969
	4,552

	1970
	3,089

	1971
	2,633

	1972
	2,113

	1973
	2,825

	1974
	1,805

	1975
	1,229

	1976
	1,441

	1977
	1,558


As is discussed in this paper, there are many reasons for making acquisitions or for one company to acquire another. Much of the available literature explores the motivations for mergers and acquisitions as well as strategies to be used during the acquisition process.

Two research papers appear distinctive in that they explore the attributes which acquiring companies look for in potential acquisitions. One of these papers was under taken from the viewpoint of an acquisition. That is, it studied the evaluation criteria to provide information for potential acquisitions which allow those companies to make the strategic and tactical moves necessary to become very attractive to potential acquirers. Robert Jackman's study covered ". . . several lines of business from textile manufacturers, to wholesalers, retailers, and holding companies. Most of the firms in the study were in fields related to textiles." Jackman discovered that "The questionnaire results supported the hypothesis that the optimum profile would vary based upon the parameters represented by SIC codes."

This research project is a follow-up to Jackman's work. However, in this report the industries under study were the computer and related electronics industries. Jackman's research model was followed in an effort to validate his finding that the SIC code and the size of the company were significant organizational parameters which helped determine the optimum profile for the acquisition from the viewpoint of the acquirer.

THE RESEARCH PROBLEM

This research attempted to determine "What relationship, if any, exists between the organizational parameters of a potential acquiring company and the optimum profile of a potential target company?"

Information was sought by this study to help potential acquisitions (companies to be acquired) to position themselves better to be acquired on terms favorable to them. By determining the potential acquirer(s), companies wishing to be acquired can then look at the significant organizational parameters of the acquirer and thereby gain information on the factors that will be important to the acquirer when it evaluates the company for possible acquisition.

MAIN RESEARCH HYPOTHESIS

The research hypothesis can be stated as follows: "The optimum profile of a potential target company will vary as a function of the organizational parameters of a potential acquiring company."3
This study made use of the range of criteria that Jackman determined is used by companies active in the field of acquisitions. Groups of potential acquirers, based on different organizational parameters, were then examined to see whether statistically significant differences in the relative weightings of these criteria by different groups of acquirers could be found.

The main null hypothesis can be stated as follows: There are no statistically significant differences in the criteria used by acquiring companies for selecting potential acquisition targets based on the different lines of business of the acquiring company as defined by Standard Industrial Classification (SIC) codes and of their different size as defined by sales in dollars.

ADDITIONAL RESEARCH HYPOTHESIS

In addition to the research hypothesis used by Jackman, it was decided also to test another hypothesis, as follows: The optimum profile of a potential target company will vary as a function of the organizational parameters of the company. It seems that this type of information would be especially useful to a potential acquisition, as it knows its organizational parameters whereas it may not know the organizational parameters of the companies that might be interested in acquiring it. Therefore, it was decided to expand the study to include this additional hypothesis.

The additional null hypothesis can be stated as follows: There are no statistically significant differences in the criteria used by acquiring companies for selecting potential acquisitions based on the SIC code of the potential acquisition.

DEFINITIONS

Jackman provided a set of definitions of terms used in his study. This study, for consistency, uses the same definitions, and they are presented here.

Mergers and Acquisitions

The terms "merger" and "acquisition" are not synonymous. A major difference is that in a merger there is usually an exchange of stock, whereas in an acquisition there is a purchase of assets for cash. However, in this study, the two terms are used interchangeably. They are used only where over 50 percent of a previously unaffiliated company is acquired, regardless of the method of acquisition. The criteria used in selecting target companies are the focus of this study, not the methods of acquisition.

Potential Acquiring Company

Any company which has made an acquisition during the period 197[5] through 197[7] [Jackman used 1974 through 1976] as reported in the F. T. C. [Federal Trade Commission] Statistical Reports on Mergers and Acquisitions for those years is referred to as a potential acquiring company. For the purposes of this report, the Overall Merger Series, which is the broadest of the series, was used. The population to be studied was restricted to selected Standard Industrial Classification (SIC) codes.

Potential Target Company

A broad definition of a potential target company was used. Any company considered by a potential acquiring company, or any company which wishes to be considered by a potential acquiring company was defined as a potential target company. There is no need to be restrictive in this definition.

Organizational Parameters
Organizational parameters are those measurements that define and delineate the corporation: type of business, product technology, process technology, size, age since founding, and many others. This study concentrated on the following parameters: type of business as defined by the SIC code, size as defined by sales in dollars in the latest twelve month period reported, and propensity to acquire as identified by the F. T. C. Statistical Reports on Mergers and Acquisitions for the years 197T5] through 197[7].

Optimum Profile
The optimum profile of a potential target company is defined as that set of characteristics most desired by a potential acquiring company. This was identified by a series of criteria used by potential acquiring companies in selecting potential target companies. Criteria fell into four major areas: financial aspects, market position, technology, and management. Within each of these major areas, several criteria were studied [Appendix A].

RESEARCH DESIGN

The SIC code most related to the field of computer software is 7372, computer programming and other software services. To obtain a population sufficiently large to make statistical analysis possible, it was decided to include allied industries into the population on the premise that these industries might be potential acquirers of software companies. Therefore, the population was drawn from the following six SIC codes:

3573, computing equipment, electronics;

3674, semiconductors and related equipment;

3679, electronic components, not elsewhere classified;

7372, computer programming and other software services;

7374, data processing services; and

7379, computer related services, not elsewhere classified.

To find companies that were likely to have opinions about acquisition criteria, the Federal Trade Commission Statistical Reports on Mergers and Acquisitions for the years 1976, 1977, and 1978 were examined to determine acquirers, when their acquisition was listed under one of the above six SIC codes.

Questionnaires were sent to the chief executive officer of each of the acquirers selected. Because the literature search showed that the chief executive's participation was an important factor in a successful acquisition and because Jackman sent his questionnaire to chief executives, it was felt the chief executive was the proper contact point. Follow-up interviews and telephone conversations were held with a number of respondents to gain additional information regarding acquisition criteria and the process of making acquisitions.

SUMMARY

The purpose of this study was to determine which criteria were important in evaluating potential acquisition targets in the computer software and related industries. This purpose was accomplished by building on an earlier study performed in the textile industry. The criteria of interest were studied within the framework of determining whether the criteria used in evaluating a potential acquisition target would vary based upon the corporate parameters of the potential acquirer. The parameters chosen were the same as the ones used by Jackman--that is, dollar sales and Standard Industrial Classification code. In addition, tests were made to see whether evaluation criteria, based on the corporate parameters of the acquisition, could be found.

Chapter 2 surveys the existing literature that was found pertinent to this study, as well as some of the general literature on corporate acquisitions. Chapter 3 describes in detail the methodology used in this study. Chapter 4 presents the results of the research as determined from the questionnaire and from information uncovered during follow-up interviews. Chapter 5 reviews the findings and presents conclusions and recommendations for further study in this subject area.

Chapter 2
SURVEY OF EXISTING LITERATURE

A survey of business literature showed that many articles and books on mergers and acquisitions exist; however, a more detailed search uncovered very few that covered the process from the viewpoint of the acquisition. James W. Armour, Jr., noted,

For some reason, people who sell their companies never spend as much time talking about it as those who do the buying. Nor do they seem to write as many books and articles on the subject. Moreover, it is seldom that you can get an inside glimpse from the seller's viewpoint.

Some literature written for the seller's benefit does exist, however; and two of the more interesting and pertinent of these studies are discussed in this chapter. In addition, this chapter examines the following relevant points: the reasons for becoming an acquisition, the reasons to acquire, and how to acquire.

THE REASONS FOR BECOMING AN ACQUISITION

The literature discloses various reasons for management to sell its company. This section explores some of these reasons.

C. A. Stokes gave a most succinct reason for the motivation to sell a company: "Aside from . . . unusual stress, an owner only wants to sell when he feels that his business will become less valuable to him in the future, whatever the reasons."
 While of a catch-all nature, this explanation coincides with Miles L. Mace and George C. Montgomery's view that "In most, but not all, of the cases studied, the one single factor which characterized the decisions to sell was fear."

Several writers have attempted to be more explicit in citing reasons for selling a company. Mace and Montgomery pointed out that their study found the following prominent reasons for selling: management succession, one-man management, industry and technological change, management dissention, unbalanced product line, and financial considerations.
 It is possible to view these reasons as fear that make the company potentially less valuable to the owner, which is consistent with Stokes' view.

Armour presented the following discussion:

Some answers to the question of why companies are sold were given in a survey conducted by Thomas Thompson Associates of Buffalo which covered a period of six months [July, 1966 through January, 1967] and included statistics gathered from nearly 200 manufacturing companies.

According to the Thompson study, the three major reasons leading to the sale of companies are to (a) gain more rapid growth, (b) add financial strength, and (c) diversify holdings.

The results of this research differ from Stokes', unless the reasons cited by the Thompson study indicate that without the acquisition, the company would be less valuable than it would be with the acquisition.

Richard M. Hexter observed,

Companies are sold to liquidate or to obtain financing, to obtain needed management or to find new technology or facilities, to expand or to diversify markets or services, to establish values for tax and estate purposes or to gain financial advantages for the principals, to gain a possible market or prevent takeover by the wrong company, and so forth.

A less businesslike view of motivation for selling was presented by Stokes:

Sometimes the problem is excessive ambition on the part of the owner. He wants to have a bigger field to play in. His business is less valuable to him in the future if he cannot achieve the larger opportunity he wants.

Thus it can be seen that many reasons exist for management to want to sell its company. Jackman summarized the reasons he found into three broad categories: financial aspects, management requirements, and market conditions.

It is worthy of note that many of the problems can be solved by proper capitalization, or recapitalization, of the organization. It can be conjectured that many companies are forced to submit to acquisition because of their poor business planning. Richard M. White, Jr., noted,

The more successful a start-up is, the greater will be its needs for larger and more frequent cash injections. There isn't a man in business who isn't painfully aware of this axiom. Yet approximately one-fourth of the clients who walk through our doors make the mistake of thinking that all they will need is one single loan or one investor to invest only once and then everything will be clover.

While White's main audience is start-up companies, his advice is germane to all growth companies: plans should be made for frequent and regular infusions of cash in order to continue growing. Besides cash surpluses, loans and sale of equity are other finance sources to companies. Complete sale of equity is the result of being acquired.

Other situations, such as retirement of the owner or his estate valuation, are not so easily solved by proper business planning. In these situations, being acquired can easily prove to be the simplest and best solution to the problem.

THE REASONS TO ACQUIRE

On the opposite side of the coin it is worthwhile to examine the reasons a company may wish to acquire another company. Understanding some of these basic motivations can allow a potential target company to explain to a potential acquirer the advantages of making the acquisition.

John L. Harvey presented a list of some of themore common reasons for business combinations: market considerations, distribution economies, diversification, manufacturing advantages, research and development needs, financial considerations, redeployment of excess capital, personnel considerations, and complexity and automation. Most of these categories are sufficiently self-explanatory, with the exception of personnel considerations, to make additional exposition unnecessary. However, in discussing personnel considerations, Harvey noted that they are most commonly a motive of service organizations because of the need for such organizations to provide key personnel for the organizations when weakened either through death or failure to plan ahead for orderly management succession.

A more concise statement of reasons for buying a company was given by Hexter:

The buyer may be seeking to increase total earnings, to diversify either markets or earnings sources, to gain market and market potential, to acquire skilled management, to accumulate assets, or simply to enhance prestige.

All of these reasons, except the last one, neatly fall into the categories provided by Harvey.

Mace and Montgomery presented their list of reasons for making an acquisition:

1. For bigness' sake, 

2. For investment,

3. To serve a market need, 

4. To buy time,

5. To acquire technical know-how,

6. To achieve product diversification, 

7. To achieve integration, and 
8. Other reasons.

This list, which appears to be more erratic and less organized than Harvey's list, presents two additional criteria for consideration: "for bigness' sake" and "to buy time."

Harvey most likely would determine the motivating reason for desiring bigness and then categorize it into one of his other areas. For example, under market considerations, it might be desired to capture a greater share of the market, expand the product line, or expand geographically. If the company is attempting to achieve greater financial security and stability through bigness, Harvey would list it as a financial consideration. Similarly, Harvey could take Mace and Montgomery's reason "to buy time" and fit it into one of his categories--for instance, a market consideration or a manufacturing advantage.

The above discussion is not meant to imply that Harvey's list is inclusive. Rather, it appears to be a more consistent and useful list than the lists presented by Mace and Montgomery and by Hexter.

A different perspective on reasons for acquisitions can be found in a presentation by the Briton, J. M. Samuels. It appears from his discussion that in Britain "To justify a merger in the eyes of public opinion it seems all that is necessary is to quote the magic words 'economics of scale' and 'rationalization.'" He is uncomfortable with this reason for acquisition because "The Monopolies Commission themselves believe that the present merger activity is 'leading to the continued absorption of medium-sized companies not necessarily accompanied by gains in efficiency.'" He went on to note that "Not only are the social welfare results of mergers unclear; the benefits to the shareholders of the buying and selling companies are far from certain." Samuels observed that

The motivation for certain mergers may not be economic, and so it would not be surprising, if one tried to measure the success of mergers in terms of purely financial returns, to find a number of merged companies classed as failures.

Two reasons not normally given as justification are "fear of being taken over, which results in defensive pursuit of bigness" and obsolescence. He noted that "Organizations age and become inflexible, so they begin to take over other companies to infuse new blood (new profits) into the system."

It can be seen that Samuels took a significant step in recognizing that many of the reasons for acquisition are psychological in nature. As he pointed out, some commonly stated reasons, such as obsolescence, may in fact be more perceived than real.

A more formal study into the reasons for making acquisitions was headed by H. Igor Ansoff and his associates and presented the acquisition activity of United States manufacturing firms from 1946 to 1965. Table 2 presents the results of a survey conducted during the study. The table, which lists the relative importance of reasons for making acquisitions, tabulates the returns from 93 respondents to the survey (a response rate of 22.6 percent). Ansoff noted that "Almost all of the responding firms ranked a multiplicity of reasons according to their relative importance in each of the acquisition programs." This remark suggests that the evaluations made in deciding upon acquisitions could become more subjective (psychological) as the number of factors considered increases. An interesting observation made by Ansoff was that

. . . despite the publicity given to conglomerate merger activity during the latter part of our study period, a majority of the acquiring firms put high emphasis on the relationship between the products, markets, and technologies of the merging firms.


Table 2
The Relative Importance of Reasons for Acquiring

	Reason
	Points

	1. To complete product lines
	159

	2. To increase market share
	102

	3. To fully utilize existing marketing capabilities, contacts, or channels
	 73

	4. To offset unsatisfactory sales growth in present market
	 70

	5. To capitalize on distinctive technological expertise
	 64

	6. To obtain patents, licenses, or technological know-how
	 53

	7. To meet demand of diversified customers
	 45

	8. To fully utilize existing production capacity
	 43

	9. To increase control of sales outlets
	 39

	10. To reduce dependence on suppliers
	 38

	11. To reduce dependence on one or few customers
	 34

	12. To acquire goodwill, prestige, or brand names
	 30

	13. To capitalize on distinctive managerial talents
	 30

	14. To offset unsatisfactory profit margins in present markets
	 26

	15. To attain a minimum size needed for efficient research and development
	  7

	16. To attain a minimum size needed for effective advertising methods
	  3

	17. To attain a minimum size needed for listing on stock exchange
	  1

	18. To utilize waste or by-products
	  1

	19. To offset technological obsolescence of facilities
	  0

	Source: H. Igor Ansoff, et al., Acquisition Behavior of U. S. Manufacturing Firms, 1946-1965 (Nashville: Vanderbilt University Press, 1971), pp. 29-30.


A study done by Arnold C. Cooper and Albert V. Bruno on 250 high-technology firms founded on the San Francisco Peninsula between January 1, 1960, and July 1, 1969, contains some material relevant to this study. It should be noted that most of the companies studied were engaged in the electronics business or used electronics heavily in their product. For this reason the population stu​ied by Cooper and Bruno is compatible with the population of interest to this study.

Cooper and Bruno found that ". . . for the firms under study, the rate of acquisition or merger was substantial . . . involving 23.2 percent by 1976." and that the ". . . end result for both successful and unsuccessful new firms was often the same--acquisition." Successful companies were desirable acquisition candidates because acquisition offered established firms a way to participate in developing technologies. They found that "•even a faltering business was usually of value to an acquiring firm because of its technical capabilities." They noted that a firm ". . . may have been unprofitable and unsuccessful in the sense of realizing the founders' goals, yet it would be classified in this study as an acquisition."

Their finding of great relevance to this study is that "The nature of acquisition or merger for these technical companies involved not so much physical assets as product lines and technological capabilities." They also noted that "Often the founders stayed with the firm when it was acquired, for their skills were among the company's chief assets." Also of interest is that "The purchaser was typically an established corporation in a related field, which saw an opportunity to diversify or to acquire technical strengths."

PLANNING THE ACQUISITION

After having determined valid reasons for selling or buying a company, the acquisition process itself must occur. This section surveys some of the literature describing steps taken during the actual acquisition process. Most companies are interested in a good acquisition, not just an acquisition. The literature provides guidelines for the seller and the buyer.

Hexter pointed out that selling one's company is really the ultimate financial decision to be made by the company but that "Too often, in the flush of opportunity, need, or desire to sell a company, owners overlook the most important aspect of the sale: selling a company, in the final analysis, is really an investment decision." He stated further that acquiring companies normally perform a detailed analysis of the acquiree but that

The seller . . . frequently sells in the wrong way for the wrong reasons. He sells to the only buyer on the scene or to the buyer who seems best of the handful who have approached him. He sells at values based on today's prices, ignoring the future. . . . If management is to sell, it must do so constructively and to the proper party so that the total market value of the shareholders' equity will grow faster than it would have done if no sale took place.

Samuels pointed out that the ". . . one factor on which the success of a merger depends, according to all researchers on the subject, is advanced planning."
 Three lists of guidelines, two for sellers and one for buyers, to aid in this advance planning are presented below.

James W. Armour, Jr., presented five overall guidelines for sellers:

1. Internal Analysis. A seller should both know and be able to state explicitly just what he is trying to accomplish. . . .

2. Competent Help. Next, I think the seller should get some good advice regarding the business aspects of selling his company. . .

3. Contact Initiative. Then I think that the potential seller should not hesitate to take the initiative in developing a contact with the type of firm to which he wants to sell. . . .

4. Market Pricing. The seller should have pretty firmly in mind the price he wants for his business, and he should let the buyer know quickly . . . .
5. Working Relationship . . . . I believe the seller should be realistic about the matter of his future organizational relationships.

This last point is covered in more detail later in this section.

Robert L. Chambers presented a list of eight suggestions that should be followed in selling a company. It begins with the assumption that some of the advantages of selling already are recognized: better estate valuation, diversifying risk, ending divergent objectives of the owners and so on, and that the potential acquisition is not yet on the market.

1. Don't wait too long! . . . When your company's future is sunniest is probably the best time to seek the association . . . .

2. If you decide to "associate," make your decision with resolve. . . .

3. Don't be careless and haphazard in making your plans to sell. . . .

4. Don't fall for a letter from a "business broker" stating that a large company is "keenly interested in talking with you."

5. Do some deep thinking on your own first. . . . a. Carefully analyze your own objectives. . . . b. . . . plot your strategy. Reflect for a moment on the psychology of a potential buyer.

6. Look for a merger that will make the total greater than the sum of the individual parts. . . .

7. Carefully plot the strategy of "approaching" likely buyers. . . .

8. If it is important to you that your company continue, be sure you devote sufficient time to discussion of future operating plans. . . .

In short, on an important matter like this, care is more important than time.

A list of "Ten Commandments" for acquiring compan​ies to follow during the acquisition process was given by Willard F. Rockwell, Jr.

"Must" factors:

1. Pinpoint and spell out the merger objectives. 

2. 2. Specify substantial gains for the stockholders of both companies.

3. Be able to convince yourself that the acquired company's management is--or else can be made--competent.

4. Certify the existence of important dovetailing resources--but do not expect perfection. Other key considerations:

5. Spark the merger program with the chief executive's involvement.

6. Clearly define the business you are in (e.g., bicycles or transportation).

7. Take a depth sounding of strengths, weaknesses, and other key performance factors--the target acquisition company's and your own.

8. Create a climate of mutual trust by anticipating problems and discussing them early with the other company.

9. Don't let caveman advances jeopardize the courtship.

10. Most important of these latter six rules, make people your No. 1 consideration in structuring your assimilation plan.

The message that comes across from all of these lists is that from both sides an acquisition is a major event which requires careful consideration and analysis of all of the factors important to both parties. Furthermore, the process of acquisition is not trivial and requires careful planning, probably even requiring the assistance of outside expertise.

In Rockwell's list both concern about management's ability and concern about the people involved were indicated. While it is beyond the scope of this paper to delve deeply into these subject areas, they should not be slighted. One area of concern is the ability of the acquiree's management to adapt to new roles after acquisition.

It should be noted that most acquisitions are between small and big companies. Davis S. Kleger noted that "85 percent of some 640 mergers recorded in 1969, where data were available, involved partners with respective sales levels in a ratio of 10 to 1 or more." Tables 3 and 4 from the Federal Trade Commission Statistical Reports on Mergers and Acquisitions, December, 1978 show a trend that large corporations are the acquirers and small companies are the acquisitions. This trend is worth noting because, as David S. Kleger pointed out,

Many small-company managers are incapable of adjusting to the requirements of directing a large enterprise; similarly, large companies

are so overorganized and overproceduralized that they stifle whatever entrepreneurial managers they may have.

Therefore, managers in small companies that are acquired may not be able to adapt to the resulting large company environment. There are ways to minimize this problem. Some acquisitions are left as independent subsidiaries with little integration problem, except possibly for top management. In other cases integration may be more complete, and for these cases Kleger noted that

Experience has shown . . . that a conscious effort embodying the following four elements can go a long way toward minimizing the pangs of integration.

1. Explicitly recognize potential difficulties. 

2. Recognize the need for gradual accommodation. 

3. Define and document any likely role changes. 
4. Last and most important, develop detailed action plans for integrating management systems.
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Table 3 
Number of Mergers and Acquisitions Completed and Pending, by Asset Size of Acquired Companies, 1977

	Asset Size Class of Acquired Company ($ Millions)
	Completed
	Pending
	Total

	
	A. Number
	
	

	Total
	1,182
	376
	1,558

	$100.0 and Over
	   38
	 18
	   56

	$ 50.0 to $99.9
	   37
	 12
	   49

	$ 10.0 to $49.09
	  121
	 34
	  155

	$ 1.0 to $ 9.9
	  146
	 41
	  187

	Under $1.0 and Unknown
	  840
	271
	1,111

	
	B. Percent*
	
	

	Total
	100.0
	100.0
	100.0

	$100.0 and 
	  3.2
	  4.8
	  3.6

	$ 50.0 to $99.
	  3.1
	  3.2
	  3.1

	$ 10.0 to $49.
	 10.2
	  9.0
	  9.9

	$ 1.0 to $ 9.9
	 12.3
	 10.9
	 12.0

	Under $1.0 and Unknown
	 71.0
	 72.3
	 71.3

	*Sums are rounded

Note: Partial acquisitions are not included

Source: Federal Trade Commission Statistical Reports on Mergers and Acquisitions (Washington, D. C.: Government Printing Office, December, 1978), p. 24.


Table 4
Number of Mergers and Acquisitions Completed and Pending, by Asset Size of Acquiring Companies, 1977

	Asset Size Class of Acquiring Company ($ Millions)
	Completed
	Pending
	Total

	
	A. Number
	
	

	Total
	1,182
	376
	1,558

	$100.0 and Over
	  581
	170
	  751

	$ 50.0 to $ 99.9
	  156
	 33
	  189

	$ 10.0 to $ 49.9
	  218
	 59
	  277

	$ 1.0 to $ 9.9
	   75
	 20
	   95

	Under $1.0 and  Unknown
	  152
	 94
	  246

	
	B. Percent*
	
	

	Total
	100.0
	100.0
	100.0

	$100.0 and Over
	 49.2
	 45.2
	 48.2

	$ 50.0 to $ 99.9
	 13.2
	  8.8
	 12.1

	$ 10.0 to $ 49.9
	 18.4
	 15.7
	 17.8

	$ 1.0 to $ 9.9
	  6.3
	  5.3
	  6.1

	Under $1.0 and Unknown
	 12.8
	 25.1
	 15.8

	* Sums are rounded

Note: Partial acquisitions are not included

Source: Federal Trade Commission Statistical Reports on Mergers and Acquisitions (Washington, D. C.: Government Printing Office, December, 1978), p. 25.


Mace and Montgomery pointed out one factor in the acquisition process not touched upon by any of the preceding references: the involvement of the chief operating executive in the acquisition process. They stated that "We found that in every company in which there was a successful acquisition program, the chief operating executive was personally involved. There were no exceptions . . . ," although they noted that "We found several instances . . . where success was achieved by a senior executive who worked closely with the president." Mace and Montgomery summarized their results by stating that "Effective planning for growth through acquisition, then, consists essentially of establishing company objectives, defining meaningful criteria, and assuring the personal involvement of the president.”
 Part of this point was made by Samuels when he stated that "Management is the key factor in determining the success of mergers."

HERRMANN'S DISSERTATION

A review of pertinent literature determined that two previous studies covered the subject area of interest in this project. The first of these studies is a doctoral dissertation completed by Arthur Lyon Herrmann at the Graduate School of the University of Massachusetts. The purpose of Hermann's study was to determine the acquisition criteria used by actively merging firms prior to the merging process.

Herrmann mailed questionnaires to 193 financial officers of actively acquiring corporations requesting their opinions of ten preselected acquisition criteria. He received a response rate of 68.4 percent from two groups of executives--conglomerate and non-conglomerate. The responses were tested using a discriminant analysis model that was used to study the differences in evaluations of criteria by the two groups of executives and to examine the relationships between the criteria preferences within and between the groups.

He tested two hypotheses by the model and by examination and analysis of the data collected. The first hypothesis tested was that ". . . there [are] significant differences between the evaluations of the acquisition criteria by conglomerate and non-conglomerate executives." He found his discriminant model did correctly distinguish a control sample group of conglomerate responses from a control sample of non-conglomerate responses with a 67 percent level of prediction at a 1 percent level of significance. The second hypothesis postulated ". . . that differing evaluations of continuity of management in the acquired firms [are] the most important difference between the two groups of evaluations." He reported that "Various tests were performed which verified and further emphasized the importance of the management continuation variable as the most powerful discriminator of the discriminant analysis function."

The ten criteria Herrmann listed on his question​naire were as follows:

1. Rate of growth of earnings,

2. Return on investment,

3. Rate of growth of sales,

4. Present management willing to continue, 

5. Complement and augment existing markets, 

6. Reputation of acquired firm, 

7. Size of company to be acquired,

8. Complement and fit with existing products, 

9. Price/earnings multiple of candidate, and

10. Compatibility of management objectives.

Herrmann asked the respondents to rank the five most impor​tant criteria from the list provided.

Herrmann's major findings were that there is a measurable difference between conglomerate and non-conglomerate executive attitudes toward acquisitions and that the prime discriminator of this difference is their differing evaluations of the management continuation variable. He noted,

. . . results of the survey showed that both the conglomerate and non-conglomerate executives valued profits and growth most highly in their acquisitions; this could explain why previous writers have not found consistent differences in their post-merger performances.

By this study Herrmann showed that at least one organizational parameter (conglomerate versus non-conglomerate) influences the optimal profile of a poten​tial target company (willingness of management to continue after merger).

JACKMAN'S RESEARCH PROJECT

Another study of great importance to this research study is the previously mentioned project by Robert Jackman completed in December, 1978, at the School of Business and Management, Pepperdine University. The purpose of Jackman's study was to determine information that could be useful to a potential acquisition in positioning the company to make it more attractive as an acquisition. His hypothesis was that "The optimum profile of a potential target company will vary as a function of the organizational parameters of a potential acquiring company." He chose to study two specific organizational parameters, namely classification by SIC code and by different size as defined by sales in dollars.
Jackman mailed questionnaires to chief executives of 167 acquirers, most of them in fields related to textiles. His study included textile manufacturers, wholesalers, retailers, and holding companies. He also held some follow-up interviews in order to validate the responses to the questionnaires and to elicit additional behavioral data.

His questionnaire asked respondents to rank, by point distribution, the relative importance of the following four major areas in acquisition evaluation: financial aspects, market position, technology, and management. Within each of these areas, the respondents were asked further to subdivide their points allocated to that area into finer categories. Except in the area of technology, the subdivisions used in Jackman's questionnaire were used unchanged in the questionnaire sent out for the project reported in this paper.

In analyzing his data Jackman used two different tests. The first test was based on determining important versus indifferent areas to each company. Because four areas were presented in the questionnaire, any area receiving 25 (or less) percent of the total points was treated as an indication that the company was indifferent to the factor. If the area received more than 25 percent of the total points, the area was important to the company. He then derived a table that showed the percentage of respondents, properly categorized, rating each major area above the indifference level (25 percent). He used this table to perform a chi-square test to determine whether any statistical difference could be found. This test was performed on the data as categorized by SIC code and by dollar sales.

The second test was performed by reorganizing the data into rank order. He formed a table showing the percentage of respondents, properly categorized, ranking each major area as their first choice. If a respondent had a tie for his most important area, then the proper fractional value was tabulated in the table. Once again a chi-square test was used to determine statistical difference; and the test was performed twice, once as categorized by SIC code and once as categorized by dollar sales.

For both sets of tests Jackman chose an alpha value of .05 to test the null hypothesis that there is no statistically significant difference.

It is significant to note that no respondent ranked the area of technology above the level of indifference (therefore, technology did not receive any first rankings). In this way Jackman was able to eliminate technology from all testing, because there would be no statistical difference using the tests he chose.

In studying the organizational parameter of SIC code, Jackman organized his respondents into four categories: manufacturers, wholesalers, retailers, and holding companies. His tests by level of indifference provided the following results: financial aspects were more important to manufacturers and holding companies and less important to retailers and wholesalers. Market position was more important to manufacturers and retailers and less important to wholesalers and holding companies. Management also yielded a statistically significant difference, with retailers rating it very high and wholesalers less so. In organizing the data by rank order, Jackman came up with different results. Financial aspects were shown to be more important to manufacturers and holding companies and less important to wholesalers and retailers, which is consistent with the other test. Management was shown to be most important to retailers, although in this test wholesalers rated these factors high as well and manufacturers and holding companies did not rate management as high. However, using the rank order test, he found no statistically significant difference in the way different industry groups valued the market position factor. While his tests did not provide consistent results, he did show that SIC code yielded statistically significant results.

In studying the organizational parameter of size as defined by dollar sales, Jackman organized his respondents into two categories, those companies with sales at or above the $100 million level and those below this level. Using the level of indifference on this tabulated percentages, Jackman did not find a significant statistical difference for any of the areas. Therefore, based on this test, the null hypothesis was accepted. In organizing the data by rank order, Jackman once again found no statistically significant difference between the respondents on either financial aspects or the management factor. He did, how​ever, find that companies with sales under $100 million ranked market position significantly higher than did the respondents with sales over $100 million.
Jackman therefore accepted as supported the hypothesis that the optimum profile would vary based on the organizational parameters represented by SIC codes. He also concluded that the hypothesis based upon the size of the potential acquirer was not supported.

Chapter 3
METHODOLOGY AND STATISTICAL METHOD

The purpose of this study was to obtain information that would be useful to potential acquisition target companies to help them position themselves advantageously as attractive acquisitions. This study investigated the computer and related electronics industries using a methodology similar to that used earlier by Robert Jackman in studying the textile industry. The goal was to determine whether information could be uncovered which would enable the acquisition to know in advance criteria that the acquirer would consider important based on a priori knowledge of organizational parameters of the acquirer. The two parameters examined were the SIC code and size, as defined by gross revenue, of the acquirer. Going one step beyond Jackman's study, the collected data were used also to investigate whether the acquisition's SIC code could provide information as to criteria acquirers would use in performing evaluations.

SELECTION OF ORGANIZATIONAL PARAMETERS

Following Jackman's study based on the organizational parameters of the SIC code of the acquirer and of its sales, this study concentrated on these two organizational parameters. But it was felt that many companies would not know in advance the SIC code of the company that might acquire them, and therefore the results based on SIC code could be of limited value. Therefore, acquisition criteria also were studied based on the SIC code of the acquired companies. If significant statistical differences could be found based on this information, the information would be useful to potential acquisitions because, supposedly, they would know their own SIC code.

Jackman originally proposed using SIC code as one of his organizational parameters to study because "It was hypothesized that it would encompass many of the factors mentioned . . . it is clear cut, quantifiable, and widely recognized."
 It was decided to use Jackman's hypothesis in this study despite its classification limitations, because of its widespread use.

The other organizational parameter used by Jackman was size, as defined by annual sales. This information also is widely and readily available. Jackman stated that "The dividing line chosen was $100 million which, it was thought, would provide a reasonable division of the sample and a meaningful measure of size."
 While Jackman's findings based on size were not so strong as those based on SIC code, there appeared to be no reason to change Jackman's criteria or dividing line, even considering the current rapid rate of inflation and its effect on reported sales.

Because this research concentrated mainly on the computer industry and on the related part of the electronics industry, an investigation was made of the SIC codes using the table published in Standard & Poor's Register of Corporations, Directors and Executives. This table provided the SIC codes as revised by the Statistical Policy Division of the Office of Management and Budget, Executive Office of the President, in 1972.

Four SIC codes were easily identified as being relevant to this study. These codes and their descriptions are as follows:

3573 Computing equipment, electronics

7372 Computer programming and other software services

7374 Data processing services

7379 Computer related services, not elsewhere classified.

A review of the companies listed under these SIC codes in the Standard & Poor's book showed that they did indeed cover a large number of companies in the industry. Further review of other SIC codes and of the companies listed under them showed that two other SIC codes could be eligible for inclusion in the study:

3674 Semiconductors and related equipment

3679 Electronic components, not elsewhere classified

Despite their containing companies of interest, it should be noted that these last two SIC codes also contained a large number of companies not of immediate interest to the research. It should also be noted that in Standard & Poor's listing of corporations by SIC code, one company may appear under several different listings. This factor was not a problem in this study because company classifications as defined by Standard & Poor were not used.

As will be seen later in this chapter, it was necessary to use all six of the above-listed SIC codes to derive a sample sufficiently large for the survey questionnaire to obtain enough responses to perform meaningful statistical analysis.

POPULATION AND SAMPLE SELECTION

Because this study was undertaken to help provide information to companies in the previously identified six SIC codes so that they could obtain a priori information about ways to position themselves to be notably attractive acquisition candidates, the population of interest in this study was all those companies interested in acquiring companies in the six identified SIC codes. Jackman chose as his sample the companies within his identified SIC codes that made a merger or acquisition during the three-year period before the study, where the acquisition company also was in those same SIC codes. The requirement that the acquiring company be in the same SIC code group appeared to be too restrictive for this study, and therefore it includes in its sample any company making an acquisition in the six identified SIC codes.

Jackman included in his study sample only those companies making acquisitions during the previous three years. He hypothesized that ". . . if a company had not participated in a merger or acquisition at any time during this period, it was not likely that it would have current acquisition criteria."
 His precedent has been followed in this study's population sample selection.

The sample was selected by examining the annual Federal Trade Commission (FTC) report on mergers and acquisitions completed or pending during the previous years.
 At the time this study was completed, the three latest reports available were for the years 1975 through 1977. Any company that was listed in these reports as either having completed an acquisition or having an acquisition pending was included in the sample, if the company being acquired was listed in one of the six selected SIC codes. It is worthwhile to note that while Standard & Poor's register lists companies under many SIC codes, the FTC reports lists only one SIC code per company. For purposes of this study the SIC code listed in the FTC report was taken as the SIC code for both the acquiring and the acquired companies.

This selection yielded 135 companies that had made acquisitions (or had acquisitions pending) during the three-year period from 1975 to 1977. Through techniques described later in this chapter, addresses could be found for only 118 of these companies. Therefore, the sample for this study totaled 118 companies.

Jackman noted that he chose to define his population as being the companies identified by the FTC reports and that therefore his population and sample were identical.6 Such a limited definition of the population was not deemed suitable for this study, and therefore a more general definition was chosen, although the possibility exists that the identified sample is not representative of the population. No proof exists that this sample is representative, but no better method of selecting a sample was evident. It should be noted that even with this careful selection of corporations active in acquisitions, four questionnaires were returned empty except for the notation that the company no longer was active in acquisitions; therefore, any larger mailing to include companies that had not been active would have yielded minimal results. Table 5 shows the breakdown of the sample by SIC codes.

It was also important to determine the SIC code of the acquired company. This information is provided in the FTC report. In case a company made more than one acquisition during the period, the SIC code from the last such acquisition was used, because it was hypothesized that the answers on the questionnaire would most likely be more appropriate for the latest acquisition. Table 5 also shows the breakdown of the sample by acquisitions' SIC codes.
Table 5
Sample Breakdown by SIC Code

	SIC Code
	Acquirer
	Acquisitions

	3573
	 25
	 36

	3674
	  8
	 14

	3679
	 21
	 41

	7372
	  4
	  8

	7374
	  8
	 13

	7379
	  6
	  6

	Other
	 46
	

	Total
	118
	118


RESEARCH TECHNIQUES AND INSTRUMENTS

Jackman in his study devised a one-page questionnaire which asked the respondents to specify the relative importance of five separate areas in the acquisition process. The major areas were financial aspects, market position, technology, and management. The respondents also were provided with a fifth category, other, in case they felt some important criterion was not included in the four categorized areas. The respondents were asked to divide 100 points among the areas. Thus areas receiving more points were more important to the company than areas receiving fewer points. After this main breakdown was made, the respondents were asked further to divide the points given each area into finer subitems. An area was left on the questionnaire for comments. Jackman began his questionnaire by asking whether the respondent had formulated written acquisition criteria. This question was used as a warmup.

Jackman's basic outline for the questionnaire was used in this study, but respondents were asked to identify their SIC codes from a list of SIC codes and to specify whether their sales for the last fiscal year were over or under $100 million. Additionally, the subdivisions in the category of technology were revised to conform to terms commonly used in the computer and electronics industry. At the end of the questionnaire respondents were given an opportunity to identify themselves, request a summary of the research results, and volunteer for a follow-up interview. This questionnaire is displayed in Appendix B.

Despite the complications noted above, a usable response rate of 27 percent was achieved, whereas Jackman's rate was 25 percent. One interesting fact to note is that some respondents requested a summary of the research results but failed to identify themselves. One respondent even volunteered for a follow-up interview without identifying himself. However, out of 32 usable responses 20 respondents chose to identify themselves, and 9 volunteered for follow-up interviews.

This positive response to the questionnaire might be attributed to some of the techniques used in requesting assistance. An individually typed cover letter, personally addressed to the chief executive officer by name, was prepared for each company (Appendix C). Because the literature surveyed suggested that the involvement of the chief operating officer was important in the acquisition process, the questionnaires were sent to those individuals.
 Names and addresses of the chief executive officers were obtained from Standard & Poor's Register of Corporations, Directors and Executives; Dun & Bradstreet Million Dollar Directory; Electronics Buyers Guide; and American Electronics Association 1978 Directory.
 Out of the 135 identified companies, addresses could not be found for 17. It is possible that these companies had been acquired themselves or had gone out of business. Of the 118 questionnaires sent out, only two were returned as being undeliverable.

After the responses to the questionnaire were received and analyzed, a summary report of the findings was prepared and sent to the companies that had requested a summary. A special letter was enclosed with the summary for the nine companies that had volunteered for a follow-up interview (appendixes D and E). This letter reminded them of their offer and notified them to expect a phone call within the next week to set up an interview. The purpose of the follow-up interviews was to uncover additional significant criteria used in the acquisition selection process not covered in the questionnaire or noted by the respondent in the comment section of the questionnaire.

While the questionnaire did not require the respondents to identify themselves, it was felt prudent to identify the respondents in case analysis of the questionnaire led to the need for additional information, a situation which indeed did occur. This identification was made by individualizing the address on the return envelope.

STATISTICAL METHOD

It was necessary to divide the 32 responses received into subgroups in order to perform statistical analysis. Luckily, the responses received divided nicely into three SIC code groups, over and under $100 million in sales, with enough responses in each group to meet the underlying mathematical requirements for the tests to be valid. The SIC codes were divided into three groups as follows: 

Group 1, 3573 Computing equipment, electronic; 

Group 2, 3674 Semiconductors and related equipment and 3679 Electronic components, not elsewhere classified; and 

Group 3, 7372 Computer programming and other software services, 7374 Data processing services, and 7379 Computer related services, not elsewhere classified. 

For simplicity of notation, these three groups are identified in the remainder of this report as 35xx, 36xx, and 73xx. A breakdown of the responses received, by category, is given in Chapter 4.

Some difficulty was encountered in choosing the most appropriate statistical test with which to analyze the data. Jackman used, in his terms, a ". . . chi-square goodness of fit" test.
 He used two variations of this test, one approximating the use of the median test and one rank ordering the data. Because a statistical reference book describing the type of analysis performed by Jackman could not be found, it was decided to deviate from Jackman's analysis and use a more standard test. It was readily apparent that the SIC code tests would be a k-sample case (with k equal to 3) of independent samples, whereas the size test would be a two-sample case of independent samples. It next was necessary to define the type of scale represented by the data.

Between samples it was desired to compare the points assigned by area (financial, market, technology, and manage​ment) with a separate test for each area. The score assigned to each area shows the relative importance of that area in relation to the other areas for that company. Therefore, it was hypothesized that if two different scores for the same area were compared, the result of the comparison would at least show the relative importance of the area between the companies. For example, if Company A assigned management twenty points and Company B gave management fifty points, it can be hypothesized that management is more important to Company B than to Company A. Acceptance of this hypothesis means that the data have at least an ordinal scale. Sidney Siegel defined the formal properties of the ordinal scale as follows:

Axiomatically, the fundamental difference between a nominal and an ordinal scale is that the ordinal scale incorporates not only the relation of equivalence (=) but also the relation "greater than" (>). The latter relation is irreflexive, asymmetrical, and tentative.

This definition was deemed appropriate for the data as used in the statistical analysis in this study.

Based on the reasoning discussed above, it was decided to use the Kruskal-Wallis one-way analysis of variance test on the data received. 
 Because this test can be used with both two- and three-sample tests, it was decided to use the one test for all the analyses rather than to use a special-case, two-sample test for the size tests. It can be seen that all of the groups in the tests had more than five observations and that therefore the chi-square tables could be used to check significance.

It also was necessary to establish the level of significance at which the null hypothesis would be rejected. In keeping with standard research practice, a significance level of alpha = .05 was chosen. This level was the same level chosen by Jackman.

Because of the different analysis techniques, consideration was made of re-analyzing Jackman's data using the Kruskal-Wallis method. It was decided this would not be done because (1) the textile industry data would not provide useful information about the computer and electronics industry and (2) Jackman's raw data were not published with his report.

Altogether this report presents the results of fifteen different statistical tests performed on the data received. The tests are divided into three groups of five tests each: tests by acquiring company SIC code, tests by acquiring company size, and tests by acquired company SIC code. Within each of these groups five tests were performed comparing the relative scores given to each area between companies. These tests were for the four major areas listed on the questionnaire (financial aspects, market position, technology, and management) as well as a test on scores for the category "other."

The tables summarizing the raw scores also present some numerical calculations on the raw data as though the data were on the interval scale, because the question was raised about whether the data indeed may have been interval data (a more stringent scale than the ordinal scale). Therefore, the results of calculation of means and standard deviations are presented. However, these calculations were not used to support the research hypothesis or to reject the null hypothesis.

LIMITATIONS OF THE STUDY

Because of the restricted scope of the study, several obvious limitations exist. First, and perhaps foremost, the study was limited to the computer and related electronics industry as defined by the six chosen SIC codes. In addition to the question of whether these SIC codes are the appropriate ones for this industry, there is the question of whether the SIC codes published in the FTC reports were an accurate and proper categorization of the two companies involved in the acquisition process.

Another limitation of the study was that this attempt to define pre-merger criteria was made by collecting information that may have been dated. It is possible that the companies replying but that had not recently made an acquisition may not have understood the criteria they used when undertaking the merger.

Another significant restriction was that this study dealt with only three criteria: the SIC code of the acquiring company, the size as defined by annual sales of the acquiring company, and the SIC code of the acquired company. It is possible that there are other important organizational parameters to be studied.

The sample size was large enough to make statisti​cal analysis worthwhile; and where significance was found, inferences could reasonably be made. However, acceptance of the null hypothesis under these limited sample sizes, especially where the acceptance was almost borderline, does not necessarily mean that the hypothesis will not be supported by some future study.

Overall, this study should be useful once the purpose and scope of the study are clearly perceived.

Chapter 4
SURVEY RESULTS

This chapter describes the breakdown of the sample and the respondents and presents the results of the statistical analysis performed on the responses.

SAMPLE AND RESPONDENT CHARACTERISTICS

To determine whether the respondents represented the sample accurately, it was necessary to tabulate the characteristics of both the sample companies and the respondent companies. Because testing was performed on three separate characteristics, the tabulations also were performed on these same characteristics.

Table 6 presents a tabulation of the sample and respondents as broken down by the SIC code of the acquiring company. An additional column shows the percentages of usable responses received to questionnaires mailed out. Table 7 presents the same information as Table 6, except that it groups the companies in the manner used in performing the statistical analysis based on the acquiring company's SIC codes and includes the expected number of returns for each category based on the total number of returns received. It may be noted that responses from the 35xx and 73xx SIC codes ran about 33 percent, whereas responses from the 36xx SIC codes were 28 percent. It appears that the response rate of the SIC codes in the category "other" (when the acquirer was in some SIC code other than the six identified SIC codes) was decidedly lower than the response rate of the other SIC codes (22 percent). Therefore, the response pattern matches the mailed pattern based on the SIC code of the acquiring company, given an alpha value of .05. It is possible that the part of the questionnaire in which the respondent was asked to identify the company's SIC code acted as a filter which caused persons in other SIC code groups not to reply to the questionnaire because they felt it really was not addressed to their industry.

Table 6
Percentage of Returns by Acquiring

	SIC Code
	Mailed
	Returned
	Percent

	3573
	 25
	 8
	32

	3674
	  8
	 3
	37

	3679
	 21
	 5
	24

	7372
	  4
	 1
	25

	7374
	  8
	 3
	37

	7379
	  6
	 2
	33

	Other
	 46
	10
	22

	Total
	118
	32
	


Table 7
Grouping by Acquiring Company's SIC

	SIC Code
	Mailed
	Returned
	Percent
	Expected

	35xx
	 25
	 8
	32
	 6.8

	36xx
	 29
	 8
	28
	 7.9

	73xx
	 18
	 6
	33
	 4.9

	Other
	 46
	10
	22
	12.5

	Total
	118
	32
	
	32.1*

	X2 = 0.96, df = 3; therefore, p = .80 

*divergence from 32 caused by rounding


Table 8 presents a tabulation of the sample and respondents as broken down by the SIC code of the acquired company. As in Table 6 an additional column shows the percentages of usable responses received to questionnaires mailed out. Table 9 presents the same information as Table 8, except that it groups the company in the manner used in performing the statistical analyses based on acquiring company's SIC codes. The percentage of the responses from each group is much more evenly distributed than the percentages by acquiring SIC code (except for 7372 and 7379, which had small numbers in the groups). Therefore, the response pattern matches the mailed pattern based on SIC code of the acquired company, given an alpha value of .05.

Table 10 provides some information about the relationship between the acquiring and the acquired companies' SIC codes. Therefore, the response pattern matches the mailed pattern based on SIC codes of the acquired company versus the acquiring companies, given an alpha value of .05. A higher response rate was received when the acquired’s and the acquirer’s SIC codes were the same. This factor might be another manifestation of the low percentage seen in Table 6 for returns from companies with another SIC code.

Table 8
Percentage of Returns by Acquired Company's SIC Code

	SIC Code
	Mailed
	Returned
	Percent

	3573
	 36
	 9
	25

	3674
	 14
	 4
	29

	3679
	 41
	12
	29

	7372
	  8
	 1
	12

	7374
	 13
	 4
	31

	7379
	  6
	 2
	33

	Total
	118
	32
	


Table 9
Grouping by Acquired Company's SIC Code for Analysis

	SIC Code
	Mailed
	Returned
	Percent
	Expected

	35xx
	 36
	 9
	25
	 9.8

	36xx
	 55
	16
	29
	14.9

	73xx
	 27
	 7
	26
	 7.3

	Total
	118
	32
	
	32.0

	X2 = 0.16, df = 2; therefore, p = .925


Table 11 presents a tabulation of the respondents as broken down by SIC code of the acquiring company versus size as defined by annual sales. Table 12 presents the same information, except that it groups the companies in the four acquiring SIC code groups. Statistical analysis was performed comparing the twenty companies with sales over $100 million with the twelve with sales under $100 million. No attempt was made to compare the sample with the respondents in this dimension.

Table 10
Acquired versus Acquiring SIC Codes

	Acquired Versus Acquiring SIC Code
	Mailed
	Returned
	Percent
	Expected

	Same
	70
	21
	30
	19

	Different
	48
	11
	23
	13

	Total
	118
	32
	
	32

	X2 = 0.55, df = 1; therefore, p = 0.53


Table 11
Returns by Acquiring Company's Size

	     Size
SIC
	Over $100M
	Under $100M
	Total

	3573
	 6
	 2
	 8

	3674
	 2
	 1
	 3

	3679
	 1
	 4
	 5

	7372
	 0
	 1
	 1

	7374
	 1
	 2
	 3

	7379
	 1
	 1
	 2

	Other
	 9
	 1
	10

	Total
	20
	12
	32


Table 12
Grouping of Acquiring Companies

	     Size
SIC
	Over $100M
	Under $100M
	Total

	35xx
	6
	2
	8

	36xx
	3
	5
	8

	73xx
	2
	4
	6

	Other
	9
	1
	10

	Total
	20
	12
	32


An interesting question is (because the questionnaires all were sent to chief executive officers), who actually filled out the questionnaires? Of the 32 replies received, twenty respondents identified themselves. Of these twenty, eight respondents were the persons to whom the questionnaires had been sent. The other twelve replies were made by persons other than the chief executive officer. These other respondents gave their job titles as follows: director of corporate development; assistant to the president; director of business planning; vice president; manager of acquisitions; director of financial planning; senior vice president, planning and acquisitions; manager of corporate analysis; director, corporate development; vice president, finance and administration; director of strategic planning; and vice president, corporate development.

It appears from the foregoing discussion that the replies received adequately represented the sample companies selected, except for companies making acquisitions within the six selected SIC codes that were not themselves classified within the six selected SIC codes. Even this characterization is tenuous because the companies were identified by the SIC code presented in the FTC report. On the questionnaire returns, 12 of the 32 companies responding chose to identify themselves by a SIC code that was different from the one presented in the FTC report. (Another five did not give a SIC code on the reply.) Because other classifications of companies (for example, Standard & Poor) have multiple SIC code classifications for each company, it is possible that the FTC classification is not the appropriate one. However, the sample was chosen based on the FTC report classification, and therefore it was felt necessary to use their SIC code identifications consistently in grouping the companies for statistical analysis.

QUESTIONNAIRE ANALYSIS

Fifteen separate statistical tests were conducted on the data received on the returned questionnaires. The tests were broken down into three sets of five tests each. Each set covered one of the three research hypotheses that acquisition criteria would vary depending on (1) the SIC code of the acquiring company, (2) the size of the acquiring company, and (3) the SIC code of the acquired company. Within each of these three sets, five tests were performed on the scores reported for the five major acquisition criteria: financial aspects, market position, technology, management, and other. All statistical analysis was done using the Kruskal-Wallis one-way analysis-of-variance test.

Test of Responses by Acquiring Company SIC Code
The tests of responses by acquiring company's SIC code provided a four-sample test. The four samples were grouped by SIC codes as follows: 35xx, 36xx, 73xx, and other-SIC. Because there were at least five responses in each sample, it was possible to use the chi-square tables for df = 3 to test the hypothesis. For an alpha = .05, the chi-square tables show that the calculated value of H must be greater than or equal to 7.82 in order to reject the null hypothesis.

An example of the way the test was performed is as follows, using the category "financial aspects." First the responses were tabulated by SIC code. The data tabulated in Table 13 are the raw scores placed on the questionnaire by the respondent for the category "financial aspects." Next it was necessary to rank all of the scores (from 1 to 32, with the lowest score receiving a ranking of 1, tied raw scores receiving an average ranking). Table 14 presents the tabulated ranked scores. The sum of the rankings (Rj) was then computed. The Rj and ni numbers were then entered into the formula presented by Sidney Siegel.
, This formula contains a correction factor to compensate for tied raw scores.

For the category "financial aspects" the calculated value of H was 3.160. Because this value is less than the value of H required from the chi-square table, the null hypothesis could not be rejected from the data received. Therefore, this study was not able to show that there was any difference in the financial aspects' criteria used by different companies in the computer and related electronics industry based upon differentiation by SIC code of the acquiring company.

Table 13
Raw Scores: Financial Aspects by Acquiring Company SIC Code

	SIC Code
	35xx
	36xx
	73xx
	Other

	Raw
	35
	40
	70
	50

	Score
	30
	30
	30
	40

	
	30
	25
	30
	40

	
	25
	20
	25
	30

	
	25
	20
	20
	30

	
	10
	20
	 5
	25

	
	 5
	10
	
	20

	
	 0
	10
	
	20

	
	
	
	
	10

	Mean
	20
	22
	30
	30

	Std. Dev.
	13
	10
	22
	12


Table 14
Ranked Scores: Financial Aspects by Acquiring Company SIC Code

	SIC Code
	35xx
	36xx
	73xx
	Other

	RankedScore
	26
	28.5
	32
	31

	
	22
	22
	22
	28.5

	
	22
	16
	22
	28.5

	
	16
	10.5
	16
	22

	
	16
	10.5
	10.5
	22

	
	 5.5
	10.5
	 2.5
	16

	
	 2.5
	 5.5
	
	10.5

	
	 1
	 5.5
	
	10.5

	
	
	
	
	 5.5

	Rj
	111
	109
	105
	203

	Ni
	  8
	  8
	  6
	 10


Similarly, tables 15 and 16 present the data for the category "market position." Once again the null hypothesis could not be rejected because the value of H was only 4.737. Tables 17 and 18 present the data for the category "technology." In this case the calculated value of H was 8.375. Therefore, it can be concluded that there is a significant statistical difference in the way different companies in the computer and electronics industry regard the technology aspects of the acquisition, based upon differentiation by SIC code of the acquiring company. The data in tables 17 and 18 show that technology is more important to a company with SIC codes of 35xx and 36xx than to companies with SIC codes of 73xx or other-SIC.

Tables 19 and 20 present the data for the category "management." In this case the calculated value of H was 4.377, and therefore the null hypothesis could not be rejected.

Tables 21 and 22 present the data for the category "other," meaning other acquisition criteria. For these data the calculated value of H was 6.276. Therefore, the null hypothesis could not be rejected, based on an alpha = .05. It should be noted that because this was a catch-all cate​gory on the questionnaire, it could have been expected to be ignored more than if specific criteria had been presented. A more detailed analysis of the answers received under the category "other" is presented later in this chapter. It is interesting to note that the high value of H would have made this area significant if alpha had been chosen to be .10 instead of .05. Therefore, some significant difference might exist that was not detectable by the questionnaire responses.
Table 15
Raw Scores: Market Position by Acquiring Company SIC Code

	SIC Code
	35xx
	36xx
	73xx
	Other

	Raw
	40
	30
	50
	50

	Score
	40
	30
	40
	30

	
	40
	25
	35
	30

	
	30
	25
	30
	25

	
	25
	10
	25
	25

	
	20
	10
	15
	20

	
	10
	10
	
	15

	
	 0
	 0
	
	10

	
	
	
	
	10

	
	
	
	
	 0

	Mean
	26
	18
	33
	22

	Std.Dev.
	15
	11
	12
	14


Table 16
Ranked Scores: Market Position by Acquiring Company SIC Code

	SIC Code
	35xx
	36xx
	73xx
	Other

	Ranked
	28.5
	22.5
	31.5
	31.5

	Score
	28.5
	22.5
	28.5
	22.5

	
	28.5
	16.5
	26
	22.5

	
	22.5
	16.5
	22.5
	16.5

	
	16.5
	 6.5
	16.5
	16.5

	
	12.5
	 6.5
	10.5
	12.5

	
	 6.5
	 6.5
	
	10.5

	
	 2
	 2
	
	 6.5

	
	
	
	
	 6.5

	
	
	
	
	 2

	Rj
	145.5
	 99.5
	135.5
	147.5

	Ni
	  8
	  8
	  6
	10


Table 17
Raw Scores: Technology by Acquiring Company SIC Code

	SIC Code
	35xx
	36xx
	73xx
	Other

	Raw
	50
	50
	25
	40

	Score
	35
	50
	20
	15

	
	25
	30
	 5
	15

	
	25
	25
	 5
	10

	
	25
	25
	 5
	10

	
	20
	20
	 0
	10

	
	20
	10
	
	10

	
	 0
	 0
	
	 0

	
	
	
	
	 0

	
	
	
	
	 0

	Mean
	25
	26
	10
	11

	Std. Dev.
	14
	17
	10
	12


Table 18
Ranked Scores: Technology by Acquiring Company SIC Code

	SIC Code
	35xx
	36xx
	73xx
	Other

	Ranked
	31
	31
	23.5
	29

	Score
	28
	31
	18.5
	15.5

	
	23.5
	27
	 8
	15.5

	
	23.5
	23.5
	 8
	12

	
	23.5
	23.5
	 8
	12

	
	18.5
	18.5
	 3.5
	12

	
	18.5
	12
	
	12

	
	 3.5
	 3.5
	
	 3.5

	
	
	
	
	 3.5

	
	
	
	
	 3.5

	Rj
	170
	170
	 69.5
	118.5

	Ni
	  8
	  8
	  6
	 10


Table 19
Raw Scores: Management by Acquiring Company SIC Code

	SIC Code
	35xx
	36xx
	73xx
	Other

	Raw
	30
	50
	40
	50

	Score
	25
	40
	40
	30

	
	20
	25
	35
	30

	
	15
	25
	30
	25

	
	10
	20
	20
	25

	
	10
	20
	 0
	20

	
	5
	10
	
	15

	
	 0
	 5
	
	15

	
	
	
	
	15

	
	
	
	
	10

	Mean
	14
	24
	28
	24

	Std. Dev.
	10
	15
	15
	12


Table 20
Ranked Scores: Management by Acquiring Company SIC Code

	SIC Code
	35xx
	36xx
	73xx
	Other

	Ranked
	24.5
	31.5
	29
	31.5

	Score
	20
	27
	29
	24.5

	
	15
	20
	27
	24.5

	
	10.5
	20
	24.5
	20

	
	 6.5
	15
	15
	20

	
	 6.5
	15
	 1.5
	15

	
	 3.5
	 6.5
	
	10.5

	
	 1.5
	 3.5
	
	10.5

	
	
	
	
	10.5

	
	
	
	
	 6.5

	Rj
	 88
	140.5
	126
	173.5

	Ni
	  8
	  8
	  6
	 10


Table 21
Raw Scores: Other Criteria by Acquiring Company SIC Code

	SIC Code
	35xx
	36xx
	73xx
	Other

	Raw
	100
	80
	0
	60

	Score
	 20
	 0
	0
	20

	
	  0
	 0
	0
	15

	
	  0
	 0
	0
	10

	
	  0
	 0
	0
	10

	
	  0
	 0
	0
	10

	
	  0
	 0
	
	 0

	
	  0
	 0
	
	 0

	
	
	
	
	 0

	
	
	
	
	 0

	Mean
	 15
	10
	0
	13

	Std. Dev.
	 35
	28
	0
	18


Table 22
Ranked Scores: Other Criteria by Acquiring Company SIC Code

	SIC Code
	35xx
	36xx
	73xx
	Other

	Ranked
	32
	31
	12
	30

	Score
	28.5
	12
	12
	28.5

	
	12
	12
	12
	27

	
	12
	12
	12
	25

	
	12
	12
	12
	25

	
	12
	12
	12
	25

	
	12
	12
	
	12

	
	12
	12
	
	12

	
	
	
	
	12

	
	
	
	
	12

	Rj
	132.5
	115
	72
	208.5

	Ni
	  8
	  8
	 6
	 10


Test of Responses Acquiring Company Size
The tests of responses by acquiring company's size provided a two-sample test. The two samples were for companies with annual sales of over $100 million and those of under $100 million. Because at least five responses were in each sample, it was possible to use the chi-square tables for df = 1 to test the hypothesis. For an alpha = .05, the chi-square tables show that the calculated value of H must be greater than or equal to 3.84 in order to reject the null hypothesis.

Tables 23 and 24 present the data in the category "financial aspects." The calculated value of H was 5.872. Therefore, a significant statistical difference was found. From the data it appears that financial aspects are more important for large companies than for small companies.

Tables 25 and 26 present the data for market posi​tion. The calculated value of H was 0.304. Therefore, the null hypothesis cannot be rejected.

Table 23
Raw Scores: Financial Aspects by Company Size

	Size
	Over $100M
	Under $100M

	Raw
	70
	30

	Score
	50
	25

	
	40
	25

	
	40
	25

	
	40
	25

	
	40
	20

	
	35
	20

	
	30
	20

	
	30
	10

	
	30
	10

	
	30
	10

	
	30
	 5

	
	30
	

	
	30
	

	
	25
	

	
	20
	

	
	20
	

	
	20
	

	
	10
	

	
	 5
	

	
	 0
	

	Mean
	30
	19

	Std. Dev.
	16
	 8


Table 24
Ranked Scores: Financial Aspects by Company Size

	Size
	Over $100M
	Under $100M

	Ranked
	32
	22

	Score
	31
	16

	
	28.5
	16

	
	28.5
	16

	
	28.5
	16

	
	28.5
	10.5

	
	26
	10.5

	
	22
	10.5

	
	22
	 5.5

	
	22
	 5.5

	
	22
	 5.5

	
	22
	 2.5

	
	22
	

	
	16
	

	
	10.5
	

	
	10.5
	

	
	10.5
	

	
	 5.5
	

	
	 2.5
	

	
	 1
	

	Rj
	391.5
	136.5

	Ni
	 20
	 12


Table 25
Raw Scores: Market Position by Company Size

	Size
	Over $100M
	Under $100M

	Raw
	50
	50

	Score
	40
	40

	
	40
	40

	
	30
	35

	
	30
	30

	
	30
	25

	
	30
	25

	
	30
	25

	
	25
	15

	
	25
	10

	
	25
	10

	
	20
	 0

	
	20
	

	
	15
	

	
	10
	

	
	10
	

	
	10
	

	
	10
	

	
	 0
	

	
	 0
	

	Mean
	23
	25

	Std. Dev.
	13
	15


Table 26
Ranked Scores: Market Position by Company Size

	Size
	Over $100M
	Under $100M

	Ranked
	31.5
	31.5

	Score
	28.5
	28.5

	
	28.5
	28.5

	
	22.5
	26

	
	22.5
	22.5

	
	22.5
	16.5

	
	22.5
	16.5

	
	22.5
	16.5

	
	16.5
	10.5

	
	16.5
	 6.5

	
	16.5
	 6.5

	
	12.5
	 2

	
	12.5
	

	
	10.5
	

	
	 6.5
	

	
	 6.5
	

	
	 6.5
	

	
	 6.5
	

	
	 2
	

	
	 2
	

	Rj
	316
	212

	Ni
	 20
	 12


Tables 27 and 28 present the data for technology. The calculated value of H was 0.002. Therefore, the null hypothesis cannot be rejected.

Tables 29 and 30 present the data for management. The calculated value of H was 8.980. Therefore, a significant statistical difference was found. From the data it appears that management is more important for small companies than for large companies.

Tables 31 and 32 present the data for the category "other" acquisition criteria. For these data the calculated value of H was 2.956. Once again it was not significant at the alpha = .05 level, and the null hypothesis cannot be rejected. However, as with analysis by acquiring company's SIC code, the result would have been significant at the level of alpha = .10. It appears that there is a tendency for large companies to be more concerned about other aspects of an acquisition than small companies are, even though a significant statistical difference could not be found. 

Test of Responses by Acquired Company SIC Code

The tests of responses by acquired company's size provided a three-sample test for companies with SIC codes of 35xx, 36xx, and 73xx. Because there were at least five responses in each sample, it was possible to use the chi-square tables for df = 2 to test the hypothesis. For an alpha = .05, the chi-square tables show that the calculated value of H must be greater than or equal to 5.99 to reject the null hypothesis.

Table 27
Raw Scores: Technology by Company Size

	Size
	Over $100M
	Under $100M

	Raw
	50
	50

	Score
	50
	30

	
	40
	25

	
	35
	25

	
	25
	25

	
	25
	25

	
	20
	20

	
	20
	 5

	
	20
	 5

	
	15
	 0

	
	15
	 0

	
	10
	 0

	
	10
	

	
	10
	

	
	10
	

	
	10
	

	
	 5
	

	
	 0
	

	
	 0
	

	
	 0
	

	Mean
	19
	18

	Std. Dev.
	15
	16


Table 28
Ranked Scores: Technology by Company Size

	Size
	Over $100M
	Under $100M

	Ranked
	31
	31

	Score
	31
	27

	
	29
	23.5

	
	28
	23.5

	
	23.5
	23.5

	
	23.5
	23.5

	
	18.5
	18.5

	
	18.5
	 8

	
	18.5
	 8

	
	15.5
	 3.5

	
	15.5
	 3.5

	
	12
	 3.5

	
	12
	

	
	12
	

	
	12
	

	
	12
	

	
	 8
	

	
	 3.5
	

	
	 3.5
	

	
	 3.5
	

	Rj
	331
	197

	Ni
	 20
	 12


Table 29
Raw Scores: Management by Company Size

	Size
	Over $100M
	Under $100M

	Raw
	40
	50

	Score
	35
	50

	
	30
	40

	
	30
	40

	
	25
	35

	
	20
	30

	
	20
	30

	
	20
	25

	
	20
	25

	
	15
	25

	
	15
	20

	
	15
	10

	
	15
	

	
	10
	

	
	10
	

	
	10
	

	
	 5
	

	
	 5
	

	
	 0
	

	
	 0
	

	Mean
	17
	31

	Std. Dev.
	11
	12


Table 30
Ranked Scores: Management by Company Size

	Size
	Over $100M
	Under $100M

	Ranked
	29
	31.5

	Score
	26.5
	31.5

	
	23.5
	29

	
	23.5
	29

	
	19.5
	26.5

	
	15
	23.5

	
	15
	23.5

	
	15
	19.5

	
	15
	19.5

	
	10.5
	19.5

	
	10.5
	15

	
	10.5
	 6.5

	
	10.5
	

	
	 6.5
	

	
	 6.5
	

	
	 6.5
	

	
	 3.5
	

	
	 3.5
	

	
	 1.5
	

	
	 1.5
	

	R.
	253.5
	274.5

	Ni
	 20
	 12


Table 31
Raw Scores: Other Criteria by Company Size

	Size
	Over $100M
	Under $100M

	Raw
	100
	80

	Score
	60
	 0

	
	20
	 0

	
	20
	 0

	
	15
	 0

	
	10
	 0

	
	10
	 0

	
	10
	 0

	
	 0
	 0

	
	 0
	 0

	
	 0
	 0

	
	 0
	 0

	
	 0
	

	
	 0
	

	
	 0
	

	
	 0
	

	
	 0
	

	
	 0
	

	
	 0
	

	
	 0
	

	Mean
	12
	 7

	Std. Dev.
	25
	23


Table 32
Ranked Scores: Other Criteria by Company Size

	Size
	Over $100M
	Under $100M

	Ranked
	 32
	 31

	Score
	 30
	 12

	
	 28.5
	 12

	
	 28.5
	 12

	
	 27
	 12

	
	 25
	 12

	
	 25
	 12

	
	 25
	 12

	
	 12
	 12

	
	 12
	 12

	
	 12
	 12

	
	 12
	 12

	
	 12
	

	
	 12
	

	
	 12
	

	
	 12
	

	
	 12
	

	
	 12
	

	
	 12
	

	
	 12
	

	Rj
	365
	163

	Ni
	 20
	 12


Tables 33 and 34 present the data for financial aspects. The calculated value of H was 1.671. Therefore, the null hypothesis cannot be rejected.

Tables 35 and 36 present the data for market position. The calculated value of H was 2.178. Therefore, the null hypothesis cannot be rejected.

Tables 37 and 38 present the data for technology. The calculated value of H was 5.290. Therefore, at an alpha = .05 the null hypothesis cannot be rejected. However, once again a significant statistical difference would have been found if alpha had been set at .10. Therefore, it appears there may be a tendency for technology to be a more important factor when 35xx companies are acquired.

Tables 39 and 40 present the data for management. The calculated value of H was 2.548. Therefore, the null hypothesis cannot be rejected.

Tables 41 and 42 present the data for the category "other" acquisition criteria. The calculated value of H was 1.150. Therefore, the null hypothesis cannot be rejected. It is interesting to note that of the three tests performed on "other" acquisition criteria scores, the other two were almost significant; but this test was not even close to being significant.

Table 33
Raw Scores: Financial Aspects by Acquired Company SIC Code

	SIC Code
	35xx
	36xx
	73xx

	Raw
	35
	40
	70

	Score
	30
	40
	50

	
	30
	40
	30

	
	25
	40
	30

	
	25
	30
	25

	
	20
	30
	20

	
	10
	30
	 5

	
	 5
	25
	

	
	 0
	25
	

	
	
	20
	

	
	
	20
	

	
	
	20
	

	
	
	20
	

	
	
	10
	

	
	
	10
	

	
	
	10
	

	Mean
	20
	26
	33

	Std. Dev.
	12
	11
	21


Table 34
Ranked Scores: Financial Aspects by Acquired Company SIC Code

	SIC Code
	35xx
	36xx
	73xx

	Ranked
	26
	28.5
	32

	Score
	22
	28.5
	31

	
	22
	28.5
	22

	
	16
	28.5
	22

	
	16
	22
	16

	
	10.5
	22
	10.5

	
	 5.5
	22
	 2.5

	
	 2.5
	16
	

	
	 1
	16
	

	
	
	10.5
	

	
	
	10.5
	

	
	
	10.5
	

	
	
	10.5
	

	
	
	 5.5
	

	
	
	 5.5
	

	
	
	 5.5
	

	Rj
	121.5
	270.5
	136

	Ni
	  9
	 16
	  7


Table 35
Raw Scores: Market Position by Acquired Company SIC Code

	SIC Code
	35xx
	36xx
	73xx

	Raw
	40
	50
	50

	Score
	40
	30
	40

	
	40
	30
	35

	
	30
	30
	30

	
	25
	30
	25

	
	20
	25
	15

	
	10
	25
	15

	
	 0
	25
	

	
	 0
	25
	

	
	
	20
	

	
	
	10
	

	
	
	10
	

	
	
	10
	

	
	
	10
	

	
	
	10
	

	
	
	 0
	

	Mean
	23
	21
	30

	Std. Dev.
	16
	12
	13


Table 36
Ranked Scores: Market Position by Acquired Company SIC Code

	SIC Code
	35xx
	36xx
	73xx

	Ranked
	28.5
	31.5
	31.5

	Score
	28.5
	22.5
	28.5

	
	28.5
	22.5
	26

	
	22.5
	22.5
	22.5

	
	16.5
	22.5
	16.5

	
	12.5
	16.5
	10.5

	
	 6.5
	16.5
	10.5

	
	 2
	16.5
	

	
	 2
	16.5
	

	
	
	12.5
	

	
	
	 6.5
	

	
	
	 6.5
	

	
	
	 6.5
	

	
	
	 6.5
	

	
	
	 6.5
	

	
	
	 2
	

	Rj
	147.5
	234.5
	146

	Ni
	  9
	 16
	  7


Table 37
Raw Scores: Technology by Acquired Company SIC Code

	SIC Code
	35xx
	36xx
	73xx

	Raw
	50
	50
	25

	Score
	40
	50
	20

	
	35
	30
	10

	
	25
	25
	 5

	
	25
	25
	 5

	
	25
	20
	 5

	
	20
	15
	 0

	
	20
	15
	

	
	 0
	10
	

	
	
	10
	

	
	
	10
	

	
	
	10
	

	
	
	 0
	

	
	
	 0
	

	
	
	 0
	

	
	
	 0
	

	Mean
	27
	17
	10

	Std. Dev.
	14
	16
	 9


Table 38
Ranked Scores: Technology by Acquired Company SIC Code

	SIC Code
	35xx
	36xx
	73xx

	Ranked
	31
	31
	23.5

	Score
	29
	31
	18.5

	
	28
	27
	12

	
	23.5
	23.5
	8

	
	23.5
	23.5
	8

	
	23.5
	18.5
	8

	
	18.5
	15.5
	3.5

	
	18.5
	15.5
	

	
	3.5
	12
	

	
	
	12
	

	
	
	12
	

	
	
	12
	

	
	
	3.5
	

	
	
	3.5
	

	
	
	3.5
	

	
	
	3.5
	

	Rj
	199
	247.5
	81.5

	Ni
	  9
	 16
	 7


Table 39
Raw Scores: Management by Acquired Company SIC Code

	SIC Code
	35xx
	36xx
	73xx

	Raw
	30
	50
	40

	Score
	30
	50
	40

	
	25
	40
	35

	
	20
	30
	30

	
	15
	25
	20

	
	10
	25
	15

	
	10
	25
	 0

	
	 5
	25
	

	
	 0
	20
	

	
	
	20
	

	
	
	20
	

	
	
	15
	

	
	
	15
	

	
	
	10
	

	
	
	10
	

	
	
	 5
	

	Mean
	 6
	24
	26

	Std. Dev.
	11
	13
	15


Table 40
Ranked Scores: Management by Acquired Company SIC Code

	SIC Code
	35xx
	36xx
	73xx

	Ranked
	30
	50
	40

	Score
	30
	50
	40

	
	25
	40
	35

	
	20
	30
	30

	
	15
	25
	20

	
	10
	25
	15

	
	10
	25
	 0

	
	 5
	20
	

	
	 0
	20
	

	
	
	20
	

	
	
	20
	

	
	
	15
	

	
	
	15
	

	
	
	10
	

	
	
	10
	

	
	
	 5
	

	Rj
	112.5
	279
	136.5

	Ni
	  9
	 16
	  7


Table 41
Raw Scores: Other Criteria by Acquired Company SIC Code

	SIC Code
	35xx
	36xx
	73xx

	Raw
	100
	80
	10

	Score
	20
	60
	 0

	
	10
	20
	 0

	
	 0
	15
	 0

	
	 0
	10
	 0

	
	 0
	 0
	 0

	
	 0
	 0
	 0

	
	 0
	 0
	

	
	 0
	 0
	

	
	
	 0
	

	
	
	 0
	

	
	
	 0
	

	
	
	 0
	

	
	
	 0
	

	
	
	 0
	

	
	
	 0
	

	Mean
	14
	12
	 1

	Std. Dev.
	33
	24
	 4


Table 42
Ranked Scores: Other Criteria by Acquired Company SIC Code

	SIC Code
	35xx
	36xx
	73xx

	Ranked
	 32
	 31
	25

	Score
	 28.5
	 30
	12

	
	 25
	 28.5
	12

	
	 12
	 27
	12

	
	 12
	 25
	12

	
	 12
	 12
	12

	
	 12
	 12
	12

	
	 12
	 12
	

	
	 12
	 12
	

	
	
	 12
	

	
	
	 12
	

	
	
	 12
	

	
	
	 12
	

	
	
	 12
	

	
	
	 12
	

	
	
	 12
	

	Rj
	157.5
	273.5
	97

	Ni
	  9
	 16
	 7


OTHER CRITERIA SPECIFIED

As noted in the preceding section, the category "other" acquisition criteria received sufficient attention to warrant a review of the responses. Of the 32 respondents, nine felt strongly enough that other acquisition criteria (besides financial aspects, market position, technology, and management) were important that they assigned points to this area. Table 43 presents their organizational characteristics, the points they assigned to this category, and their comments. To make this presentation easier to follow, the respondents are identified by the nine letters A through I. Additionally, two companies wrote another criterion but did not assign any points to it. These companies also are included in Table 43 and are identified as companies J and K.

Five of the eleven companies in Table 43 (E, F, G, H, and J) indicated that the acquisition must fit with their current business. Because three of these five are from companies that acquired a company from a different SIC code, it was hypothesized that these companies were looking for an orderly growth from their current business rather than growth by becoming a conglomerate. Another company, B, indicated it was trying to find acquisitions to help it fulfill its strategy. This can also be viewed as making a "fit." Therefore, it could be hypothesized that the missing criterion suspected in the previous section is the general compatibility of the potential acquiree with the acquiring company. Specific aspects of this compatibility might be its product similarity to the current company, its moving the acquiring company into a related business line, and its having a common customer base.
Table 43
Summary of "Other" Acquisition Criteria

	Company
	Company

SIC Code
	Acquired

SIC Code
	Over

$100M
	Points

Assigned
	Comments

	A
	3574
	3573
	yes
	 10
	Availability and price

	B
	3573
	3573
	yes
	100
	Fill strategy

	C
	3573
	3573
	yes
	 20
	Manufacturing capabilities

	D
	3566
	3679
	yes
	 15
	Market growth characteristics

	E
	0115
	3679
	yes
	 10
	Good fit

	F
	3622
	3679
	yes
	 20
	General "fit"--is this our kind of business?

	G
	3824
	3679
	yes
	 60
	Market fit with existing business

	H
	3679
	3679
	no
	 80
	Product relationship to existing business

	I
	4811
	7374
	yes
	 10
	Franchise area, synergistic, critical size, and so forth

	J
	7374
	7374
	yes
	  0
	Business fit

	K
	3573
	3573
	yes
	  0
	Growth potential


Two other respondents mentioned the growth potential of the acquisition as being important. This factor was included as a subitem (rate of growth of potential market) under market position, but evidently the company felt the desire to promote it to a major topic. (It is possible that the company filled out the questionnaire quickly and therefore did not notice the subitem.)

The three other respondents were companies A, C, and I. Little commonality was found in their responses.

WRITTEN COMMENTS

In addition to the category "other," an attempt was made in the questionnaire to elicit written comments from the respondents, who were asked to indicate the most important criterion not mentioned in the questionnaire. This section presents these responses. The organizational parameters of the responding companies are excluded from this discussion to protect the anonymity of the respondents in the published results.

One respondent mentioned as the largest item the detailed financial aspects of discounted cash flow and return on investment. He also mentioned the importance of the ability of management to manage.

Another respondent presented the following criterion:

The importance of timing cannot be overstressed. Once a firm has adopted a clearly defined business direction and determined what internal capabilities are required to execute this strategy, it often becomes apparent that the financial rewards to be gained greatly depend on the speed with which these capabilities are developed/acquired. Competitive advantage flows to the early market leader regardless of how this leadership is based.

Yet another respondent wrote:

Many different criteria may be of interest at any particular time or under different game plans. For example, it might be desirable to look at an acquisition candidate for expansion of present business while looking at another for diversification. In the first case, Product Compatibility, Marketing Organization Compatibility, Business Practices Compatibility, etc., could be very important. With a diversification move these things could be of very little concern.

One factor not indicated in your questionnaire that is extremely important to us and probably assumed is integrity of people and business practices.

Three criteria mentioned by another respondent are (1) net present value or future cash returns, (2) avoidance of dilution of earnings per share, and (3) the niche position in the market of target company's products and potential for growing more rapidly than the market.

The value of a risk analysis was highlighted by another respondent:

The best "picture" is always proposed but what are the various risks that might prevent achieving a five year projection? What are the backups or safeguards to minimize those risks? How significant might the risks be that have no potential solutions?

Another view was presented by this reply:

Our company makes acquisitions that closely relate to our existing business which are diverse in nature. (The diversity was attained during the 1950's and 1960's.) Therefore, it is vital that the strategy of existing businesses is very well defined and understood so that everyone understands the role the acquisition will play in attaining our goals. The financial, market, etc., characteristics of the acquisition are important. However, the real importance is in how they fit with the strategy for a particular business.

One key to why most of our acquisitions have been "successful" is that we only do friendly deals in which case both parties recognize the benefits to be derived from the combination.

The next comments come from someone who is mostly concerned with the financial aspects of the potential acquiree:

1. Deal value (price)--don't overpay!

2. Being sure of the soundness of the fundamental aspects of the business being acquired, to insure the company has not been "dressed-up" for sale. A sound business evaluation is crucial, because it is easy to be misled by the financials only.

A further comment:

Achievability of the acquisition--i.e., distribution of stock ownership, potential problems with state and federal regulatory agencies who might choose to oppose the acquisition. In the end, one must determine whether he can, on behalf of his shareholders, afford to meet the demands of the sellers.

The need for a good fit was emphasized by the following response:

Type of product(s) and industry served. Unless the acquiring company is a highly diversified conglomerate, compatibility of products family between target company and acquiring firm is a primary consideration.

This point was echoed by another respondent:

Fit with existing businesses so that we are competent to understand the potential acquisition and can add value to it through building on our existing strengths.

Yet another respondent was concerned that the "product line is not too subject to obsolescence." Another respondent reported his two additional criteria:

1. Potential of the product to grow.

2. Must fit into the company's product and market strategy.

Fit looms as important in the following comment:

The relationship of the acquired company to the strategic goals of the acquiring company, i.e., is it the kind of business needed? Does it bring into the organization something which was missing?

Another respondent's four additional points are as follows:

1. Business fit to corporate plan for next 3-5 years.

2. Image created in the financial community. 

3. Downside risk, feelings about, especially earnings reliability over next 3-5 years.

4. Our ability to improve margins via specific actions and investments.

Another respondent said "elimination of risk" was important. A last comment stated:

You've covered the basic factors. However the mutual desires of the two companies to get together must be compatible. Post acquisition organization/integration is also key.

While these comments present a somewhat diverse view of additional acquisition criteria, there are some common elements. Once again the importance of the fit is mentioned several times. It appears to be important that the acquired company fulfill some strategic goals of the acquiring company. Another major concern is risk elimination. Companies seem to be worried that the rosy picture portrayed by the seller is not accurate. They want to make sure they are getting what they expect. Beyond these two main. additional points, the concerns are financial or in the area of diversity.

WRITTEN ACQUISITION CRITERIA

On the questionnaire the respondents were asked to indicate whether their company had a written acquisition criterion. Nineteen companies indicated they did, and thirteen said they did not. Of the nineteen that did have written acquisition criteria, eleven were over $100 million in size, and eight were below $100 million in size.

Three companies were kind enough to send a copy of their written acquisition criteria, and one summarized them. Other comments to the request that they enclose their criteria ranged from a blunt "no" to "we have decided not to discuss them outside of corporate officers."

To protect the confidentiality of the respondents who were kind enough to include their acquisition criteria, this section summarizes only significant aspects rather than detailed criteria.

All four companies mentioned a target size for the potential acquisition. This size varied considerably among the companies. All four companies stated a minimum size based on sales. Two of the companies also stated a maximum size.

All four companies stated a preference for a company that fit their current business. Phrases used were "reinforcement of the current business mix and not further diversification"; "complementary acquisitions that add unique product or marketing strengths to present businesses" "market and/or technology related"; and "complementary to, or reasonable extensions of, our existing businesses."

All four companies mentioned profitability.

Phrases used were "profitability," "financial results at least as good as our corporate average," "after-tax return on total capital in excess of 15 percent," "demonstrated capability to earn at least 15 percent after tax on total capital employed," "candidate's profit structure and sales and earnings record during the past five years should indicate a potential to match or exceed our projected profit performance and growth rates during the next five years." Two of the companies mentioned good management. One company stated "capable management must be in place or otherwise known and available to continue the candidate's business." Two companies mentioned location. To one it was important, and the other had no preference.

The above points cover the criteria mentioned in more than one of the four written criteria received. The additional points mentioned appear to be specific to each company's strategy rather than general criteria such as "vertical acquisitions (backward or forward) will be sought only when . . . ."

The three copies of prepared written acquisition criteria received were interesting in their diversity. One was one-half page typed. One was one page long but had been typeset and printed. The third was three pages long and bound in a soft printed cover, the pages were typeset, and two of the three pages included elaborate graphics describing the company's business structure, apparently so that an acquisition candidate could better decide for itself whether it would fit with the company's existing business.

RATING OF SUBITEMS

In addition to being requested to divide 100 points among the major areas, respondents were further requested to divide the points assigned to each major area into subitems. The questionnaire in Appendix B shows the subitems for each area. Provisions were made to allow an "other" subitem category under each major area. Some of the responses received were not consistent among the points assigned to the major areas and the division into subitems. In cases in which it was felt the intent of the respondent was obvious, the point scoring for subitems was adjusted and made consistent. Two responses could not be corrected with any assurance of accuracy, and in these cases the scoring was left alone. Table 44 displays the raw scoring for subitems. Table 45 presents the ranking of subitems by the total raw score received by each subitem. The questionnaire contains a total of 26 subitems, including four "other" categories. Table 45 should indicate which subitems are the most important acquisition criteria overall. It should be noted that the scores of the first five subitems are only 14 points apart (about 6.5 percent), and then there is a gap of 31 points until the next subitem. The cumulative raw score percentage shows that these first five items account for almost 40 percent of the total points allocated to subitems.
Table 44
Raw Scores for Subitems

	
	Raw Scores

	    Area
	Sum
	Mean
	Std. Dev.

	1. Financial Aspects
	   820
	   26
	   14

	  a. Return on investment
	227
	7
	7

	  b. Rate of growth of earnings
	231
	7
	6

	  c. Stability of earnings
	148
	5
	5

	  d. Book value
	139
	4
	12

	  e. Other
	 65
	2
	5

	2. Market Position
	   755
	   24
	   14

	  a. Sales in dollars
	 74
	2
	4

	  b. Rate of growth of sales
	 73
	2
	3

	  c. Market share
	217
	7
	7

	  d. Competition
	 91.5
	3
	4

	  e. Rate of growth of potential market
	230.5
	7
	6

	  f. Stability and growth of customers served
	 69
	2
	3

	  g. Other
	  0
	0
	0

	3. Technology
	   580
	   18
	   15

	  a. Leading edge technology
	110
	3
	6

	  b. Conservative technology
	 23
	1
	3

	  c. R&D capability
	 83
	3
	4

	  d. History of R&D result
	 53
	2
	3

	  e. Uniqueness of product technology
	158
	5
	6

	  f. Use of technology to serve new market segment
	100
	3
	5

	  g. Other
	 25
	1
	4

	4. Management
	   710
	   22
	   13

	  a. Age of key management
	 51
	2
	3

	  b. Leadership style
	 73
	2
	3

	  c. Compatibility of management philosophy
	227
	7
	7

	  d. Willingness of management to continue
	186
	6
	3

	  e. Emotional rapport with current management
	 73
	2
	4

	  f. “Gut Feel” about current management
	 83
	3
	3

	  g. Other
	 33
	1
	5

	5. Other
	   325
	   10
	   24

	Note: Totals that do not agree were caused by inconsistent data on the questionnaires that could not be corrected.


Table 45
Ranking of Subitems by Total Raw Score

	Ranking
	Area
	Total Raw Score
	Cumulative Raw Score Percentage

	1
	Rate of growth of earnings
	231
	  8.1

	2
	Rate of growth of potential market
	230.5
	 16.2

	3 & 4
	Return on investment

Compatibility of management philosophy
	227

227
	 24.2

 32.2

	5
	Market share
	217
	 39.8

	6
	Willingness of management to continue
	186
	 46.4

	7
	Uniqueness of product technology
	158
	 52.0

	8
	Stability of earnings
	148
	 57.2

	9
	Book value
	139
	 62.1

	10
	Leading edge technology
	110
	 65.9

	11
	Use of technology to serve new market segment
	100
	 69.4

	12
	Competition
	 91.5
	 72.7

	13
	R&D capability
	 83
	 75.6

	14
	“Gut Feel” about current management
	 82
	 78.5

	15
	Sales in dollars
	 74
	 81.1

	16, 17, & 18
	Rate of growth of sales

Leadership style

Emotional rapport with current management
	 73

 73

 73
	 83.6

 86.2

 88.8

	19
	Stability and growth of customers server
	 69
	 91.2

	20
	Other financial aspects
	 65
	 93.5

	21
	History of R&D results
	 53
	 95.4

	22
	Age of Key Management
	 51
	 97.1

	23
	Other management concerns
	 33
	 98.3

	24
	Other technology concerns
	 25
	 99.2

	25
	Conservative technology
	 23
	100.0

	26
	Other market position concerns
	 0
	100.0

	
	Total raw points
	    2842
	


Therefore, it seems that these first five items (rate of growth of earnings, rate of growth of potential market, return on investment, compatibility of management philosophy, and market share) are the most important criteria examined by acquiring companies when making acquisitions. Two of these criteria are financial aspects, two are market position, and one is management. It is interesting to note that a technology subitem does not appear until seventh position on the list.

SUMMARY OF QUESTIONNAIRE RESULTS

Based on an alpha = .05, significant statistical difference based on organizational parameters was found in three cases. First, the scores assigned to the technology area are different when analyzed by the SIC code of the acquiring company. The scores show that acquirers with SIC codes of 35xx and 36xx view technology as being more important than do the other companies covered in this study. Second, financial aspects are more important to companies with annual sales over $100 million than to those with lower sales. Third, management is more important to companies with sales under $100 million than to those with larger sales.

While not statistically significant, this study found some indication that the "other" criteria, when viewed both by the SIC code of the acquiring company and by company size, produced some difference. From responses received it appears that criteria such as corporate "fit" and growth potential are items of concern to acquiring companies that were not adequately covered in the questionnaire. These concerns may account for the majority of the "other" category scores. Additionally, there is some indication that technology may be more important to an acquiring company when it is acquiring a 35xx SIC code company than when it is acquiring a 73xx SIC code company. However, the finding in this area is not statistically significant.

Based on written acquisition criteria provided by four of the respondents, the following important items were noted: all four of the companies mentioned a target size for the potential acquisition and stated a preference for a company that fit their current business, in addition to the mention of profitability. Two of the companies mentioned good management.

An analysis of the subitem point allocations indicates that the five most important criteria are rate of growth of earnings, rate of growth of potential market, return on investment, compatibility of management philosophy, and market share.

INTERVIEWS

The next step in the research process was to conduct interviews (a) to help validate the questionnaire responses and (b) to determine whether any significant factors had been left out of the questionnaire. A letter, a copy of which is presented in Appendix E, was sent to each of the nine questionnaire respondents who had volunteered for follow-up interviews. Enclosed with each letter was a short summary of the questionnaire results (Appendix F). Enclosed also was a copy of the respondent's completed questionnaire. The purpose of the letter was to prepare the respondent for a telephone interview. It was not expected that the respondent would actually spend any time in preparation, but rather the letter was intended to remind him of his offer to participate in an interview.

In preparation for the actual interview, appropriate sections of the books by C. William Emory and by Stephen Isaac and William B. Michaels were studied to maximize the effectiveness of the interviews. A concern of these writers was the possible biasing of the interviewee through the selection and wording of questions and comments.
 Because it was decided to elicit comments from the interviewees in a free-conversation style rather than in a formal set of questions and answers, this concern was particularly appropriate and led to the preparation of a list of questions. This list is presented in Appendix G.

The interview process consisted of contacting the interviewees by telephone and attempting to engage them in conversation about acquisition criteria. This method proved unsuccessful, and therefore the list of questions was used to stimulate conversation. In half of the interviews the interviewees picked up the conversation at some point, but only for a short time. In the other half the interviewees gave short answers and did not volunteer additional information. A conversational approach led to spontaneous reordering of the questions, although the actual wording of questions was kept as close to the written form as possible. When the flow of conversation dictated, questions (especially questions 1 and 10) were left out. When the interviewee opened a new path of questions, an attempt was made to follow it rather than to restrict the conversation to the written questions.

The actual process of contacting the volunteers was tedious and unrewarding. Only four of the nine volunteers participated in interviews. On the average, each volunteer was called at least five times. The researcher was identified to the secretaries as a Pepperdine University student studying acquisition criteria, and it was pointed out that the person called had previously volunteered to participate in a short telephone interview. The tone of this inquiry must have been unpersuasive, because generally the person was either busy or out of town. Messages were left, but only one phone call was returned. After six weeks it was decided to abandon further interview attempts. Although the number of interviews conducted was disappointing, the consistency of the responses in the interviews actually conducted was heartening.

In their current roles three of the interviewees had participated in ten or more acquisitions, and the fourth interviewee had participated in five. Two of the interviewees had not participated in an acquisition during the last eighteen months, whereas one had just completed an acquisition three weeks before and the other just three days before the interviews.

All of the recent acquisitions had been friendly acquisitions. There was complete consensus that they avoided unfriendly acquisitions, although one interviewee stated that he would make such an acquisition under the right circumstances. All of the recent acquisitions made by these companies were through business contacts rather than through investment bankers or other so-called "marriage" makers. Generally, they had corporate strategies they were trying to complete and therefore knew the kind of companies they were interested in acquiring. Because the acquisitions were in allied business lines, it was easy for them to identify potential candidates. In one case the company was performing market research into an area that it wished to enter and in the process contacted a company for information. It turned out that this company was willing to sell; and after completing the study, the first company purchased. In two other cases the most recent acquisition was made because of people within their companies suggesting that they look at the company they eventually acquired. In the last case the most recent acquisition was made because a small company in the same field, in which the principals of the acquisition approached the acquirer about making the purchase, knew the principals and approached them about the sale.

In all cases the acquisition appeared interesting to the purchasing company because it was an appropriate business area. In three cases the acquisition was in an area complementary to the buyer's current business interests. In the fourth case the acquisition came about because it opened up a new geographical area. Other reasons for acquisition included ". . . seemed to be well managed," "the age of the principals--they were ready to sell for estate reasons," and the company to be acquired "had proven management expertise."

In only two of these four cases did the chief executive officer head the acquisition negotiations. The titles of the people heading the negotiations were vice president of acquisitions, director of corporate development chairman of the board, and president. Generally a small committee was formed to assist in the acquisition evaluation. In all cases from three to six other people inside the acquiring company were involved with the evaluation. One company also used outside evaluation help from its investment banker and from a company to perform a financial audit of the acquisition. In general, the evaluation team included line management from the area of the company that would be affected by the acquisition as well as people from the financial departments. One company included an outside board member on the evaluation team.

The time it takes to complete an acquisition varies widely. The interviewees wanted to talk about two separate time periods, the time from initial contact to close and the time from initial decision to make the acquisition (usually identified by issuing a letter of intent or agreement in principle) to closing. One interviewee noted that the time from initial contact until close can be years, because sometimes the company is not ready to sell when the initial contact is made. More generally, reports were that the average time from initial contact to close was about six months. From the time the decision to acquire is made until it is complete runs from two to three months. Subtracting these two numbers shows that it takes a company three to four months from initial contact to evaluate and make the decision to acquire. The final two- to three-month period is used to perform detailed checks, especially financial, on the potential acquisition.

In all these companies' most recent acquisitions the personal relationships among the people from the two companies involved was cordial. One interviewee stated that ". . . if it didn't go well, the acquisition wouldn't have been made." Another said that ". . . if there is no chemistry, the deal won't fly." In the other cases it was decided either to keep existing management or to keep other people for their technical expertise. All companies stated they would do nothing differently if they were to make the acquisition today.

Some of the other comments made during the interviews are worthy of note. One company stated that it spends large amounts of time developing strategies. It adopts an acquisition strategy if the population of potential acquirees in an area is large enough that the company judges there is a good probability of making acquisition. If not, it does not count on making acquisitions and may even change its corporate strategies as a result. When the company decides that a good acquisition is probable, it makes its interests known to the industry and waits to be contacted.

Another company thought that the best acquisitions were privately held companies rather than public corporations. The company felt the terms of acquisition for privately held companies generally were more favorable than for public corporations. This company makes many acquisitions and stated that it must keep the acquisition pipeline full because many deals fall through. The interviewees did not comment on the research summary, although one company said it was "interesting to compare against averages but each company has a different style."

It should be noted that while the above summary shows a commonality among companies, all interviewees indicated that each acquisition was different. This point was made often during a discussion about which criteria made the acquisition interesting. The interviewees seemed to feel that the strategies they were attempting to fulfill my making acquisitions were different and that therefore acquisitions were evaluated differently. One interviewee thought there was a "big problem" in performing this kind of research because ". . . there is enormous variety" among buyers and sellers.

Chapter 5
CONCLUSIONS AND RECOMMENDATIONS

This study of the criteria used by acquiring companies in the computer and electronics industries was made to determine whether the optimum profile of a potential target company will vary as a function of the organizational parameters of a potential acquirer. It was hoped that some insight could be gained into the various approaches of acquirers to assist managements of potential acquisitions to position their companies for the right buyer. This study followed the general methodologies used by Robert Jackman in a similar study of the textile industry.

It was hoped that the information derived from this study would provide a priori information to potential acquisition companies to enable them to prepare themselves for acquisition. The company to be bought then would know the criteria used by the acquiring company to evaluate it and thereby prepare itself for being judged by those criteria. This preparation should give the potential acquisition company advantages both in selecting its buyer and in negotiating the terms of the acquisition.

Three major sources of information were used in obtaining the data for this study. First, a review of pertinent literature was made. Second, questionnaires were sent to the chief executive officers of 118 companies reported by the government as having made acquisitions during the three reporting years immediately preceding this study and as being in the computer or related electronics industries. Third, telephone interviews were held with four of the respondents to the questionnaire to help validate information gained from the questionnaire and to see whether any unexplored areas could be uncovered.

The literature on acquisitions, written from the potential acquisition company's point of view, was sparse. However, two research papers, one by Robert Jackman and another by Arthur Lyon Herrmann, were extremely useful because they discussed the criteria used by acquiring companies. Herrmann's paper seemed to concentrate on the differences between conglomerate and non-conglomerate mergers, whereas Jackman's paper used SIC code and company size as the bases for studying acquisition criteria. This research followed the lead of Jackman and used SIC code and company size as relevant organization parameters.

While some significant differences were found, it is not sure that this study has supported the hypothesis that acquisition criteria vary based on the industry of the potential acquirer or by its size. Jackman's study supported the SIC code criterion but did not support the size criterion. Although both Jackman's study and this one did find statistically significant differences, probably the usefulness of these studies is to point out that some significant independent variable does exist but that it was not found either by this study or by Jackman's. Thus it is supposed that this study and Jackman's were able to point out the effect of an independent variable not measured in either study but were unable to find that variable. The basis for this supposition lies in the low percentage of significant test findings in both studies and in the lack of an easily observable underlying pattern found in the results.

For example, when studying companies by SIC codes, Jackman found that

. . * financial aspects of a potential merger were clearly more important to manufacturers and holding companies, whereas market position was more important to manufacturers and retailers. The management factor was clearly more important to retailers.

This study found that the only statistical difference based on SIC code was that technology was more important to 35xx and 36xx companies than to 73xx companies, whereas technology was completely irrelevant in Jackman's study. Because there is no consistency in results between the two studies, it is strongly suspected that the SIC code by itself is not the underlying independent variable.

Similarly, when studying companies by size as defined by annual sales, Jackman found market share was of more importance to the smaller potential acquirers (below $100 million) than to the larger ones. This research found financial aspects were more important to the larger companies than to the smaller ones and that management was more important to the smaller companies than to the larger ones. Once again there is no consistency in the results of this research and Jackman's, which suggests that the underlying independent variable is not size as defined by annual sales when the dividing line is $100 million.

The interviews did not provide any information that would help shed light on the significant independent variables; however, they did support the overall picture of the general acquisition criteria used in the computer and related electronics industries developed by this study.

Both the questionnaire and interview results supported the following acquisition criteria in the computer and related electronics industries. First, the potential acquirers are looking for companies, in the same industry, that will fulfill their corporate strategies. In most cases this means making an acquisition that will take them into a new but related marketplace. They are looking for companies that use technology appropriate for the product. In addition, they are looking for the potential acquisition company to be financially sound. Last, the management of the acquired company must be willing to continue unless it is apparent that the acquiring company can supply replacement management.

Although not supported by this study, it has been suggested that a company desiring to be acquired should pick the company by which it wants to be acquired well in advance of the acquisition time. It can then study that company (or a small set of candidate companies) thoroughly to determine ways to position itself. This method would help minimize the "it depends on" variables and thereby maximize the chances of a successful strategy. It should also be beneficial to the potential acquisition company to let its selected acquirer know of its existence and capabilities well in advance of approaching it with the opportunity to make the acquisition.

Despite the overall limitations of this study, it is believed that the conclusions reached can be useful to companies in the computer and related electronics industries that wish to be acquired. If potential acquisition companies follow the recommendations presented here, they should enhance significantly their chances for completing a merger on their terms.

To future researchers it is recommended that a re-evaluation be made of the organizational parameters studied in this paper and of the underlying independent variable or variables studied. The results of this study and of Jackman's indicate that such independent variables do exist.
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APPENDIX A
LIST OF CRITERIA FOR INCLUDING MAJOR AREAS AND SUBITEMS INCLUDED IN THIS STUDY

1. Financial Aspects

a. Return on investments

b. Rate of growth of earnings

c. Stability of earnings 

d. Book value

2. Market Position

a. Sales in dollars

b. Rate of growth of sales

c. Market share

d. Competition

e. Rate of growth of potential market

f. Stability and growth of customers served

3. Technology

1. Leading edge technology 

2.  Conservative technology

3. R & D capability
4. History of R & D results
5. Uniqueness of product technology

6. Use of technology to serve new market segment

4. Management

a. Age of key management 
b. Leadership style

c. Compatibility of management philosophy 
d. Willingness of management to continue
e. Emotional rapport with current management

f. "Gut feel" about current management

APPENDIX B
QUESTIONNAIRE ON CORPORATE ACQUISITION CRITERIA

Please identify what you consider to be your company's primary SIC code:

_______   3573 Computing equipment, electronic

_______   3674 Semiconductors and related equipment

_______   3679 Electronic components, not elsewhere classified 

_______   7372 Computer programming and other software services 

_______   7374 Data processing services 

_______   7379 Computer related services, not elsewhere classified

_______   Other (please specify)


Were your sales for the last fiscal year over (___) or under (___) $100 million?

Do you have written acquisition criteria?
___ Yes
___ No

If so, would you be willing to enclose a copy of these cri​teria with your response? Be assured that your confidence will be respected.

Please consider your criteria as an executive interested in acquisitions and distribute 100 points among the following major areas of interest that you might use in analyzing a prospective acquisition:

1. Financial aspects
_____


2. Market position
_____

3. Technology

_____


4. Management
_____

5. Other (please specify)
_____________________________________________________

Within each of the major areas, please redistribute the total number of points you have assigned above to the appropriate subitems:

1. Financial aspects





_____ (total assigned above)

a. Return on invest





_____

b. Rate of growth of earnings




_____

c. Stability of earnings




_____

d. Book value






_____

e. Other (please specify)




_____

2. Market position





_____ (total assigned above)

a. Sales in dollars





_____

b. Rate of growth of sales




_____

c. Market share





_____

d. Competition





_____

e. Rate of growth of potential market



_____

f. Stability and growth of customers served_


_____
g. Other (please specify)




_____

3. Technology






_____ (total assigned above)

a. Leading edge technology




_____

b. Conservative technology




_____

c. R & D capability





_____

d. History of R & D results




_____

e. Uniqueness of product technology



_____

f. Use of technology to serve new market segment

_____

g. Other (please specify)




_____

4. Management 





_____ (total assigned above)
a. Age of key
management 




_____

b. Leadership style





_____

c. Compatibility of management philosophy 


_____

d. Willingness of management to continue


_____

e. Other (please specify)




_____

Many people feel that factors such as the above are really not what counts in an acquisition. What do you feel is the most important criterion not mentioned above? Also, please add (here and on the reverse) any other comments that you feel might be valuable to this research. Thank you!

If you are willing to identify yourself, please indicate your name and company here. (Your answers will be kept confidential even if you identify yourself.)

The following questions can be answered under separate cover if you wish not to identify yourself.

Would you like a copy of the research summary?
Yes
No

Would you be willing to participate in a 
follow-up telephone or personal interview?

Yes
No

APPENDIX C
COVER LETTER SENT WITH QUESTIONNAIRE

August 15, 1979

Name of CEO Company Address

City, State Zip

Dear Mr. CEO:

I am an independent consultant currently enrolled in a program at Pepperdine University working towards a master's degree in business administration. To fulfill the requirements of this program, I am completing a research project which requires analysis of past acquisition activity and future acquisition criteria.

Your company has been identified in my research as one which has been active in the acquisition field.

Because I am in business myself, I value your time and thus have kept my questionnaire short and to the point. Your cooperation in this study will require only a few minutes of your time. I hope you will find this subject of some interest; and if you would like an abstract of the findings, please request one.

I have deliberately addressed this to you, rather than to another key executive, because the area being studied is top management in orientation. Be assured that your answers will be held in strictest confidence, and you will not be identified in the report.

Please complete and return the enclosed questionnaire in the enclosed postage-paid envelope. A prompt reply will be very much appreciated.

Thank you for your cooperation.

Sincerely yours, 

Vincent A. Busam

APPENDIX D
LETTER REQUESTING FOLLOW-UP TELEPHONE INTERVIEW

January 21, 1980

Name of CEO Company Address

City, State Zip

Dear Mr. CEO:

Thank you for participating in my survey on corporate acquisition criteria by having filled out and returned the questionnaire that I mailed to you. A brief summary of the results of the questionnaire analysis is enclosed for your information. A copy of your response is also enclosed in case you wish to compare your evaluation with the sample averages (bottom of Page 1 of the summary).

It is now time for me to conduct some follow-up interviews in order to attempt to gain additional insight into the acquisition process. When you completed the questionnaire you indicated that you would be willing to participate in a follow-up. Therefore, if it is still convenient for you to do so, I would appreciate being able to conduct a short telephone interview with you during the week of January 28. While I will have a couple of short questions ready, I would most appreciate your extemporaneous comments on what is important to you. Sharing actual past experiences would be most appropriate.

I will call your office in the next couple of days to arrange a time for this short follow-up that is convenient for you. Please be assured that I value your time and cooperation and will minimize this intrusion into your day. If you find a break in your day and would like to participate immediately, you may reach me at Technology Applications Corporation, (415) 961-4700. Thank you for your cooperation in this study.

Sincerely yours, 

Vincent A. Busam

APPENDIX E
INTERIM RESEARCH SUMMARY

A study of corporate acquisition criteria in the computer and electronics industry is being performed by Vincent A. Busam as part of a master's in business administration program through Pepperdine University. The purpose of this study is to determine the most common criteria used by companies in evaluating acquisitions.

A questionnaire soliciting companies to contribute their acquisition criteria was mailed to 118 companies. These companies were selected because they were listed in the Federal Trade Commission's Statistical Report of Mergers and Acquisitions as having made an acquisition (or had an acquisition pending) from 1975 through 1977 of a company that had one of the following six SIC codes:

3573 Computing equipment, electronics

3674 Semiconductors and related equipment

3679 Electronic components, not elsewhere classified 

7372 Computer programming and other software services 

7374 Data processing services

7379 Computer related services, not elsewhere classified

For purposes of statistical analysis, 32 usable responses were received.

The companies were asked to divide 100 points among five areas that a literature search had shown to be important acquisition criteria. This division showed the relative importance of each area to the company. The five areas, ranked in order of importance based on the average scores, are as follows:

26 points--financial aspects

24 points--market position 

22 points--management 

18 points--technology

10 points--Other (mostly "fit" and growth potential)

Statistical analysis shows that the following differentiations, based on the corporate organizational parameters specified, can be assumed with a 95 percent confidence level. First, technology is more important to acquiring companies that have a SIC code of 35xx or 36xx than it is to companies with other SIC codes. Second, financial aspects are more important to companies with annual sales over $100 million than it is to those with sales under $100 million. Third, management is more important to companies with annual sales under $100 million than it is to those with sales over $100 million.

The following conclusions can be assumed based on a 90 percent confidence level. First, the "other" criteria (fit and growth potential) are most important to acquiring companies with SIC codes of 35xx and much less important to companies with SIC codes of 73xx (this conclusion is most tenuous because of the nature of any "other" category on a questionnaire). Second, these "other" criteria are more important to companies with more than $100 million in yearly sales than to those with sales under this figure (again tenuous). Third, technology is more important to companies with a SIC code of 35xx and less important to companies with a SIC code of 73xx.

Overall, the following five detailed criteria stood out as the most important criteria:

1. Rate of growth of earnings

2. Rate of growth of potential market 

3. Return on investment

4. Compatibility of management philosophy 

5. Market share.

Written comments volunteered by the respondents strongly supported the need for a corporate fit. The acquisition had to bring something to the company that helped it achieve strategic goals. It appears that the responding companies are interested in orderly growth from their current business base rather than becoming too diversified. Another concern mentioned several times is risk minimization. Two respondents suggested risk analysis, and several others mentioned specific aspects of a risk analysis. Most of the other written comments are variations on financial considerations.

Three companies enclosed copies of their written acquisition criteria. All three criteria mentioned a target size for the potential acquisitions, a preference for companies that fit their current business, and a requirement that the the companies be profitable. Two of the criteria mentioned that the company must have good management.

This study was undertaken as a follow-up study to one performed on companies in the textile industry. Because of industry differences, comparisons by SIC code cannot be made, although the other study did find more statistically significant differences based on SIC codes within that industry. The previous study found that companies under $100 million felt market position was more important to them than did companies over $100 million. This study found no difference in market position but did find differences in financial aspects and management.

A literature search showed that very few studies had been undertaken to discover the actual evaluation criteria used by acquiring companies. Although the statistically significant results of this study are few, the overall information obtained, especially the written comments provided, supply a base of information for continuing study of this important subject area.

 APPENDIX F
INTERVIEW QUESTIONS

Company  ______________________
 Person's name  __________________________

Startup: 

1. Introduce self
2. Thank for participation

3. Give assurances company will not be identified

Questions:

1. Any reactions to summary sent?

2. Approximately how many acquisitions have you been involved with?

3. When was the last one? Was it a friendly acquisition? How was the initial contact made?

4. What made the potential target interesting? 

5. Who headed the negotiations?

6. Did many other people from your company participate in the evaluation?

7. How long from initial contact until making the decision to go ahead with the acquisition?

8. What were the major characteristics of this particular company that made you want to acquire it?

9. How were the personal relationships between your people and the target company's personnel?

10. If you were to make an acquisition today, what would you do differently?

11. Any other comments?
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