
Improving Acquisition Success Through Better 
Assessment: Part 2  —Assessing Internal Capabilities 
and Competencies 
Businesses succeed for different reasons, and the reasons matter.
by Mark Working
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R E P R I N T

The statistics on acquisition success, mea-
sured as realized return on investment 
relative to expected return on investment, 

are not good. Most of the research indicates 
that only about half of all deals are “suc-
cessful.” A recent Harvard Business Review 
Report claims that between 70% and 90% of 
all corporate acquisitions are deemed failures 
from a value standpoint. As advisors in mergers 
and acquisition transactions over more than 
a quarter century, we have observed that the 
most common villains stealing success from 
acquisitions fall into one of three buckets: mis-
judgments about the duration of the business 
model in its industry setting (sustainability), 
shortages of the necessary ingredients required 
to perpetuate the business under new owner-
ship (capabilities), and an over-optimistic view 
of future profits, capital and the relationship 
between the two (price).  

Each business offers a value proposition to its 
customers, suppliers, and employees. To deliver 
that value proposition, the business employs 
capital and labor in order to produce a “profit.” 
Almost every business environment is dynamic, 
such that everything is under attack; whether 
from competitors, suppliers, customers, or sub-
stitutes that can challenge the validity of the val-
ue proposition that is the basis of the business. It 
is in this context that acquisitions are made. Not 
an easy job, but odds of success can be increased 
with thought and discipline.
PArT II: CAPABIlITIeS And ComPeTenCIeS: 
lookIng for The UnIqUe SeT ThAT 
exTendS The dUrATIon of SUCCeSS

Businesses succeed for a variety of reasons. 
Why they succeed is of great importance in an 
acquisition, because the different reasons for 
today’s success do not have equivalent future 
value. Each business is an organic entity op-
erating in a dynamic ecosystem, and taking a 
snapshot of a company’s success at any one time 
isn’t necessarily insightful as to how successful 
the business will be following an acquisition. 

In Part I of this series, we addressed how to 
look externally at the company’s position in its 
industry, how it makes money, and the direc-
tion of the demand curve. However, even in a 
positive trend industry, businesses compete and 
there are winners and losers. In Part II, we ex-
pand on this foundation to address the particu-
lar capabilities and competencies of a business 
in the context of its future competitiveness. 

The sum of a company’s talents, processes, 

rights, relationships, and skills embedded with-
in the organization determine how the business 
competes. Successful businesses demonstrate 
high levels of productivity that offer customers 
better value through better products or lower 
costs. Their ability to accomplish this can come 
from three general types of capabilities, illus-
trated by the following three companies:
The hUSTle BUSIneSS

n  ABC Company is a very effective manufac-
turers’ rep business for a high profile consumer 
product OEM. ABC has assembled an impres-
sive team of experienced and professional 
account managers that deeply understand the 
products they represent, exhibit extraordinary 
sales skills, have developed meaningful person-
al relationships in the industry, and above all, 
have the motivation to pound the pavement. A 
very responsive and effective customer service 

function supports the account managers and 
the OEM they represent. Management has 
developed a culture of hard work, persever-
ance, and service, and has implemented a 
compensation system that rewards the desired 
attitudes and teamwork required to accomplish 
the company’s goals. The business is and has 
been very profitable and requires only a small 
amount of capital (largely office equipment 
and receivables) to support the business. While 
others in the industry have the same access and 
opportunities, ABC’s people execute the best. 
This is a “hustle” business.  
The BeTTer moUSeTrAP BUSIneSS

n  DEF Company owns and operates re-
frigerated storage facilities physically attached 
to their customers’ facilities which produce 
highly perishable food products where quality 
is directly associated with the time between 
harvest and a frozen state. These products are 
sold in small quantities over the entire year.  
Over the course of the relationships, DEF 
has undertaken significant efforts to organize 
joint operations to minimize the time from 
processing line to the freezer and has employed 
rigorous metrics and systems to report their 
achievements to their customers. Additionally, 
DEF has right-sized its operations to better fit 
the economics of their clients’ facilities. Invest-
ment in facilities, equipment, and systems has 
given DEF a decided advantage over competi-
tors that cannot meet the “speed to freeze” and 
incur transportation costs to move product. 
Despite the heavy capital investment, DEF 
earns a high rate of return on its capital, earn-
ing that return through efficiencies and ser-
vice. Capital, knowledgeable work force, and 
systems management are the key ingredients. 
Simply put, DEF provides a service level that 
its competitors cannot match. This is a “better 
mousetrap” business.
The ProTeCTed BUSIneSS

n  GHI Company produces and distributes a 
high quality frozen center-of-the plate seafood 
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product to high-end restaurants. Considered 
a delicacy, product of this quality is in short 
supply, originating in only a few fisheries in the 
world. GHI is an integrated operation from its 
government-granted and lawfully protected 
perpetual right to harvest, to an immediate 
processing, packaging, and freezing opera-
tion. GHI enjoys the benefits of “free” resource 
in constrained supply, as well as an efficient 
processing and delivery model. GHI produces 
a protein staple from a perpetual proprietary 
low cost source allowing it to earn extremely 
high margins and returns on capital. Other 
businesses would love the opportunity to take 
a share of GHI’s value capture, but can’t access 
the resource. This is a “protected” business. 

Companies ABC, DEF, and GHI are very 
successful businesses, but they are not suc-
cessful for the same reasons. ABC’s hustle and 
service culture may be unique today, but is not 
guaranteed to continue. A competitor copying 

the model and hiring appropriate personnel 
could over time reduce ABC’s advantage. DEF 
has built a defensible niche with economic 
advantages, both in transportation and opera-
tional integration savings, helping customers 
produce higher quality products that will 
achieve higher prices. Until and unless the 
economics of the customers’ business models 
change and DEF no longer has the most opti-
mal operating structure to service their needs, 
DEF will retain a favorable position. Finally, 
other than for the external risks of biology and 
consumer preferences, GHI has obtained an 
enviable proprietary low-cost channel with a 
short supply product.  
meASUrIng The AdVAnTAge

Assessing the value of the individual busi-
nesses’ capabilities and competencies comes 
from measuring the advantage the business 
enjoys from several viewpoints:

1. Are the capabilities valuable, in that they 

result in lower costs and/or better products?
2. Is the advantage rare, implying that it is 

unique and not available to others?
3. Can the advantage be imitated or repli-

cated by copying, making investments, or add-
ing new hirable skills?

4. Are substitutes available to replace the 
advantage?

Change will occur in the future. A major 
consideration in making an acquisition is how 
high and how durable are the barriers to beat 
back others trying to whittle away at the busi-
ness’ success. 

Part III of this series addresses how to take 
the company’s position, economic model, and 
capabilities into account in valuing the target 
acquisition. The mechanics are arguably the 
easiest task, once the guiding assumptions are 
determined. zs
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