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Executive Summary

The organization that I propose is a partnership formed by three North American leading investment bankers. The name of the partnership is 3M Acquisitions (“3M”).  The organization has a brand new strategic vision.

It’s primary business strategy is to acquire debt and equity of companies with substantial governance rights that are experiencing operational or financial distress, are operating in unattractive business sectors or are otherwise in need of a short-term catalyst.  3M believes that investing in distressed companies currently presents an attractive opportunity in making significant short or long-term profits. To date, they have acquired two investments through capital investments with the intention of acquiring attractive returns in the future. The primary focus of acquisitions is within North America. The company intends to acquire 50-70 percent interest of distressed companies.

[bookmark: _Hlk14856927]3M intend to introduce additional capital, business and marketing expertise and financial management expertise to the distressed businesses to build up the equity capital.

The return target from each acquired company is 20% annually.
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Introduction

The distressed investing represents a compelling opportunity to establish and develop an investment platform offering attractive investment returns in a manner which best protects 3M with an attractive entry point into the North American distressed market.

Weak macroeconomic conditions, combined with high private sector leverage and an increasing amount of financial distress in the high yield markets are expected to provide 3M with an abundance of viable distressed opportunities across North America.

Weak dollar, low commodity prices and the risk of fiscal overspend at all levels of government, it is highly likely that distressed opportunities will continue to present themselves at an ever-quickening pace over the short and medium term.


















1.0	Strategic Approach

3M believes that investing in under valued distressed companies currently presents an attractive opportunity in making significant short or long-term profits. To date, they have acquired 20 investments through capital investments with the intention of acquiring attractive returns in the future. The primary focus of acquisitions is within North America. The planned investment horizon is 10-12 years.

1.1	PESTLE Analysis

PESTLE Analysis would support to evaluate the company’s   strategic approach. A PESTEL analysis is a framework used to evaluate the macro-environmental factors that influence the business strategy of 3M. PESTLE analysis is a framework, which is used to identify the attractiveness of a region where business is being operated. It discusses the Political, Economic, Social, and Technological factors that do not only impact the business,  but  also  the  overall industry (Khan and Lee, 2015).

It has six components.
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Political: 

The degree a government intervention in both Canada and USA in the economy is significant; however, both economic frameworks supports free markets. Fairly supportive tax policies, free trade among countries, labour laws, foreign trade policy, etc. supports the organizational strategy. The legislative framework is stable. 

Economic Factors

The current status on economic growth, interest rates, exchange rates, taxation policy, inflation, etc. in the North American economic environment is positive and supportive to the business strategy.  Macro-economic factors have a significant positive influence on the B2B business strategy of the organization.

Social Factors

North American socio-cultural factors such as population growth, age distribution, consumer health, cultural attitude, health and safety standards etc. may have a direct positive effect on the organizational strategy.  

Technological Factors

The North American technological environment fairly supports the existing business environment.  Technological factors positively affect marketing strategy in the way of producing goods and services, distribution channels and advertising, etc. 

Environmental Factors

They have become so critical due to the new wave of corporate social responsibility, pollution targets and carbon footprint targets set by governments, recycling standards, etc. Obviously, such factors do not have an adverse impact on the current organizational strategy.
Legal Factors

Legal factors such as diversity and inclusion, child labour laws, advertising standards, health and safety regulations, consumer rights and laws, product safety standards, product labeling standards, etc. fairy supportive to the current best practices that in place within the organization. 

1.2	Porter’s Five Forces

3M business strategy can also be explained via Porters 5 forces with respect to industry attractiveness and likely profitability. He stressed that organizations need to keep an eye on the rivals. The Five Forces model is a simple but influential tool for the identification where power lies in a certain business situation by using the outside-in perspective (Johnson, Scholes & Whittington, 2008).

Porter argues that the aim of the strategist is to recognize and handle a competitive environment by directly looking at competitors, or to contemplate a broader perspective that competes against the organization (Porter, 1979). Arguably, technological advancements and different ways of strategic thinking, such as shaping the future, engaging with customers, and creating long-term value using innovative ways may have shifted Porter’s five forces thinking from competing in an existing competitive environment in seeking opportunities in new innovative markets (Gerald, 2018)
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Competitive Rivalry

This refer to the number and strength of the organizations competitors.  Intense rivalry can be costly. However, the nature of 3M business involves acquisitions of distressed companies and would not have any significant competition. 

Supplier Power

The suppliers can influence business strategy through the prices. In this case 3M has unique suppliers. The suppliers are the companies with distressed performance. They always can bid higher for the companies. However, it’s all about negotiation skills of the business partners involved. Still they are distressed businesses who seek a way out. 

Buyer Power

I do not see the buyer power exists as 3M is a unique corporation. However, if such companies intend to partner with other investors the buyer power may prevail. However, the situations may be rare with such circumstances. 

Threat of Substitution

There is a possibility of substitution. The distressed companies may partner with other investors who have specific specialized knowledge. However, 3M’s strength is the highly specialized partners to do business with.  

Threat of New Entry 

Currently the level of threat of new entry is low. There are not much investors in the market who have the appetite to invest in distressed companies. Hence, the threat of new entry is very low.


2.0	Strategic Issues Anticipated

3M strategy is value-oriented strategy focused on acquiring undervalued debt and equity of North American companies that are experiencing operational or financial distress, are in out-of-favour sectors or are otherwise in need of a short-term catalyst. 

SWOT Analysis

However, its strategy has may have ups and downs which can be analyzed through SWOT approach. According to Sammut-Bonnici, T. (2015), A SWOT analysis evaluates the internal strengths and weaknesses, and the external opportunities and threats in an organization's environment. The internal analysis identifies resources, capabilities, core competencies and competitive advantages, using a functional approach to review finance, management, infrastructure, procurement, production, distribution, marketing, reputational factors and innovation.
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Strengths

Experienced Partners: Partners together have over 80 years experience in developing, operating, advising and investing in variety of sectors in various industries with increased optimism of the strategy. Optimists rated their personal projects as more congruent with and fulfilling of their values and identities, which also reflected positively on their sense of self and other goals - Jackson, Weiss, Lundquist & Soderlind, (2002). Two of the partners are highly regarded re-structuring experts and investment bankers in North America. One of the other two partners is a highly respected Chartered Accountant. All three partners have considerable acquisition skills and experience.

Investment Strategy Consistent with Corporate Vision: Development and execution of the distressed investing business is consistent with the corporate business strategy.  Distressed investing requires specific skills and the partners at 3M can deliver its mandate with the skill set they possess that is not commonly available in the market. 3M operates at arm’s length with the acquired companies.   

Attractive Deal Structure: 3M has negative control rights, exercisable over any company acquired at its discretion, enabling it to veto any decision, including with respect to investments, dispositions, staffing and annual budget when deemed necessary. Sometimes, the strategies relating to acquired companies may not be in line with the 3M’s business strategy. As a result, 3M has imposed rights to veto such business decisions that may unfavorably affect the business strategy of 3M.

Positive Returns: 3M is targeting a risk based return minimum of 20% in its all acquisitions. This situation is pretty much in consistent with other venture capital organizations. Venture capitalists go into businesses with a profit-making attitude. Opportunities are aspects of the environment that represent potentialities for profit making - Shane and Venkataraman, (2000). The companies that have been acquired have difference business models and as a result, acquired companies will have return structures that are uncorrelated.  

Weaknesses

Business Knowledge: The business knowledge of the partners of various companies belongs to various industries is limited. 

Remediation: This situation may create new permanent opportunities with various expertise. This may also require hiring external experts from various sources in order to assist organizational improvements and formulating business strategies.

High degree of tolerance for ambiguity: Going into this type of business required high degree of courage to face unpredictable business and economic distress as the challenges and potential for success associated with business start-ups are unpredictable. The tolerance for ambiguity is the propensity to view situations without clear outcomes as attractive rather than threatening. Because entrepreneurs continually face more uncertainty in their everyday environment – Budner (1982).
   
Lack of Business Opportunities: Potentially attractive business opportunities are extremely rare. If found they require considerable due diligence and its very costly, If the evaluated project turn out to be not attractive, the cost incurred would become a loss to the company. 

Remediation: it is required to collect both internal and external public information, references, economic and other strategic information, evaluate them before any negotiations to start.

Opportunities

Compelling Market Opportunity: Weak macroeconomic conditions, combined with high private sector leverage and an increasing amount of financial distress in the high yield market, are expected to provide 3M with an abundance of viable distressed opportunities. 3M believed such companies need help and as a result, such situations will create great buying opportunities at lower cost. A valuable opportunity for an individual is one that generates a level of profit that exceeds the entrepreneur’s opportunity cost, a premium for the illiquidity of money, time, and effort expended, and a premium for bearing risk and uncertainty. Because some opportunities will exceed this threshold by a greater amount than will others, the nature of the opportunity will influence entrepreneurial decisions - Venkataraman (1997)

Increased Optimism in the Skill set and the Strategy: The partners believed themselves in their skill set. They have proven career records of being venture capitalists. They had increased optimism in this strategy to create wealth and value. Optimists rated their personal projects as more congruent with and fulfilling of their values and identities, which also reflected positively on their sense of self and other goals - Jackson, Weiss, Lundquist & Soderlind, (2002). 

Finding Attractive Deals: Distressed small ventures were on the verge of collapse due to the bad consumer demand, heavy debt during the high inflationary and stressed economic conditions in the country. To measure the effects of motivation on entrepreneurial decisions, researchers need to control the effects of opportunities - Shane, 2000, 2001.  

Threats

Key Person Risk: Hamel &Prahalad (1994) and Ulrich & Lake (1990) discuss how people are the main sources of Competencies and capabilities of the firm that leads to profitability.  3M is run by highly respected restructuring specialists in North America.  If someone decides to depart, it will be significant blow to the company. 

Remediation:  All three partners have invested own capital with lucrative profit sharing agreements. As a result, commitment required on the business appear to be strong.

Process and Execution Risks: Investments in distressed situations can involve complex legal processes and uncertain execution. While partners will operate in country that has strong legal institutions and long-established rules surrounding restructurings, the application of the principles of equity in the bankruptcy context may reduce the ability to predict the eventual outcome of an investment. 
Remediation: Continuous investment mentoring that involves identification of risks, assessment and measurement of risks, remediation, monitoring and reporting need to be implemented with appropriate expertise.

Funding 3M: 3M needs capital for investments in distressed companies. Each investment may require USD 50 million to 100 million. The funding includes bank loans, government grants such as capital allowances, syndication with other investing organizations, etc. It also requires fund working capital of these organizations for payments of salaries, insurance, an other overheads. As a result, funding need to be raised within these organizations itself. 

Remediation: 3M has negotiated a “lookback” right with these companies which gives 3M the option, exercisable on the second anniversary of the investment in the event the investment has not raised at least the loan payment instalment plus the interest to the banks, to terminate its investment period and proceed to orderly liquidation of the assets owned by 3M.  3M believes this off-market right protects 3M in the event sufficient fund has not been raised but the 3M is confident and intend to continue to run the investments.  3M also expect to hedge the investment income via indexed options and futures, and equity options that is uncorrelated to the income generated by respective companies. 
	
Currency Risks: Currency risk appears to be higher when investing in Canadian dollars based on Bloomberg research. This may lead to deteriorate the real value of the income received from Canada. Also, this may have long term negative effect to the return on ivestment of 3M.

Remediation: 3M intends to hedge currency risk via currency forward contracts and currency option contracts. The hedging process will take place in USA with US banks.

3.0	Corporate Strategic Decision Taken 

The current strategy launched will seek to accumulate positions in distressed and undervalued equity securities and use influence and constructive engagement to unlock and create value for the distressed organizations and add value to economy. He believed that he and his potential partners with their skill set and experience provide influence and constructive engagement and create value by improving capital structure. It will also a refreshing strategy and enable transformative transactions to provide assistance to these companies to avoid unavoidable bankruptcies in distressed economic situations. He believed that eventually the strategy will support the economic recovery and get back to its growing trend.

Ansoff’s Matrix

This strategic approach could be evaluated using Ansoff’s Matrix. Ansoff's matrix is one of the well-known frameworks for decision making about strategies for expansion. It was presented by Igor Ansoff in 1957 in his article ‘Strategies for Diversification' and he gave four market growth strategies. Ansoff (1957) concluded a business firm must continuously grow and change. The growth vectors are market penetration, market development, product development and diversification, Hall and Lobina, (2007).

Ansoff has developed four strategies. Market Penetration Strategies that focus  on higher sales of existing products to an existing market; Product Development that focuses on launching new products to an existing market; Market Development which accents on entering a new market using existing products and Diversification which emphases on entering a new market with the introduction of new products.
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Market Penetration Strategy: In a market penetration strategy, 3M tends to use its strategy in the existing market. 3M is attempting to increase its market share or to monopolize the market with a market penetration strategy. 3M is the only organization that is available in the country which engages in acquiring distressed businesses. As a result, it has been in a good position to make effective bids to its advantage.  It takes it current strategy to existing companies. Market penetration involves taking your on-hand products, and advertising more of them to either your existing customers, or new clients who fit your target market (Eagle and Brennan, 2007).

However, 3M may face competition in the future due to attractive returns not only from North America but also from rest of the world. As a result, 3M needs to acquire promising industries at a faster rate to establish in the market and to be in a future bargaining position by gaining the confidence of the business community. This require recruitment of capable staff, external consultants, etc. to drive its business through the strategic direction.

Product Development: 3M could leverage this strategy with strategies that will be used to acquire different businesses in different industries within North America. It can use new ways to approach distressed businesses with different bidding strategies using some structured approaches such as based on economic prospectus and fundamentals, under / overvalued basis or using the advantage of government tax incentives. Very often venture capitalist fail in their bidding strategies as they have not been able to make effective bids. To solve customers’ problems (in this case businesses) (Aarnio and Hamalainen, 2008), firms should give those solutions and for this you need to be awarded of their underlying needs (Davies and Smith, 2004), wants and demands of customers, which will consequently give you an opportunity to develop new solutions (Johns and Pineb, 2002) for existing customers (Mishina et al., 2004).

However, practically availability of distressed businesses is limited. Further, 3M needs to be successful in current strategies. As a result, development of too much strategies may not add value to the organization.

Market Development: Markets can be explored outside the current markets or unexplored needs and wants, Johns and Pineb (2002) of current market’s segments. Generally, the distressed business opportunities are an unexplored territory. 3M can explore multinational environments where there will be many lucrative opportunities. However, the legislative frameworks, cultural frame works and technological environment may impose challenges to 3M.

As a result, it is prudent to explore opportunities within North America which is the known market with familiarity with regulatory frameworks, cultures and technological sectors. In fact, 3M entering into a highly a risky business where it needs to provide business expertise to failed companies in various industries. 3M is still very new to the business and prudent to focus on business within own jurisdictions.

Diversification: With 3Ms current expertise, technical know-how and experience is well positioned in the market. However, it has only three partners with banking experience. As a result, for making business acquisitions in unfamiliar industries may be a complex task where they may need external consulting assistance. It is appropriate to acquire businesses in various industries. However, the partners prefer to adopt the existing diversification strategy as they gradually getting experience from such industries. This will minimize business failure and enhance effectiveness.  Adoption of diversification strategy into related businesses was found to be preferred by majority of firms due to its inherent risks and less exposure, Murigi (2010).

4.0	Implications of the Strategic Options Taken

3M intend to introduce additional capital, business and marketing expertise and financial management expertise to the distressed businesses to build up their business model with the support of Porter’s Value Chain Principle. 3M provide help in effective set up of Inbound Logistics (receiving, storing, distribution of products stock management, etc.); Operations (manufacturing, packaging, assembling, testing, etc.); Outbound Logistics (activities needed with respect to collection, storing, and distributing the output); Marketing and Sales (reaching out to customers) and Service (after sales, etc.).

According to McGee (2014) Michael Porter defines “Value Chain’’ as a representation of a firm’s value-adding activities, based on its pricing strategy and cost structure. The ability of any firm to understand its own capabilities and the needs of the customer is crucial for competitive strategy to be successful.








Porter’s Value Chain Analysis
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Having the above framework set-up, the effectiveness of the strategic management decision-making has been considerably improved.

There are significant implications of the options taken for strategic management decision-making during the past.

1. Achievement of Strategic Goals

3Ms projected return target is 20% so far it has acquired 20 companies. It was noticed that annual return percentage points were not always consistent among companies. Some companies earned well above the return targets and some performed below the targets within the same industry. Although, the company has introduced the Value Chain strategy to these companies, some companies experienced failure in appropriate talent acquisitions and in unsuccessful marketing strategies. 

3M’s ESG policy that has been adopted across these companies has been monitored well and functioning according to the expectations.  

McKeown (2011) argues that “strategy is about shaping the future" and  is the human attempt to get  to "desirable ends with  available means".

2. Creating new Markets and Innovations to the Market

One of the corporate goals of the company was to introduce innovations to the market through these companies and have implemented specific R & D activities across some organizations specifically in the pharmaceutical industry with the intention of creating new markets. So far, one of the companies have innovated few drugs for which currently waiting for the approval of Food and Drug Administration (“FDA”). Also, 3M has introduced other marketing strategies to various companies such as new packaging, after sales services, etc.  So far moderate results have been achieved by 3M.

3. Buying the Competition

One of the creative business strategy of 3M is to buy the other competitive industries of the acquired companies. They have been successful in this strategy in acquiring the completive companies and achieving in significant economies of scale. Efficiencies can be gained through M&A. Efficiency is enhanced by taking advantage of specialized skills or target’s management, eliminating the idle resources, sharing expensive technologies between the acquirer and target, promoting products that are complementary to both companies, reducing transaction cost and re-allocating existing expenses (Wolfe et al., 2011).

4. Product Differentiation, Marketing and Advertising

3M has supported its acquired companies with their product innovation strategies by supporting their R & D work. 3M has been influential in government grants and private funds for R & D activities. However, the high pricing strategies have weakened the completions in the market for some companies. High pricing strategies have been caused due to expectation of excessive return expectations. The literature suggests that a firm’s brand success is associated with a strong brand in terms of its ability to achieve a premium price (Ambler et al. 2002). 3M encourages acquired companies to use social media advertising which is a cheaper avenue in advertising. 

5.0	Recommendations

1. 3M Needs to Identify Companies that are Falling Behind Return Targets 

Elevated macroeconomic risks in USA and Canada could lead to some companies to less profitability. 3M needs to identify root causes with respect to failed functions of the companies, assess them with respect to issues, mitigate the problems, document them appropriately and monitor the performance on a continuous basis. 3M needs to revise the targets of these companies’ budgets and forecasts and enhance marketing programs. Most importantly staff training programs need to be provided to specifically to the manufacturing areas. The staff engagement should also be improved. This will help 3M to enhance the organizational productivity.

2. New Product and Services

New products and services introduced to the market are the essence of companies’ success. They are crucial to business growth and profitability. However, embarking on the product and service organizations may be very risky. Therefore, 3M should undertake facility and cost benefit of projects undertaken by various companies acquired. Still, product and service innovation to the market can be risky, therefore 3M must consider incremental improvements to the service and product offering.

3. Buying the Competition

Acquisition of competitive companies of respective investments may be risky task. This involve organizational restricting and significant compensations. Therefore, comprehensive due diligence activities should be undertaken with respect to future probability. 3M should consider reducing excess capacity among invested companies. 3M needs to improve technological environment of some of these companies as some are way behind the modern manufacturing standards. 

4. Concentration

3M strategy may be significantly concentrated over a small number of industries which exhibit the greatest risk-adjusted return potential. The lack of diversification may lead to large swings in the performance of 3M  caused by a limited number of investments. Therefore, 3M needs to look for new industries which are potentially profitable in the future.  A separate investigation should be carried out with respect to industry potential and associated risks. 3M should consider effective diversification profitable industries.
 
5. Exist Strategies

3M needs to consider exit strategies for unprofitable businesses. Currently, there only few exist strategies are in place during an event of business failure. This may lead to significant financial loss and risk to reputation. 3M should evaluate potential situations with respect to base case, best and worst-case scenario basis for each company that are not functioning well according to expected standards.

6. Focus weak economic outlook

Acquiring companies during good economic times may be very expensive. During weak economic conditions company values goes down, demand for product and services decline and overhead increases, hence the profitability of companies declines. During these times 3M should approach distressed companies to bid effectively. 3M should focus on acquiring undervalued companies.  
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