	Chap 17…..
	                   Expansion


The growth of any business is called expansion. Management must make decisions as to how this expansion will take place and how it is to be financed.

This expansion may be ORGANIC or INORGANIC.

Organic growth

Is the natural expansion of a business as it makes profits and then ploughs these back into the business. The profits retained by are used to buy machinery, equipment, premises, etc. Organic growth happens within the business & does not involve outside firms.

Inorganic Growth

Takes place when a firm takes an interest in buying other firms.

Reasons for this are as follows:

· Owners wish to expand the firm at faster rate

· The business is at a standstill ate present & expansion will help it prosper

The types of business expansion:

	Acquisition/Takeover
	Is where one company takes over another by buying 51% of its shares. As a result they gain the major control of firm. The seller will want as much as possible for the business & the buyer will want to pay as little as possible. The actual price will be somewhere in between.

	 Merger
	Where two firms come together to run their businesses as one. A merger is very like a takeover, but the main difference is that a merger is usually more friendly arrangement. 

	Alliance 
	This involves two or more firms combining their skills & resources in a particular line of activity. Alliances are popular because the companies co-operate with each other in relation to market information, new technology, human resources etc.

Advantages of Alliances

1. easy to establish

2. each firm benefits from the expertise of the other firms

3. there is an improved image of the firm if it joins with other well known companies


# REASONS FOR EXPANSION
(a) People Reasons
Individual needs: In this case, the businessperson needs to grow the business to satisfy their needs for esteem and self-actualisation. Richard Branson will always be associated with the growth of Virgin from a record store to a global brand capable of selling a wide variety of products.

(b) Defensive Reasons
Economies of scale: Businesses may wish to expand to drive down costs. A large production plant will reduce per unit costs of production (production economies). This is how Henry Ford dominated car manufacturing at the start of the twentieth century by mass-producing the 'Model T'. Closer to home, Ryanair is expanding rapidly and was recently able to order 100 jets from Boeing at discounts of nearly 40% (purchasing economies).

Diversification: This involves firms entering new markets, creating new products or buying businesses in an unrelated market in order to reduce dependency on one product or market. AIB bought over banks in the American and Polish markets to reduce their dependency on the Irish market.

Safeguarding sources of raw materials or channels of distribution (e.g., Eircell/Vodafone buying chains of mobile phone retailers).

Synergy: This occurs when the sum of two or more firms joined together will be greater than the efforts of the firms operating separately. The merging of Irish Life and Irish Permanent meant that Irish Life gained access to a large customer base that would have to take out life insurance when taking out loans for their homes.
(3) Aggressive Reasons

The elimination of competition: A firm may buy out a competitor in order to enter a new market (Tesco's purchase of Quinnsworth) or to increase its market share (the merger of Compaq and Hewlett Packard).
To increase profits – by expanding firms increase their talent, product range and sales, they reduce their costs, make better use of their resources and make more money.

To acquire new assets – a firm may have assets that are not fully used, e.g. people, land equipment or cash. As part of a larger firm, better use may be made of these assets. As a result firm can become more profitable.

# FINANCE FOR EXPANSION

1. Reserves

Are profits, which are ploughed back into the business to create growth? This form of finance is suitable for organic growth as the pace of the expansion can be matched to the funds available. Are used to finance the purchase of new buildings or equipment. They have no direct cost for a company but take along time to build up.

2. Share Capital

Referred to as the equity of the company. This is money imputed into the firm by the individual shareholders. As the firm makes money, the shareholders receive a % dividend on their investment. However if the firm’s profits are low, the individual dividend will be low. 

3. Loan Capital

Is the long-term finance provided by financial institutions? Long-term loans are called debentures. When applying for a loan to finance expansion, a company has to supply the bank with accounts showing the present state of the business. Also needed are cash flow forecasts, costings, and research.

Information needed before any loan is granted includes:

	Creditworthiness of borrower
	Purpose of loan

	Capacity to repay
	Amount of loan

	Security offered
	Duration of loan


# IMPLICATIONS OF EXPANSION

	Short term
	Long term

	· Access to new assets, markets and products

· Staff can feel uncertain as a result of a takeover/merger. This can affect motivation at work

· Job losses can occur as a result of rationalisation

· Many new costs are now apparent
	· The increased size of the firm can improve its chance of survival

· Personal touch of firm can improve its chances of survival

· May result in SYNERGY

· Larger firms are more difficult to manage, which may led to waste & inefficiency


# IMPORTANCE OF IRISH BUSINESS EXPANSION

Domestic market

1. Both employment and government tax revenue increase as business expands

2. As business expands, it gets stronger making it possible to survive

3. Increased competition with Irish and European firms make it possible for higher quality good be produced

4. Larger firm exports more of their produce which in turn increases profits and consequently employment

Foreign market

1. Profits earned by Irish firms abroad are repatriated and benefit Irish shareholders

2. Expansion leads to the development of Irish TNC’s

3. The quality of management improves abroad because of the need to develop new skills

4. Irish firms selling in EU markets must meet the standard of other EU firms in terms of efficiency, reliability, delivery etc. this will then have a significant knock on effect in Ireland where customers will benefit from a top quality service.

