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In January 2015, Tom Rosztoczy stared down at the Farm Equipment magazine on his desk. The
last time Stotz Equipment graced the cover was in 2012 with “Family Firm Wins North American
Dealer of the Year.” The 2012 edition celebrated Stotz’s 55" anniversary and the firm’s
successful management of four prominent stores across two states. Rosztoczy, president and
CEO of Stotz, reminisced on his pride when he shared news of their win with his father:

My father, Ferenc Rosztoczy, was a Hungarian immigrant who steered the multi-
generational, family-owned firm for almost two decades. In the late 70s, he took
over from my grandfather, who had grown the business from a two-man band
back in 1947 to a successful multi-store John Deere dealership. By 2012, | had
been at the helm for a few years, and winning that award was such a feather in
our cap! It was an honor to have worked alongside my family to serve the farming
community in such a remarkable way. | was proud that we operated a family-
owned firm and bred consistency in our values and our way of doing business.
We had a lot of experience and knowledge, and our customers appreciated that.

As the sun dipped behind the skyline of downtown Phoenix, Rosztoczy felt somewhat restless.
Despite the impressive business they had built from humble beginnings, Stotz had faced
challenges in the late 2000s. In 2008, the global financial crisis hit and took its toll on equipment
dealerships worldwide. The industry’s demand dwindled, as farmers and industrial developers
became strapped for cash. The post-2008 period felt long and arduous, and it took Stotz several
years to return to their pre-crisis position—a story of tenacity and perseverance celebrated by
the 2012 best dealer win.

As Rosztoczy thumbed the pages of the Farm Equipment magazine, his office phone rang. The
familiar, upbeat voice of Douglas Locke was on the other end of the line. Locke, the John Deere
sales representative for the Phoenix region, had worked with Rosztoczy and his family for many
years. He told Rosztoczy that he had been promoted to division manager of a bigger area that
included the Arizona, Utah, and Idaho dealerships. Locke excitedly announced a potential
growth opportunity he had gotten wind of—six large, struggling stores were for sale in the Utah
and Idaho region. Knowing that Rosztoczy had further growth ambitions for Stotz, Locke
thought that this could be an ideal consolidation opportunity—an acquisition that materially
could increase the size and scope of Stotz’s business. Rosztoczy had considered large
acquisitions in neighboring states before, but none had felt like a good fit. However, the
geographic expansion presented by Locke sounded promising.

As the day drew to a close, Rosztoczy considered a larger question: Was a strategy of serial

acquisitions the best ticket to Stotz’s future growth? By 2015, the Arizona dealership landscape was largely
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saturated and Stotz employed north of 200 individuals; to continue its growth trajectory would be
challenging. Should or could Stotz undertake this expansion by acquiring other firms, and did growth by
acquisition make more sense than growing organically? Did Stotz have the know-how and operational
expertise to integrate the other firms into their core business, currently headquartered in Arizona? What
were the risks involved with this strategy? Would it generate long-term value for the family business and
its employees, and could Stotz easily replicate the factors that had led other serial acquisition companies
to success?

Rosztoczy felt a rush of excitement as he pondered these questions. He was determined to further build
the business and his family legacy and envisioned Stotz being crowned with yet another North American
Dealer of the Year award. So, on that January afternoon in 2015, Rosztoczy accepted Locke’s invitation to
fly out to Salt Lake City and meet with the four owner groups of the six target dealerships.

The John Deere dealership dynamic

John Deere was founded in 1837 in Moline, lllinois. This American corporation manufactures agricultural,
construction, and forestry machinery and is considered the largest agriculture machinery company in the
world—in 2019, the company was listed 87" in the Fortune 500.

Figure 1: John Deere sales and net income results
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Source: Deere & Company Annual Report 2014

To advance the company’s sales nationwide, Deere introduced independent marketing centers, support
offices, and independent retail dealerships in 1869. Over the years, Deere has grown into a global
machinery conglomerate, designing and manufacturing more than 700 different tractor models to date.
Their factories are scattered across the globe, and they distribute their products to 160 countries and
nearly 5,000 independent retail dealerships worldwide.

Retail dealerships are owned and run by independent entrepreneurs, with Deere operating in an advisory
capacity. Deere provides the logo and brand for marketing purposes and supplies the machinery ordered
by the dealerships, but the relationship dynamic does not constitute that of a typical franchisor and
franchisee, as no franchising fees or royalties are paid to Deere. In a typical franchise system, brand,
systems procedures, and processes are already established, mitigating some risks as the model in place
has been proven to work for other franchisees.

Deere is not restrictive or prescriptive in terms of the accounting systems and sales methods that should

be used, nor do they dictate how stores should look or how store sites should be selected. Deere provides
some product training and best practices, but dealerships are not compelled to implement them and, in
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contrast to the franchise model, there is no specified playbook to which dealerships must adhere. The
relationship essentially consists of the independent dealership paying for a license to purchase the
preferred Deere products. Deere also requires dealerships to consistently hold a certain market share
percentage and meet some minimum requirements to keep their brand affiliation. John Deere does not
make public comments about these requirements, specific business arrangements, or the contract details
of its independent dealers; however, some general requirements under John Deere’s distribution
agreements include the following: prospective buyers should (i) have equity of $35-545 million to become
a John Deere dealer, (ii) consistently pay fees due, (iii) maintain adequate net worth, (iv) maintain an
adequate inventory of parts and equipment, (v) maintain adequate trained personnel, (vi) actively
promote sales of John Deere products and display proper identification, (vii) provide yearly business plans,
and (viii) provide yearly financial information.

If a dealership underperforms in terms of market share foothold, Deere will typically determine a certain
timeframe during which the dealership must show improvement. If the dealership continues to struggle
and cannot turn around the business to meet the minimum requirements, Deere may try to match a seller
with a potential buyer; if they are unable to make a deal, Deere may try to find another buyer. Ultimately,
however, it is entirely up to the buyer and seller to negotiate the valuation.

Rosztoczy was elated about the opportunity that Locke presented.

A John Deere dealership is a John Deere dealership. How different or hard could it be?
Our stores already sold the same products under the same brand, so there would be a
degree of commonality and consistency between our dealerships in Arizona and the
proposed target dealerships in Utah and Idaho. We had worked with Deere for decades,
and we knew their products very well, so this would be an easy plug-and-play solution.

Rosztoczy felt purchasing businesses within a dealership network was a compelling strategy because—at
least in theory—there is a common thread between stores as the brand and products are similar.

Serial acquisitions 101

Many entrepreneurs default to organic growth strategies, such as selling more of the same goods and
services to their current customer base, selling new goods and services to their current customer base,
selling goods and services to new or existing customers, expanding geographically, and raising prices. Even
though these are all good ways to drive organic growth, entrepreneurs can also consider expanding their
businesses through inorganic growth by engaging in acquisition activity.

This section highlights a very specific type of inorganic growth referred to as a programmatic acquisition
strategy (PAS). A firm engages in a PAS when it purchases a series of similar businesses within its industry
on a consistent and serial basis (as opposed to sporadically making a single, transformative acquisition)
and then optimizing the collective performance of the existing operations and the acquired assets.
Although neither easy nor a guarantee of success, this strategy can be a potent method of creating
economic value when well executed. Empirical research by the Boston Consulting Group found that,
between 1998 and 2013, programmatic acquirers (defined as firms who spend more than five percent of
their enterprise value on acquisitions each year) generated returns nearly double those produced by their
counterparts.?

Programmatic acquisition entails performing certain critical tasks that, in some respects, are similar to
other forms of acquisition activity: The acquiring firm identifies a key target, performs due diligence to
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ascertain a reasonable price, negotiates contractual terms, secures financing, closes deals in compliance
with all relevant legal and regulatory requirements, integrates the new asset, and optimizes operations
to drive economic returns. The key difference is that the programmatic acquirer runs through this process
repeatedly, completing one acquisition after another, whereas other types of strategic acquirers typically
buy fewer companies and much less frequently.

There are compelling strategic and financial reasons to pursue a PAS (see Figure 2). Programmatic
acquisitions are proven to be a viable strategy for many businesses, large or small.# Some of the most
prominent examples are multi-billion-dollar corporations that were once Lilliputian, sub-$10-million-
EBITDA" businesses. Furthermore, programmatic acquisitions can work well in service and product
companies alike, and PAS has also been used to build conglomerates (refer to On the Nature of
Programmatic Acquisition Strategies: Why Entrepreneurs Should Consider This Approach for specific
examples).

Figure 2: The Strategic and Financial Why that drives PAS

Why Entrepreneurs Should Consider Programmatic Acquisition Strategies

The Strategic Why

The Financial Why

Economies of scale Revenue synergies
Economies of scope Profit synergies
Knowledge transfer Operating leverage on shared services

Optimal geographic footprint Increasing FCF conversion with scale
Build brand equity Multiple arbitrage

Acquisitive growth without additional equity

Source: On the Nature of Acquisition Strategies

The strategic rationale for PAS

Broadly speaking, there are five strategic rationales for pursuing programmatic acquisitions.
Entrepreneurs can achieve great results with this strategy when motivated by one or a combination of
these rationales. The flip side is that entrepreneurs may find it hard to make programmatic acquisitions
work for firms operating in industries where competitive advantage is a function of variables other than
the ones listed below.”

First, a PAS can be an effective way to gain economies of scale. When a firm enjoys economies of scale,
the average cost of producing a good or providing a service decreases as volume increases because fixed
costs are spread over a larger number of units.® Second, a PAS can allow a company to achieve economies
of scope. This occurs when it costs less to provide multiple goods or services together than to do so

* Earnings before interest, taxes, depreciation, and amortization
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separately.” Third, a PAS can create value by spreading a successful firm’s processes and know-how to
encompass a larger part of an industry. A leading enterprise could buy a series of less sophisticated players
and institute its better operating model at each of them. Fourth, a PAS can help a firm achieve the optimal
geographic footprint for value creation. Fifth, a PAS can help a company build brand equity.

An important takeaway from this note is that programmatic acquisition is not a foolproof formula. In many
cases, when entrepreneurs try a PAS and fail, their subpar results are the direct consequence of
overemphasizing the process. These entrepreneurs believe that success hinges on following a prescribed
series of steps as closely as possible and repeating the cycle over and over. They get so caught up in the
specifics of execution that they spend insufficient time and effort determining whether the approach even
makes sense for their firm and industry. As with any other business strategy, programmatic acquisition
can achieve its full potential only when coherent logic, grounded in economic reality, justifies its
implementation.

The financial rationale for PAS

Although a PAS is primarily an operating strategy, the financial implications of its execution should not be
overlooked. With programmatic acquisition, the operating strategy and the financial model act as highly
synchronized gears that drive the engine of economic value creation. This metaphor can be extended to
illustrate two possible outcomes: first, if an entrepreneur skimps on either of these two critical
components, the engine’s performance will deteriorate significantly, if not stall entirely; second, if an
entrepreneur focuses on meshing operations and finances, they can optimize the engine’s efficiency and
boost the system’s overall output. To translate this metaphor back to the language of business, an
entrepreneur can generate more return with fewer resources.

The six value-creation levers built into a PAS include revenue synergies, profit synergies, operating
leverage on shared services, increasing free cash flow conversion with scale, multiple arbitrage, and
acquisitive growth without additional equity. Flexing any one of these will impact both the operational
and financial aspects of a company. What might seem like a small adjustment to one variable will ripple
across the whole enterprise.

To conclude, when executed well in the right industry, a PAS is a powerful value-creation method driven
by strategic and financial underpinnings. It has a proven track record among firms of various sizes across
a wide range of industries and geographies, selling either products or services. The key to this diversity is
the inherent flexibility of a PAS. Although successful programmatic acquirers share many similarities, they
do not simply follow a prescribed sequence of steps. Rather, entrepreneurs pursuing this strategy
successfully appreciate that they must tailor their general approach to their respective industries,
organizational contexts, and resource constraints. Entrepreneurs should develop a strong understanding
of the strategic and financial mechanisms that drive economic returns in a PAS to determine whether this
approach is right for them.

Becoming Stotz Equipment: The early days (1947 to 2000s)

In 1947, Fred Elder, grandfather of Rosztoczy, and his partners founded Stotz Equipment, formerly known
as Arizona Machinery. The company began as the John Deere and Caterpillar dealer for the majority of
Arizona, with stores in Phoenix, Coolidge, Flagstaff, and Mesa. Fred’s relationship with John Deere far
predates 1947, however, as his father, Mott Elder (Rosztoczy’s great-grandfather), was a John Deere
salesman in Argentina in the early 1900s.
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Born and raised in Argentina, Fred traveled to the United States at age 18 to obtain a college education
from Kansas State. He graduated in 1929 and started working as a John Deere salesman in Phoenix. At
that time, Central Avenue in downtown Phoenix was a mere dirt road, and the U.S. was on the verge of
the Great Depression. However, American agriculture offered plenty of opportunities, considering that at
the time, only 10% of farms’ horsepower needs” were met with tractors. Fred spent his entire career in
Phoenix and founded Arizona Machinery in 1947.

In 1959, Fred and his business partners split, the Caterpillar dealership was sold, and Fred retained the
John Deere franchises for farm equipment. Fred also started a separate business, Arizona Industrial
Machinery, in the early 1960s to promote the new line of John Deere construction equipment. He
eventually passed on this company to his only son, Tom Elder. Fred died in 1973, and in 1975, Tom Elder—
not as well versed in equipment sales—was looking for someone to run the family business. He consulted
his sister, Diane, who proposed that her husband, Hungarian-born chemist Ferenc Rosztoczy, head the
firm. Ferenc, Tom’s brother-in-law, took over management as President of Arizona Machinery in 1975.
Between 1975 and 1981, cotton agriculture doubled in the Phoenix area, and cotton country was an ideal
location to grow a John Deere dealership. Farmers were purchasing cotton pickers and using big tractors
to till the ground—business was booming.

Under Ferenc’s leadership, the business expanded with real estate investments and the construction of
Stotz Dairy in 1980. The “Stotz” name came from the nickname of Diane and Ferenc’s oldest sons, Tom
and Rob, who were in high school at the time. Tom and Rob joined the business in 1987 and 1994,
respectively, and their youngest brother, Teddy, joined in 2003. Rosztoczy reminisced:

| loved growing up in Phoenix, “Valley of the Sun,” but never envisioned joining the family
business. | always thought of starting my own business. After graduating from high school
in 1983, | moved to California in search of the proverbial greener pastures. | graduated
from Stanford University with a B.S. in industrial engineering in 1987, but something felt
amiss, and | knew home was beckoning. | returned to Phoenix to marry my high school
sweetheart, Jill. We decided to raise our four kids in the town where we both grew up.

From 1987 to 1994, Rosztoczy took on progressive roles of responsibility and leadership at Stotz. At first,
he ran the smallest store in the Stotz stable. Rosztoczy showed tremendous promise—sales figures were
growing steadily—so his father soon promoted him to run all three stores in Arizona. Trained as an
engineer, Rosztoczy had a natural understanding of the workings of the equipment they sold, and his
upbeat disposition and leadership style were well received by clients and employees alike. After more
than 15 years of building and diversifying the company, Ferenc decided to step down and handed over
the reins to his eldest son in the late 1990s.

Rosztoczy takes the reins (early 2000s to 2015)

With Rosztoczy in charge, a management decision was made to operate as a single, unified entity rather
than separate dealerships. After an employee vote, it was agreed that Arizona Machinery would be
rebranded as Stotz Equipment to link the business to its family history and legacy (see Exhibits 1 and 2).

" Horsepower is a measurement of performance and power (the rate at which work is done) which is integral to
efficient farm management. Horsepower needs required for farming are assessed via a variable equation driven by
some of the following factors: (i) size of land to be cultivated, (ii) size of the implements, (iii) speeds at which the
farmer intends to use the implements, and (iv) soil type.
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Stotz was committed to the mission of making life easier for its customers. The company focused on
fostering long-term relationships, providing flexible solutions, and increasing equipment uptime
availability to meet its clientele’s needs. After more than 65 years of operating as a John Deere dealership,
Stotz remained strongly aligned with its founding values of quality, integrity, loyalty, caring, and
community and sought to be the best equipment dealer in the world.

Under Rosztoczy’s leadership of roughly two decades, Stotz continued to perform well but did not
experience the type of growth he had originally envisioned when he joined the family business in the mid-
1990s. Rosztoczy reflected:

By 2015, Stotz Equipment had cultivated a great dealership dynamic with John Deere and
a loyal farmer clientele across two western states. Our experienced and knowledgeable
sales staff was ever ready to provide customers with the right equipment for their needs.
We were proud carriers of many John Deere equipment lines—agricultural, golf and
sports turf, commercial moving, utility vehicles, and residential lawn and garden—and an
extensive list of other product lines.® We also offered unmatched parts availability and a
staff of factory-trained technicians who were ready to work on virtually any machine that
needed fixing. We were doing well, but my aspirations were to make Stotz exceptional.

An acceleration: Growth by acquisition (2015 onward)

In January 2015, Rosztoczy and Locke flew to Salt Lake City to meet with the potential dealership targets.
Having worked with Rosztoczy for many years, Locke liked how he ran his business and thought that their
experience with the Arizona marketplace would translate well to the Utah businesses. Stotz’s core market
was Phoenix, Arizona, and the surrounding agricultural areas. Rosztoczy and Locke viewed these new
acquisitions as being similar, serving predominantly Salt Lake City, Utah, and the surrounding rural
agriculture.

The target acquisitions were four distinct, but concurrent deals with four owner groups spread over six
locations (see Exhibit 3). In terms of competitive strategy, the geographical cluster made them attractive
acquisition targets. The general theory at the time was that the more geography you could control, the
better because that would reduce the risk of having prices undercut or customers poached by neighboring
Deere dealerships.

The Utah and Idaho markets were performing poorly, and the four owner groups were under pressure
and motivated to sell. Altogether, the target acquisitions were on the market for $10 million. At the time,
Stotz made about $55 million in annual sales revenue (over four stores), of which roughly $S1 million was
pure profit (see Exhibit 4). Similarly, the growth-by-acquisition opportunity made $24 million in annual
sales revenue, which would roughly grow the Stotz business by 43%. Rosztoczy also created financial
projections for the Utah and Idaho target acquisitions over the next three to four years (see Exhibit 5). He
liked the idea of growing the business, but this would be no small feat—he would have to take Stotz from
no leverage to $10 million in debt by levering their cash flow more than ten times. It was a very big risk
and commitment, especially since the acquisition targets were all losing money. Rosztoczy made a call to
the family back in Phoenix and explained the deal to the executive team.

Up to that point, Stotz had done relatively well, all while being fairly risk-averse, and what
| was proposing was taking on a $10 million obligation to basically buy a bunch of money-
losing stores in Utah and Idaho. | was terribly optimistic and was convinced that with our
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know-how, we could turn these businesses around. It took some serious persuasion on
my part to get the core decision-makers on board. | made a strong argument, but
truthfully, | was not entirely sure how we would deal with the debt if these stores kept
losing cash.

Stotz had done some acquisitions before—most recently, a small store in San Diego—but nothing quite
as large and as geographically removed from their core business as these targets. San Diego was a very
small part of the Stotz business, accounting for merely $1 million in annual sales versus the $55 million
annual revenue captured by the Arizona stores at the time. The San Diego deal was structured such that
an existing dealer put in his business and Stotz put in cash, with a 60-40 equity split in Stotz’s favor.
However, since the San Diego acquisition in 2013, things had not exactly gone as planned: Despite the
newly acquired store being only five hours away from the core Arizona business, integration was
challenging, and San Diego had yet to hit expected growth targets. With the 60-40 arrangement not
working as well as anticipated, Rosztoczy contemplated firing or buying out his partner shareholder in the
hope of realizing a better turnaround.

He knew that with the Utah and Idaho acquisitions, he wanted to be the sole shareholder and own the
businesses outright to sidestep the managerial issues Stotz had encountered with their San Diego
acquisition. At the time, Stotz was a well-respected operator in a predominantly single market. Rosztoczy
had a strong entrepreneurial inclination and thought accordingly:

To make this deal work, we needed these stores to make money, and fast. Desperately
wanting to grow our business and foothold, | thought that Stotz, with our years of
experience in the industry, would be able to do this turnaround with our eyes closed. We
were doing great in location A—why couldn’t we do great in locations B and C, even if
they were a couple of states away? At our business, we expect to turn our assets three
times. The targets turned about 2.5 times. | was coming from a position of strength and
confidence and felt really good about our prospects.

By the end of the trip, Rosztoczy had individually negotiated with all four owner groups, signed on the
dotted line, and ended up paying a total of $10 million for the Utah and Idaho assets. All the assets were
transferred over the next four to six months, and Stotz started its geographic expansion with a high degree
of acquisition activity in a short period. The six acquired stores opened with new Stotz branding in the late
spring of 2015.

Trials and tribulations

The euphoria Rosztoczy felt after making the acquisitions was short-lived, and the 36 months that
followed were incredibly turbulent.

Upon completing the acquisitions, Stotz immediately brought in an outside general manager, Peter
George—an outsider both in terms of industry experience and company exposure. Rosztoczy planned to
oversee the core business in Arizona and appointed George to run the operations in Utah and Idaho.
Rosztoczy viewed traveling to Utah—plane tickets, hotel rooms, and meals—as an unnecessary expense:

They were expenses that we would rather not incur if we didn’t have to. | traveled up
there about once a month, but then | pretty much sat in a store managers’ meeting with
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the general manager, George, and we talked about what was going on; otherwise, | left
Utah and Idaho alone.

George inherited a situation in which he had to manage rampant inter-store competition while having no
cultural understanding of the Stotz operational headquarters, located approximately 1,000 miles away.
Nor did he understand the culture of the groups they had acquired. There were clear differences of
opinion on how the business should be run. Within two years after the acquisition, George was fired.
Rosztoczy explained some of the challenges:

Finding the right team members was tough going in Utah in those days when
unemployment was 2%, and companies were doing almost anything to retain their
people. It had been two years since the acquisition, and every time | got on the plane to
Utah, | could not help but think about our monthly debt payment of $106,000" to the
bank. We had to get it right and quickly.

A second general manager, Kevin Smith, was hired in 2017 to oversee the Utah and Idaho division. By the
end of that year, Stotz was still struggling with the complexity of its expansion in the new territory and
had not seen much improvement in its asset turnover. Business in Arizona flourished, yet the Utah division
kept bleeding money (see Exhibit 6 for the actual financial performance in 2016 and 2017), and customer
satisfaction was dwindling due to poor service. The Arizona stores helped finance the Utah and Idaho
stores, but at some point, these stores would have to stand on their own. Disaster struck again and the
second manager, Smith, was fired after only a year’s service.

By 2018, three years after the initial acquisition in 2015, Rosztoczy was desperately scrambling and sought
help from the managers of the Arizona stores. Five of them agreed to travel to Salt Lake City for four days
each week over a six-month period to do a root-cause analysis of the flailing Utah and Idaho businesses
and assist in managing the transition that was still in process despite acquiring the businesses a number
of years earlier. Asking the managers to travel back and forth had to be a temporary solution since the
Arizona stores still required much of their attention. It was also during this time that Keith Greenwood
was hired as Utah and Idaho’s third general manager to help clean up the acquisition gone bad.

What'’s next?

It was a Thursday night in early 2018, and Rosztoczy and the core Arizona management team of five were
sitting at the Salt Lake City airport, waiting to catch their flight back to Phoenix. Rosztoczy pondered the
first time he had flown to Utah with Locke in 2015, full of vim and vigor, to meet with the target
dealerships. The last three years had been harrowing, and Rosztoczy constantly felt like he was treading
water.

Rosztoczy and the core team had just spent four days in Utah and Idaho visiting the flailing stores and
meeting with Greenwood, the recently appointed third general manager of the division. Rosztoczy was
hopeful about Greenwood’s appointment, he seemed to have a hands-on approach and echoed many of
Rosztoczy’s thoughts on building the Stotz culture. During Greenwood’s first few months, the dealership
closed two of the acquired locations and consolidated several others. A promising start, but would this be
enough to save the group? The remaining Utah stores were still in bad shape, underperforming and
draining cash. What’s more, unsatisfactory customer experiences threatened to tarnish the Stotz brand
and its legacy that had been carefully built over the last six decades.

" Loan summary: $10 million loan, 5% interest rate, 10-year amortization, 5-year balloon.
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Rosztoczy and the core team shared a meal at the airport to debrief on their experiences in Utah over the
last few days. The week had been nothing short of exasperating. Rosztoczy had solicited feedback from
every manager, and each had presented a list of things to be fixed in the store they had analyzed. The lists
were extensive. What had not initially dawned on Rosztoczy was that, despite the acquisitions’ optimal
clustered geographic locales, which he had hoped would help fend off competition, they were in fact, a
disparate group of stores without any cohesion or linkage amongst themselves. Rosztoczy had thus signed
up for multiple integrations, not just one, resulting in a transaction and transition filled with folly and
complexity. Stotz had a great base business in Arizona, but the company’s flurry of acquisition activity had
not been successful. The problems facing the Utah stores included people and process challenges, and
addressing these would be no quick fix. However, fixing them was key to Stotz’s long-term viability and
partnership with John Deere. Rosztoczy reflected on the situation:

When it came down to the wire, | was faced with two options: fix or sell. Upon acquisition,
the Utah and Idaho assets had been turning at 2.5 times, and we wanted to get that up
to at least 3. With our legacy and level of expertise, this should have been an attainable
goal. But in the three years since the acquisition, we had not been able to make this a
successful turnaround story, and the monthly debt was weighing heavily on the entire
business.

Alternatively, we could have sold the acquisitions and probably recouped most of the
initial $10 million capital, but we would have lost whatever had been spent on P&L each
year. What's more, it would undoubtedly signal to Deere that we, despite our long legacy,
were not up to the task, leaving us with an utterly damaged reputation and working
relationship. We were bleeding money, but | just could not get myself excited about
selling them. | think, for better or for worse, it was partly my ego. | just could not accept
that we couldn’t figure it out. Of course, the first part of the decision-making analysis is
what cash flows we can generate and what those cash flows are worth today.*

With legacy and long-term viability at stake, Rosztoczy paused. Why did they make these acquisitions in
the first place? Were serial acquisitions a good strategy for Stotz? If they decided to fix them, were there
any guarantees that they could make the merger work and produce a successful turnaround? Did they
need to create an acquisition playbook? How would they manage and integrate the stores? What systems
and processes did they need in the base business to successfully run the add-on businesses?

¥ Rosztoczy anticipated free cash flows for the Utah and Idaho business over the next five years (expressed in
millions) equal to: Year 1: $1.1, Year 2: $1.3, Year 3: $1.4, Year 4: $S1.5 Year 5: $1.6, and a terminal value of $13.5.
Rosztoczy thought his weighted average cost of capital was 10%.
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Exhibit 1: Stotz family tree

Elder and Rosztoczy Family Tree

Mott Elder
Great Grandfather

Fred Elder
Grandfather

Mott & Fred Elder

Diane (Elder) and
Ferenc Rosztoczy

Tom Rob
Case Protagonist Brother

Tom, Diane, Rob & Tom Rosztoczy
Teddy Rosztoczy
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Exhibit 2: Stotz Equipment’s roadmap

7

STOTZ
Arizona Machinery SRS
Enter North America Fred Elder and partners founded
Fred Elder moves to the U.S. Arizona Machinery
The Elders settle in Argentina 2nd Gen Deere Salesman The Split
Mott Elder settles in Argentina as a Fred Elder graduates from Kansas Fred splits from his partners
John Deere salesman. Fred Elder State and works as a John Deere and retains the Deere
born later salesman in Phoenix dealerships 1972
. Watergate
Tom Takes the Reins Scandal
After a decade in the family Expansion
business, Tom Rosztoczy takes over Ferenc Rosztoczy constructs
and rebrands to Stotz Equipment Stotz Dairy
Young Blood A Hungarian Son-in-law
Tom Rosztoczy graduates from Ferenc Rosztoczy replaces
2008 Stanford and joins the family Fred Elder
Global business
Financial
Crisis Hello Utah 2nd GM Fired What’s Next?
Stotz acquires 4 owner groups in Smith oversees Utah for a year but Should Utah be
and around Salt Lake City makes no progress fixed or sold?
1st GM Fired Greenwood Shows Promise
George runs the Utah division for Greenwood appointed as 3rd
2 years without success Utah GM. The management team

starts traveling to Utah
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Exhibit 3: Geographical development opportunity: Arizona to Utah and Idaho

. 6 Utah and ldaho Stores
. 4 Arizona and California Stores
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Exhibit 4: Stotz Equipment Financials”

STOTZ EQUIPMENT GROUP, INC. AND SUBSIDIARIES
(FORMERLY KNOWN AS ARIZONA MACHINERY CO.)

CONSOLIDATED BALANCE SHEETS
AS OF SEPTEMBER 30, 2017, 2016, 2015 AND 2014

2017 2016 2015 2014
ASSETS {Unaudited)
CURRENT ASSETS:
Accounts receivable, net of allowance for
doubtful accounts of $280 000 48,928,100 48,121,600 47,462,400 46,609,300
Cash $2,300 $148,000
Current portion or notes receivable $312,500 $975,300
Inventories, net of LIFO reserve 423,935,300 525,538,800 424,189,800 514,551,400
Total current assets $33,175,900 534,635,700 $31,654,500 521,309,300
PROPERTY AND EQUIPMENT, net $8,793,100 59,043,200 57,433,400 $4,309,800
OTHER ASSETS:
Related party receivables $43,200 $14,200 $9,500 $824,100
Notes receivable, net of current portion $276,500 $421,900 $520,000 $866,000
Land held for investment 43,509,300 53,459,500 43,555,500 $3,502,800
QOther non-current assets $304,700 $321,300 $371,500 $650,400
Total other assets $4,133,700 54,216,900 54,456,500 $5,843,300
Total assets 54_5 102,700 $47 895,800 $43,544,400 $31.462,400
LIABILITIES AND SHAREHOLDERS' EQUITY
CURRENT LIABILITIES:
Bank overdraft $125,500 $180,500
Line of credit $12,972,000 410,851,800 43,985,200 42,814,100
Due to lohn Deere 48,908,300 $12,218,800 $16,379,500 49,552,800
Accounts payable and accrued expenses 44,961,300 $5,826,400 44,072,500 $3,412,300
Notes payable - related party $1,703,700 $2,509,700 $3,386,600 $2,967,400
Current notes payable $754,200 $632,000
Current portion of long term debt $181,500 $152,300 593,700 $105,400
Total current liabilities $29,606,500 532,371,500 $27,917,500 $18,852,000
LONG TERM DEBT, net of current portion $1,513,200 41,534,000 41,475,100 41,664,000
DEFERRED GAIN ON SALES $2,285 900 41,231,500
MINORITY INTEREST $1,627,600 51,889,200 51,445,600 $390,800
SHAREHOLDERS' EQUITY:
Common stock, $100 par value, 200,000
shares authorized, 16,314 issued and
outstanding as of September 30, 2003 and 2002 $1,631,400 51,631,400 $1,645,300 $1,630,700
Additional paid-in capital $2,078,700 42,078,700 $2,143,400 41,864,700
Retained earnings $9,645,300 58,391,000 56,631,600 $5,828,700
Total shareholders' equity $13,355,400 512,101,100 $10,420,300 $9,324,100
Total liabilities and shareholders’ equity $46,102,700 $47,895,800 $43 544,400 £31,462,400

* When Stotz made the acquisition of $10M in 2015, part of it was allocated to accounts receivable (AR), which went up by
$852,500, and part of it was allocated to ‘Inventories,” which went up by $9,638,400. On the liabilities side of the balance sheet,
part of the debt was allocated to ‘Due to John Deere,” which went up by $6,826,600; ‘Line of credit’ went up by $1,171,100,
‘Minority Interest’ went up by $1,054,800, and ‘Retained earnings’ went up by $802,900.

** ‘Due to John Deere’ means that much of what Stotz acquired wound up being inventory (new equipment, used equipment,
and parts). All four owner groups had debt to Deere tied to their inventory. The transaction worked such that Deere effectively
bought the inventory from the seller, used it to settle the debt, and then they sold the inventory to Stotz and financed it for them.
As a result, the bulk of the initial financing for the deal came from Deere.
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Stotz Equipment Financials (continued)

STOTZ EQUIPMENT GROUP, INC. AND SUBSIDIARIES
(FORMERLY KNOWN AS ARIZONA MACHINERY CO.)

CONSOLIDATED STATEMENTS OF INCOME
FOR THE YEARS ENDED SEPTEMBER 30, 2017, 2016, 2015 AND 2014

2017 2016 2015 2014
SALES AND OPERATING REVENUE $93,028,100 $91,971,700 $68,441,400 $54,011,200
COST OF GOODS sOLD 569,219,800 $70,542,800 $51,560,700 541,631,600
GROSS PROFIT $23,808,300 $21,428,900 $16,880,700 $12,379,600
OPERATING EXPENSES $22,159,800 $21,308,500 $16,088,000 $11,482,100
INCOME FROM OPERATIONS $1,648,500 $120,400 $792,700 $897,500
OTHER INCOME (EXPENSE):
Interest income $238,900 $318,100 $331,700 $298,400
Interest expense -$682,300 -$526,000 -$489,500 -$627,000
Gain on sale of assets $192,900 $2,303,100 $693,500 $69,700
Total other income (expense), net -$250,500 $2,095,200 $535,700 -$258,900
INCOME BEFORE MINORITY INTEREST $1,398,000 $2,215,600 $1,328,400 $638,600
MINORITY INTEREST IN LOSSES OF SUBSIDIARIES $166,300 $349,500 $120,000 $121,000
NET INCOME $1,564,300 $2,565,100 $1,448 400 $759,600
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Exhibit 5: Utah and Idaho: Rosztoczy’s Financial Projections at Acquisition

GRAND TOTALS UTAH & IDAHO: PROJECTIONS
Balance Sheet

2018 2017 2016 2015

CURRENT ASSETS
Cash $5,000 $5,000 $5,000
AR 51,198,365 §1,069,650 $911,500
Notes Rec $119,863 -$45,453 $129,074 $2,766,000
Inventory $10,979,239 §9,973,766 $8,640,390 $8,340,000
Other Misc $700,000 $800,000 $900,000 $1,000,000
Total Current Assets $12,302,467 $11,002,963 $9,685,964 $11,106,000
FIXED ASSETS
PP&E $907,440 $922,800 $932,000 $1,024,000
Total Fixed Assets $907,440 $922,800 $932,000 $1,024,000
TOTAL ASSETS 513,209,907 $11,925,763 $10,617,964 $12,130,000
LIABILITIES & EQUITY
CURRENT LIABILITIES
A/P Deere 47,009,554 46,423,814 $5,558,306 46,970,000
A/P Other 41,026,307 $940,120 $832,306 $1,160,000
Taxes Payable $190,000 $150,000 $70,000
Total Current Liabilities $8,315,361 $7,513,934 $6,460,702 $8,130,000
OWNER'S EQUITY
Capital Stock 54,000,000 54,000,000 54,000,000 $4,000,000
Retained Earnings $794,047 $311,830 457,262
Total Current Equity $4,794,047 $4,311,830 $4,057,262 $4,000,000
TOTAL LIABILITIES & EQUITY 513.1w $11 825,764 lel517|954 §12I13D|DDD
CASH FLOW
Beginning Cash $5,000 $5,000
Add Notes Rec -$45,453 §129,074 $2,766,000
Add Retained Income 5482,217 $254,568 457,262
Add Depreciation $184,560 $186,400 $204,800
Changes in A/R -§128,715 -$158,150 -$911,500
Changes in Inventory -$1,005,473 -$1,333,376 -$200,350
Changes in A/P Deere $675,740 $865,508 -$1,411,694
Changes in AfP Other $126,187 $187,724 $257,604
Changes in PP&E ~$169,200 ~$177,200 -$112,800

CASH REMAINING $124,363 -$40,452 $134,074
Ending Cash §5,000 $5,000 $5,000
Ending Notes Rec 5119,863 -545,452 5129,074

TOTAL CASH $124 863 -$40,452 5134074
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Utah and Idaho: Rosztoczy’s Financial Projections at Acquisition (continued)

GRAND TOTALS UTAH & IDAHO: PROJECTIONS
Income Statement

2018 2017 2016
SALES
Total $31,759,700 $28,477,000 $24,670,000
COST OF GOODS SOLD
Total $24,703,939 $22,395,510 $19,661,300
GROSS MARGIN $7,055,761 $6,081,490 $5,008,700
EXPENSES
Salaries $2,032,775 $1,840,500 $1,625,000
Benefits (18%) $589,403 $537,721 $477,540
Demonstration $149,541 $133,630 $114,800
Warranty $166,516 $148,519 $208,390
Vehicles $269,400 $251,000 $202,000
Rent $613,732 $603,720 $594,000
Utilities $231,513 $211,537 $163,000
Supplies $264,624 $238,635 $210,150
Travel $95,279 $85,431 $74,010
Advertising $210,117 $190,765 $162,150
Insurance $158,799 $142,385 $123,350
Depreciation $184,560 $186,400 $204,800
Repair & Maint $132,628 $118,062 $102,120
Interest
Taxes $64,035 $56,145 546,350
Other $392,196 $350,155 $307,050
Total $5,555,115 $5,094,605 $4,614,710
INTEREST INCOME 518,528 -$13,574 $122,655
Admin Fee Due $517,683 $464,175 $402,121
Admin Fee Paid $517,683 $464,175 $402,121
NET INCOME $964,435 $509,136 $114,524
LLC DISTRIBUTION $482,217 $254,568 $57,262
RETAINED INCOME $482,217 $254,568 $57,262
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Exhibit 6: Utah and Idaho’s Actual Financial Results

UTAH & IDAHO: ACTUALS

2017 2016

CURRENT ASSETS

Cash ($297,837) ($196,877)

A/R 53,244,051 $2,855,666

Current portion of notes receivable 5570,225 51,086,194

Inventory / net of LIFO 515,243,745 512,080,541

Total Current Assets $18,760,185 515,825,524
FIXED ASSETS

PP&E 51,092,918 51,133,908

Total Fixed Assets 81,092,918 51,133,908

OTHER NON CURRENT ASSETS $100,820 559,866

TOTAL ASSETS §19|953|922 §1?|019|293

LIABILITIES & EQUITY
CURRENT LIABILITIES
A/P Deere
A/P Other
Notes Payable - related party
Notes payable

Current portion of notes payable

Total Current Liabilities {518,113,323)

Long term portion of notes payable (564,252)

Deferred gain on sales - -

Total Liabilities ($18,177,575) ($14,024,738)
OWNER'S EQUITY

Common Stock ($400,000) ($400,000)

Additional Paid in Capital - -

Retained Earnings 51,005,440 ($20,248)

Current Year Income Earnings 51,218,213 51,025,688

Total Stotz Sharehelders Equity |§1I??E|347| ’§2|994|560|

Minority Interest - -

Total Shareholders Equity (51,776,347) ($2,994,560)
TOTAL LIABILITIES AND EQUITIES |§19|953|922| IEI?.DIB.ZBBI

Balance Sheet

($3,432,988)
($2,106,567)
($12,573,768)

($5,299,614)
($1,686,829)
(67,038,295)

($14,024,738)
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Utah and Idaho’s Actual Financial Results (continued)

UTAH & IDAHO: ACTUALS

SALES
Total

COST OF GOODS SOLD
Total

GROSS MARGIN

EXPENSES
Salaries
Employee Benefits
Warranty
Repairs and Maintenance
Depreciation
Bad Debt Expense
Other Expenses
Total

INCOME FROM OPERATIONS
Interest Income
Interest Expense
Gain on sales of assets
Gain or loss on K1 Activity
Provision for federal taxes
Write-down expenses

Income Statement

NET INCOME BEFORE MINORITY INTEREST

MINORITY INCOME

NET INCOME OF STOTZ EQUIPMENT

2017 2016
$30,644,717 $31,906,165
$25,265,223 $26,941,399
$5,379,494 $4,964,766
$2,474,053 $2,454,578
$826,133 $859,757
$590,003 $238,855
$234,184 $218,330
$135,412 $99,255
$105,195 $153,995
$1,761,735 $1,708,958
$6,126,716 $5,733,728
($747,222) ($768,962)
$120,586 $89,876
($405,962) ($205,734)
$309 $5,927
S0 S0
S0 S0
($185,888) ($146,795)
($1,218,177) ($1,025,688)
SO S0
$1,218,177 $1,025,688
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This case has been developed for pedagogical purposes. The case is not intended to furnish primary data, serve as an
endorsement of the organization in question, or illustrate either effective or ineffective management techniques or strategies.

Copyright 2020 © Yale University. All rights reserved. To order copies of this material or to receive permission to reprint or all
of this document, please contact the Yale SOM Case Study Research Team: email case.access@yale.edu.
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February 22, 2020.
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192, Harvard Business School Publishing, April 4, 2002.

5 One example would be an industry, such as semiconductor design, where technological innovation (i.e., ‘building
a better mousetrap’) is the primary means of achieving competitive differentiation and sustaining it over time. It
could be argued that semiconductor manufacturing is also a poor candidate for serial acquisition, but for different
reasons. Although economies of scale clearly matter, the minimum efficient scale is too large and the level of
’steady-state’ capital expenditures (i.e., the amount of ongoing reinvestment required) is too high.

6 Ashish Nanda, “Scale and Scope in Professional Services Firms,” Harvard Business School Case 9-903-117, revised
April 14, 2006, p. 1.

7 Ashish Nanda, op. cit., p. 3.

8 Stotz’s other product lines include the following: AerWay, Alamo, Art’s Way, Bigham Brothers, Brandt, Darf,
Demco, Domries, Frontier, Gearmore, General Implement, Great Plains, Harvest Tec, H&S, Haybuster, Hillsboro
Trailers, Honda, J&M Manufacturing, Jay-Lor, JCB, Loftness, Kirby, KMW Loaders, Krone, Kuhn/Kuhn Krause,
Landoll/Brillion, McNeil Marking, Orthman, Paiute Trailers, Parma, Rhino, Riata Rakes, STIHL, T.G. Schmeiser, Tiger
Mowers, Wil-Rich, and Wishek.
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