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Acquisitions can significantly accelerate top 
line growth and often make the headlines, 
but the failure rate of M&A is extremely 
high – measured in net financial value creation. 

Extensive studies and research show failure 
rates for M&A deals ranging from 50%1  and up 

to as high as 90%2. In our own 2016 pan-Nordic 
M&A survey, respondents from across the Nordic M&A com-
munity – including business development, line management 
and private equity – rate only 62% of their own deals as suc-
cessful. However, studies also show that companies that are 
actively engaged in M&A, i.e. frequent acquirers, on average 
over a multi-year period outperform inactive M&A compa-
nies, i.e. companies that do not make any deals, in terms of 
total shareholder return results generation3. This begs the 
question: What is it that the most successful acquirers do to 
achieve success? 

Our guide is meant as a practical reference handbook on 
how to increase the likelihood of M&A success for business 
executives who may not already have significant M&A  
experience. In this introduction, we share tools, methods  
and insights that are tried and tested and have proven to 
increase the likelihood of M&A success over time. It is not 
our ambition to provide an exhaustive guide to how to  
manage all M&A situations, but focus is on the following 
three themes: 

Article 1: Successful M&A strategies – outlining five M&A 
strategy considerations that have proven to increase the 
likelihood of successful M&A across industries over time.

Article 2: Due diligence success factors – focussed on  
practical tips and tools, including due diligence for  
commercial, operational, supply chain, IT as well as  
leadership and team. 

Article 3: Success factors for post-deal impact – outlining 
key considerations for impact post deal, which synergies  
have the highest success rates and the key to realising these 
synergies. 
 
Each theme is published as a separate article. This article  
focusses on the second theme: Due diligence success  
factors.

We share findings based on our experience from working  
on a large number of pre-deal and post-deal situations,  
our latest 2016 pan-Nordic M&A survey and the recent M&A  
with Impact event in Stockholm where 40+ senior M&A 
professionals shared their insights, tools and experience  
with how to improve the odds of M&A success. 
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Conducting a due 
diligence is essential to 
understand what you are 
buying and to establish 

a clear picture of the 
fundamental value of the 

business, i.e. what the main 
upsides and risks are. In summary, a 
due diligence gives us access to more 
information to: 

A. Understand the target business,  
the market and the customers.

B. Identify strengths and weaknesses 
and the competitive position of the 
business.

C. Identify improvement opportunities 
(stand-alone).

D. Identify and understand key risks.
E. Identify possible synergies and how 

to run the company.
F. Prepare for successful negotiation 

and acquisition.

Due diligence may consist of com-
mercial, operational, financial, legal, 
organisational (management) and  
environmental investigations etc., and  
there are many ways of doing these 
investigations – see examples below  
(figure 6). 

Due diligence  
– Understand what you are buying

Commercial
 ` Business plan 
stress testing

 ` Market and 
customer  
attractiveness  
and dynamics

 ` Industry structure 
and dynamics

 ` Competitive  
position

 ` Distribution  
channel dynamics

 ` Top-line  
opportunities

 ` Business plan 
review

 ` Risks and  
opportunities

Operational
 ` Cost structures  
and drivers

 ` Operational 
improvement

 ` Cost synergies 
assessment

 ` Integration  
capabilities

 ` Risks and  
opportunities

Financial
 ` Review financial 
statements and 
management 
accounts

 ` Basis for future 
business plans

 ` Valuation
 ` Deal financing
 ` Risks and  
opportunities

Legal
 ` Target liabilities 
and potential  
risks

 ` Competition 
authority  
implications

 ` Transaction 
mechanics,  
execution  
and closing

 ` Risks and  
opportunities

Organisation
 ` Management  
team capabilities 
and commitment

 ` Organisational 
structure and  
efficiency

 ` Important 
members of the 
organisation

 ` Organisational 
culture

 ` Risks and  
opportunities

FIGURE 6. EXAMPLES OF DIFFERENT TYPES OF DUE DILIGENCE

B

M&A strategy  
and target list
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It is, however, the operational and  
commercial due diligence that mainly 
drive value through key components 
such as operating profitability (e.g. 
EBITDA), net working capital (NWC) 
and capital expenditure (e.g. CAPEX) 
and that subsequently impacts the 
company’s free cash flow (FCF) from 
operations and investments (figure 7).

On page 5 are some examples of refer-
ence commercial and operational due 
diligence checklists, which are not 
complete and exhaustive (figure 8):

To begin with, it is important to ensure 
that the due diligence approach is 
driven by clear and defined hypotheses 
that can be broken down and tested. 

This should guide the focus of the 
due diligence process, including what 
questions to ask, and what market and 
company research and analyses to con-
duct. In fact, it is very important not to 
launch an all-encompassing market and 
company description review, but rather 
to link the due diligence strongly to the 
relevant deal thesis and hypothesis and  

FCF

Cash flow from 
operations

NWC

EBITDA 
(after tax)

Cash flow from 
investments

M&A

Buildings

Equipment

Inventories

Raw material

WIP

Receivables Customers

Payables Suppliers

Finished goods

Acquisitions

Competitor positions

Value chain position

Sourcing strategy

Outsourcing

Supply chain optimisation

Distribution channels

Geographical focus

Product range

Customer segments
Turnover

Sales volume

Price

Variable costs
Raw material

Labour

Fixed costs
Overhead

Other

InvestmentsCAPEX

FIGURE 7. EXAMPLE OF A DUE DILIGENCE VALUE DRIVER TREE
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FIGURE 8. EXAMPLES OF DUE DILIGENCE CHECKLISTS – NOT EXHAUSTIVE

Pre-deal internal view Pre-deal external view

Results and plans

 Historic results vs.
 ` Budgets
 ` Market  
developments

 ` Competitor  
benchmarks

Financial review, including 
value drivers and  
opportunity assessments
 ` Sales, profitability  
and costs

 ` NWC/fixed assets
 ` Valuation

Pressure test plans 
(value and feasibility)
 ` Business and  
integration plans

 ` Investment  
memorandum

 ` Management  
presentations

Operations

Management team  
functional and leadership 
capabilities assessment

Organisational efficiency 
audit

End-to-end process  
maturity and efficiency
 ` Commercial excellence*
 ` Operational excellence*

Product assortment and 
innovation
 ` Product line profitability
 ` Core and complexity 
review

 ` Innovation processes

IT setup and operations

Competitors and market

Market mapping
 ` Profitability  
development

 ` Market size
 ` Growth
 ` Trends and drivers
 ` Granular heat map
 ` Growth from core map

Competitor review
 ` Description/profile
 ` Financial performance
 ` Valuation multiples
 ` Market position 
(relative market share)

 ` Assortment/pricing 
benchmarking

 ` Strengths and  
weaknesses

 ` Best practices
 ` Exit options

Customers and suppliers

Customers/distributors
 ` Segmentation
 ` Attractiveness
 ` Requirements

Customer strength  
and feedback
 ` Company strengths  
and weaknesses

 ` Satisfaction and Net 
Promoter Score

 ` Value proposition  
advantages

 ` Primary view on market 
growth and trends

Suppliers
 ` Performance
 ` Feedback
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FIGURE 9. AN EXAMPLE OF A HYPOTHESIS-DRIVEN APPROACH TO TEST TARGET VALUE DRIVERS 

Hypotheses Key activities Key sources of information

Desktop research, market reports, interviews 
with industry experts on customers,  
competitor research

Management interviews, interviews with 
industry experts, customers

Data room, customer interviews,  
management interviews

Estimate market size, growth and  
growth drivers

Assess growth potential within each 
business segment

Identify potential growth pockets (share-
of-wallet of existing key customers, new 
customers and/or industries)

There are evident 
growth potentials 
in the target’s core 
business

1.2

Desktop research, management interviews, 
customer interviews, competitor research

Desktop research, management interviews, 
customer interviews, competitor research

Desktop research, management interviews, 
customer interviews, competitor research

Assess product line growth outlook, incl. 
key drivers and limitations

Determine how the target can realise  
the potential of the growing market in 
the most efficient way

Evaluate fit of product portfolio vs  
customer growth segments and  
profitability in customer segments

The target’s  
business plan and 
strategy are robust 
and include   
upside potential

1.3

Management interviews, capability survey, 
organisational diagnostics

Management interviews, capability survey, 
organisational diagnostics

Evaluate management experience  
and track record in organic growth, M&A 
growth

Evaluate management understanding  
of market, customer needs, competition, 
clarity in value proposition

The target  
organisation is  
set up to deliver on 
plan

1.4

Customer interviews (existing and new), 
data room, desktop analysis, competitor 
research

Customer interviews (existing and new), 
data room, desktop analysis, competitor 
research

Customer interviews, external expert  
interviews

Customer interviews

Estimate market shares and growth in 
market shares

Map competitor offerings, value  
proposition, price

Net Promotor Score

The target has  
a strong and  
sustainable  
market position

1.1

Understand customer lock-in,  
switching costs
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focus on proving and uncovering  
relevant market and company attractive- 
ness as well as risk factors rather than 
“boiling the ocean” in an unguided and 
unstructured way (figure 9).

In addition, a due diligence typically 
lasts only a few weeks, which is why it 
is vital to frontload work and draw up 
a due diligence work plan with weekly 
touchpoints across work streams to 

ensure good progress and alignment. 
An example is given below (figure 10). 
Through focussed weekly sprints, the 
team aims to prove or disprove the 
hypothesis.

FIGURE 10. AN EXAMPLE OF A DUE DILIGENCE WORK PLAN WITH WEEKLY TOUCHPOINTS

Project plan

Mapping of market 
trends

Market and segment sizing, addressable market

Further analyses

Performance sustainability

Operational improvements

Requirements to transform

Assessment of execution  
abilities (incl. management  
assessment)

Competitor mapping

Customer understanding and purchasing criteria

Company analysis (financials and identification of growth options)

Complete  
documentation and 
generate clear  
recommendations

Conclusions  
based on 2 weeks  
of analyses

P
ri

m
ar

y 
 

an
al

ys
es

Week 1
Initial research

Week 2
Interviews and management input

Week 3
Analysis and reporting

Week 4
Consolidation

Plan and 
book man-
agement 
interviews

Desktop market 
research

Interview 
with 
internal/ 
external 
market 
specialistsK

ey
  

ac
ti

vi
ti

es

Conduct customer and  
management interviews

Finalise analyses, summarise 
interviews and prepare final 
report

Market and company analyses Additional interviews as needed

Kick-off meeting Review meeting 1

Input on preliminary findings Input on final findings

M
an

ag
em

en
t 

in
te

ra
ct

io
n

First findings  
and agreement  
on potential  
adjustments for  
the way forward

Presentation of results for 
key hypotheses and  
possibility for the PE fund  
to end the process

Presentation of final results  
and recommendations

R
ep

o
rt

in
g

Final reportPreliminary report

D
el

iv
er

ab
le

s

Reporting  
sessions DeliverablesManagement 

meetings

2 3
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The due diligence usually leads to an 
overview of the value and risks  
associated with the deal. To put a 
monetary value on the deal, there is 
also an action to value the company  
as well as the value of potential  
synergies and dis-synergies. There are 
many ways to value a company, and  
we will not go into detail about this, 
since much has already been written 
elsewhere about this, e.g. “Valuation”19. 

In short, however, we can say that there 
are three ways that can be considered.

1) Book/asset value
1. This involves looking at the book  

value of possible assets being  
targeted.

2. Sometimes used as a proxy for  
value, but often does not reflect  
true market value.

3. Typically represents minimum  
value desired, and, if possible, make 
sure to sell above book asset value, 
or else a write-down loss will be  
required.

4. Most often used when the deal 
mainly involves buying tangible  
assets rather than buying operating 
business. Tangible assets may  
include factory machines,  
vehicles, buildings and/or land etc. 

2) Net present value (NPV) of future 
cash flow
5. This involves projecting the future 

cash flow of the business being  
considered and estimating the  
current net present value of the  
cash flow.

6. This is a good way to establish the 
value of the business.

7. It is important to base the cash flow 
projection scenarios on a realistic 
forward-looking plan.

8. A very strong benefit of this tool  
is that it can be used to model and  
understand valuation sensitivities, 
e.g. what happens to perceived  
value if revenue or costs alter  
dramatically. 

3) Market multiple comparisons 
(e.g. EBIT/enterprise value, sales/ 
enterprise value etc.)
9. This involves estimating the market 

value of a business based on com-
paring the target business, e.g. sales, 
EBIT or other financial results, to 
comparable listed companies, and 
thereby estimating the likely market 
value of the target company –  
assuming that these companies are 
likely to be valued in a similar way.

10. If available, this is often used to  
give a top-down and quick under-
standing of the possible market- 
driven value ranges of a given  
company.

11. It is a very good complement to the 
NPV evaluation and is often used to 
calibrate and sense check the NPV.

12. Obviously, if used, it is important to 
ensure that relevant comparisons are 
being used. 

4.1. Due diligence success factors
Our recent M&A with Impact panel 
discussion revealed the following key 
due diligence success factors20:

It is highly important to learn to  
sense trouble
Frequent acquirers outperform in M&A 
mainly because of their accumulated 
experience over time. It is important to 
pay attention to one’s own gut feeling.

Be aware of the “deal fever”
Many professionals fall into the trap  
of deal justification. It is important 
not to be naive or to overestimate the 
potential of each deal. A pre-analysis 
must be done well, and each deal 
should improve the company value.

Companies should be aware of  
their expertise
Companies should be aware of  
their position and where their key 
know ledge about acquisitions lie.  
Is the company’s main experience  
within a centralised or a decentralised 
organi sational structure?

19  Valuation: Measuring and Managing the Value of Companies, Tim Koller, Marc Goedhart, David Wessels,  
McKinsey & Company Inc.

20  Panel included: Peter Nilsson, Senior Industrial Advisor to EQT and former CEO of Sanitec; Conny Karlsson, Partner 
at CapMan; Jan Dahlqvist, Partner at Polaris; Mikael Norlander, Senior Investment Manager at Ratos; Henrik Åstrom, 
Group Finance Director, Head of Treasury and M&A at Fagerhult

Experience beats 
theory – Learn to  
sense trouble

“ Frequent 
acquirers 
outperform”
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Management assessment is difficult 
during the pre-deal period
It is hard to assess the management 
potential during the pre-deal period,  
as access to management may be 
difficult and limited. Therefore, a good 
place to start is to assess their previous 
achievements.

4.2. Saving time
A due diligence is rightly thought of as 
an exercise involving several analyses. 
This is all good, but too often un neces -
sary analyses are performed. The 
key is to delimit analyses to test deal 
theses – and evolved deal theses. Also, 
a great deal of time and costs can be 
saved by starting analyses where the 
deal theses are weakest and/or can 
potentially be disproved with the least 
effort. Most deals have several deal 
breakers, and these should be analysed 
first. Yet, many due diligence processes  
start out by analysing market size, 
which is very rarely a deal breaker. 
Instead, starting out by looking at 
e.g. barriers to entry or competitor 
products in the pipeline coupled with 
customer needs analyses may disprove 
deal theses much faster, saving signi-
ficant time and costs.

4.3. Due diligence examples
In this section, we introduce eight  
different examples of how to conduct a 
due diligence (see figure below):

4.3.1. Market attractiveness
Market definition coupled with  
deal thesis
Before conducting a market analysis, 
be clear on what your target market  
is and which customers are included  
in that market (e.g. demographics,  
geography and products/services). 
Also be clear on segments in the  
market to capture differing growth 
rates and customer preferences in 
market segments, which in the very 
competitive deal environment of  
today is often key to finding worthwhile 
acquisitions.

Size and growth 
Market analyses typically start with 
market sizing and growth. Coming up 
with an exact market sizing number 
can sometimes be difficult, which is 
why estimating if the market is “big 
enough” will suffice. While market  
size is important, growth is often 
conside red more important – especially 
when the market is deemed  

“big enough”. Interestingly, back-of-
the-envelope triangulation (doing 
several analyses of the same thing 
but from different perspectives) often 
yields more useful results than a  
massive in-depth analysis – see example 
in figure 11. What is often important is 
to estimate the size and growth of  
specific market segments (i.e. applica-
tions, customer types, geography etc.). 
When it comes to estimating market 
growth, it may not be possible to have 
exact growth data. Here it is important  
to understand the market growth  
drivers and how they develop. Once 
customer preferences, growth,  
competition etc. in the market 
segments  are known, it is possible to 
get an overview of how attractive it is 
to invest in specific market segments. 
Analyses of adjacent market segments 
to target segments can provide very 
important information on predicting 
competitor moves – e.g. declining  
margins in one segment can force 
competitors into the segment you are 
targeting and greatly impact attractive-
ness and thereby your deal thesis.

Market

Competitors

Customers

Operations/R&D

Operations/sourcing

Operations/supply chain

I IV VII

II V VIII

III VI

Operations/IT

Leadership team and  
organisation

Due diligence examples
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FIGURE 11. EXAMPLE OF MARKET SIZING TRIANGULATION USING  
DIFFERENT APPROACHES TO VERIFY AND ESTIMATE MARKET SIZING

From target 
company 
investment 
memorandum

Current market 
size

SEK ˜0.3-0.8bn

SEK ˜0.5bn

SEK ˜0.5bn

  
SEK ˜0.5-0.8bn

SEK ˜0.6bn

SEK ˜0.7bn

SEK ˜1.4bn

SEK ˜1.4bn

PT  ` N/A

 ` Revenue add-up  
of recognised peers

 ` Density of PT per capita
 ` Average useful life of 4 years
 ` Assumed growth rate of 2%
 ` Average revenue per PT at   
SEK 8,000

 ` Extrapolated total customer 
count based on observed 
customer stocks for PS and  
PT companies

 ` Average spend per customer

 ` Assumes Swedish market size 
for suppliers of SEK 320m

 ` Estimated mark-up of 100%

 ` Swedish market spend per 
vertical extrapolated from 
target customer spend per 
vertical (industry and size)

 ` Assumed full penetration

PT

PS

PT

PT

PS + PT

Current market 
size

Current market 
size

Current market 
size

Current market 
size

Target verticals

PT units 
per capita

Customer 
count

Mark-up

Revenue 
add-up

Vertical  
spend  
estimate

PS

PT

Source

Market size for PT + PS products in Sweden

Full market  
potential or current  

market size

Estimate  
for Swedish market 

(BSEK)

Relevant 
niche

Assumptions
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 ` Value chain analysis
One of the most useful market analyses, 
particularly in B2B, is a value chain 
analysis. This analysis provides a good 
understanding all the way to the end 
customer, which can impact the  
whole value chain. Understanding the 

customer’s customer will typically 
provide insight and uncover value  
opportunities or threats you cannot see 
by only looking at the direct customer. 
Furthermore, regulation or regulatory 
changes in one part of the value chain, 
e.g. production, can impact all parts of 

the value chain. One example of this  
is when OEMs are restricted in the 
aftermarket (which has happened  
in some industries due to EU regula-
tion) – this has ripple effects through 
the value chain.

FIGURE 12. EXAMPLE OF VALUE CHAIN MAPPING

Material 
vendors 

(titanium,  
ceramic  

and surface 
treatment)

Machine  
equipment 

vendors 
(CAD/CAM, 

surface  
treatment)

Government and health authorities

Universities and research institutions

E
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g
e 
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f 
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p
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ie
n

ce
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s 
 

in
p

u
t 

to
 R

&
D

Material

Manufacturing  
equipment

Insurance companies and  
public health agencies

Implant  
manufacturing

Implant  
surface 

treatment

Implant  
design R&D

Implant  
surface 

treatment 
R&D

Implant  
sales and 

distribution
Patients

Dentists

Dental  
surgeons

P
ro

vi
si

o
n

 o
f 
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l 
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em
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Applied 
crowns and 

fulfilled 
 need for 

dental care

Need for 
dental care/ 

implants

Patient 
follow-up 

and implant 
maintenance

Applied  
dental 
screws

Research  
community 

findings

Research  
community 
findings

Research community 
interaction/exchange

Research community 
interaction/exchange

Research  
community 
interaction/ 

exchange

Need for  
application of 
dental screws

Dental refurbishmentRegulation of the use and approval of  
materials and dental technologies

Implant vendors Dental care
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Many of the topics typically included 
in a market analysis are covered below. 
Here are some examples of the most 
useful key questions to answer from 
the market part of due diligence:

 ` What market segment is the  
target operating in (definition  
of core market)?

 `  Is the market “big enough”?
 `  What market share does the  
target have?

 `  What is the overall market  
profitability?

 `  How has the market developed 
historically?

 `  What is the market growth  
segmented by price and volume 
changes?

 `  What are the key market trends  
and drivers?

 `  What is the projected market 
outlook?

 `  Which market drivers will influence 
the company’s growth?

 `  What are the key threats to  
sustained market development?

4.3.2. Competitors
A competitive analysis is a critical  
part of a due diligence process. With 
this evaluation, you can establish  
what makes the target’s product or  
service unique – to establish the  
target’s likelihood of succeeding with 
their profitable growth trajectory.

As for the market analysis, it is  
important to define who the main 
competitors are within the specific 
segment and the target’s differentiation 
and strength compared to those of the 
competitors. Based on customer needs, 

a number of competitive edge param-
eters can be listed, and a “gap analysis” 
can be conducted to define whether 
the gap is positive (competitive edge 
for target) or negative (competitive 
edge for competitor). The input for this 
gap analysis comes from interviewing 
the target’s customers.

If the current competitive landscape is 
not fierce, and the position is relatively 
strong, it is also key to evaluate possible 
barriers to entry into the market, thus 
establishing if the current situation is 
sustainable.
 
Examples of key questions regarding 
competitors
 ` What does the competitive  
landscape look like  
(main competitors)?

 `  What are the relative market  
shares in terms of revenue  
and volume?

 `  What are the margins and growth  
of the main competitors?

 `  What are the offerings of the main 
competitors?

 `  What are the main points of  
differentiation between competitors?

 `  How strong are the different  
competitors (competitive edge 
parameters)?

 `  What are the product pipeline  
and strategic focus of the main 
competitors?

 `  How are the target’s products  
priced compared to competing  
products?

 `  What is the level of price  
competition between players?

 `  What are the barriers to entry into 
the market?

4.3.3. Target’s customers 
It is of great value to conduct customer 
due diligence in order to gain pro-
prietary up-to-date customer  
feed back and point of view on the 
market and the target company. This 
allows the acquiring company to  
identify aspects such as the current 
level of customer satisfaction and  
loyalty, customer purchasing criteria, 
volume demand, estimated time to 
market and so on. This drives needed 
actions to improve the customer 
 experience, which is the most impor-
tant value driver for most companies.

To determine primary market feedback 
and the strength of relationships with 
customers, the approach typically in-
volves customer interviews, depending 
on number of countries and customer 
groups included. The “focus group’s” 
approach can also be used with suc-
cess. As a rule of thumb, a sample size 
of 30 interviews is normally considered 
sufficient for a normally distributed 
population, but smaller sizes could be 
acceptable in certain circumstances as 
well for a B2B business where the com-
pany does not have many customers. 
If the business targets many markets, 
then it is advised to obtain a sufficient 
sample size for each key market, e.g. if 
there are three key B2B  markets then 
target up to 3x30=90 interviews, if 
relevant. For B2C interviews, a much 
larger representative sample size is 
suggested, e.g. 300 or more interviews 
per market. Typically, this is conducted 
over several weeks (depending on 
scope and access) as a part of or a 
complement to the commercial due 
diligence process.

21  The One Number You Need to Grow by Frederick F. Reichheld. From the December 2003 issue of Harvard  
Business Review
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FIGURE 13. AN EXAMPLE OF A PROFITABILITY (EBIT %) COMPARISON 

EBIT levels differ between individual peers as well as between Swedish peers vs international groups

FIGURE 14. AN EXAMPLE OF NET PROMOTER SCORE (NPS) COUNTRY REPORT

Back-up: NPS country report: Germany
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Analyses and output examples include 
feedback on target company strengths 
and weaknesses and the Net Promoter 
Score21 (NPS), which allows scoring  
of customer relationships comparable 
to other companies’ relationship 
strengths.  The NPS can be assessed on 
an overall level and split into countries, 
customer segments and/or product 
groups. Other analyses include an as-
sessment of customers at risk, revenue 
at risk and margin contribution at risk, 
in total and by country, as well as an 
understanding of the reasons for churn, 
what competitor the customer left for, 
and what can be done to reduce churn 

(figure 14). It is also important to under-
stand and verify customer purchasing 
criteria and the customer’s view on 
target and competitor value proposition 
advantages and disadvantages as well 
as the primary view on market growth 
and trends.

Examples of key questions for a  
customer due diligence
 ` What are the customer’s key 
purchasing criteria?

 ` What is the relative importance  
of each key purchasing criteria?

 `  How do the target and key competi-
tors perform on the customer’s key 

purchasing criteria?
 `  What are the target’s strengths/
weaknesses from a customer 
perspective?

 `  What is the customer’s spend/
bud get outlook going forward?

 `  Is there anything you are missing  
in today’s offerings?

 `  How likely are customers to recom-
mend target on an NPS scale from  
1 to 10? 

 `  What is the level of repeat business?
 `  What is the level of lost customers 
(churn) and reasons? 

 `  Who are possible customers at risk, 
and how many are they?

Site visit and  
in-depth  
interviews 

Key deliverables 

 ` What are the top five achievements for the past five years?
 ` Are R&D projects frequently on time and budget?
 `  Have past R&D projects created the anticipated and forecasted value?
 `  What are the levels of experience, track record and education of the R&D employees?
 `  What is the external network of the R&D organisation, and how is it utilised in new product/ 
service development?

 `  Does the innovation process balance a disciplined approach to collaboration with creativity and 
ensure systematic risk reduction? 

 `  Is systematic portfolio management practised to realise strategy by prioritising and allocating 
resources to the right projects?

 `  Is the R&D footprint based on where certain types of work need to occur based on customer, 
supplier and/or partner locations?

R&D material 
and data study 
(diagnosis)

Patent and  
licence research

 ` How does the target’s benchmark compare against industry R&D productivity/intensity/importance?
 `  What is the balance in the portfolio between incremental and more radical R&D initiatives?
 `  What are the products and services that have resulted from the R&D programme for the past  
five years?

 ` What are the patents and trademarks held or that have been applied for?
 ` What are the agreements under which the company is licensee or licenser, and what is the level of 
the estimated royalties?

 `  Are there any patents held by shareholders, management or other individuals? Is the target’s rights 
to these patents satisfactory?

Key questions to answer

Examples of key questions for an R&D due diligence
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4.3.4. Operations/R&D
When conducting a due diligence in 
R&D, it is crucial to explore the R&D 
function and gain an insight into how 
well the existing function is run, so as 
to better understand what the potential 
improvements are and to identify the 
key risks within R&D.

Maturity assessment (how)
First understand the overall maturity 
of the R&D operations. This typically 
includes site visits and in-depth inter-
views with R&D managers, analysing 
R&D material and data, including key 
R&D KPIs (e.g. innovation productivity,  

innovation intensity and innovation 
importance), undertaking a project 
portfolio and pipeline analysis as well 
as patent and licence research.

Improvement potential and key  
risks (what)
It is important to conduct an improve-
ment lever and risk evaluation of the 
company. Potential improvements 
could include applying a Lean innova-
tion process, increasing management 
focus on innovation as part of the  
core strategy, having cross-functional 
core teams and strengthening project 
management capabilities. Potential 

risks could include the loss of talent 
and a cost down focus leading to 
reduced attention on R&D. 

Synergy evaluation and PMI planning 
(where)
Next, it is important to evaluate syner-
gies and prepare the post-merger 
integration (PMI) plans. Synergy evalua-
tions can be carried out by holding 
synergy evaluation workshops with the 
company, if possible and allowed. Here, 
possible insights could be to co-develop 
products/services to increase revenue 
or adopt shared product platforms that 
result in cost reductions.

Interview, data 
extraction

Key deliverables 

 ` Which procurement functions are most critical to the business?
 `  Which procurement initiatives have been conducted when?
 `  To what extent is sourcing data available and reliable?
 `  How have suppliers and markets been utilised?

Key questions to answer

Examples of key questions for a sourcing due diligence

Interview, data 
extraction

Implement  
procurement 
maturity model

Organisational 
governance  
assessment

 ` Which selected supplier and category spend analysis will best describe the current sourcing  
performance? 

 ` How are key suppliers performing on selected performance parameters?
 `  What are the short-term and long-term sourcing strategies to be followed?
 `  How is the procurement function performing on selected KPIs, including unit price development?

 ` How does the target’s benchmark compare against the industry on KPIs for sourcing performance?
 ` Which capabilities are most representative or lacking?
 `  How is procurement supported by processes and systems?
 `  Where has procurement delivered most and least impact?

 ` How are the contract performance and negotiation technique applied?
 ` Is systematic supplier management practised to realise cost and risk reductions?
 `  When is procurement invited to participate in business development and optimisation initiatives?
 `  What is the geographical reach and domain competence?
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4.3.5. Operations/sourcing
When doing a due diligence in sourc-
ing, it is important to understand the 
company’s procurement functions, 
procurement initiatives, procurement 
performance and its supplier manage-
ment practices. 

Maturity assessment (how)
First understand the overall maturity 
of the sourcing operations. This may 
include site visits, data extraction and 
in-depth interviews with the sourcing 
department. Additionally, a sourcing 
diagnostics review can be conducted 
through category profiling and supplier 
spend analyses.

Improvement potential and key risks 
(what)
It is important to conduct an improve-
ment lever and risk evaluation of the 
company’s sourcing operations. 
Improvements may include supplier 
consolidation, supplier performance 
improvements, sourcing innovation, 
negotiation and contract performance 
improvements. Potential risks may 
include sourcing of scarce resources, 
bottleneck relations and supplier  
compliance.

Synergy evaluation and PMI planning 
(where)
Next, it is important to evaluate  
synergies and prepare the post-merger 
integration (PMI) plans. Examples of 
synergies come from economies of 
scale in conjunction with other portfolio  
companies in specific categories such 
as electric components and mechanical 
components. Typical synergies may 
also be increased through the utilisation 
of business know-how across categories 
as well as partnerships with strategic 
suppliers.

In figure 15, there is an example from 
a private equity owned portfolio com-
pany (industrial components) where 
12 analyses per supplier and category 
were conducted to assess the improve-
ment potential (figure 15).

4.3.6. Operations/supply chain
When conducting a supply chain due 
diligence, it is crucial to gain insight 
into the productivity and performance, 
quality, best practices, footprint logic 
and other capabilities in terms of the 
company’s supply chain, taking into 
consideration the complexity of the 
products/services being produced/
offered. There is also an ambition to 
understand whether functional and 
technological knowledge exist in the 
organisation which enable growth and 
minimise risk. In addition, it is often 
critical to understand the scale impact 
on production capacity and gross 
margin. Note that fixed gross margin in 
relation to volume is often a very  
rough assumption that must be  
tested – potential growth might un-
dermine profitability. Furthermore, it 
is important to evaluate the current 
production capital expenditure, e.g. 
understanding the thresholds that  
trigger investments as well as under-
standing the cost of maintaining the 
current system etc.

Maturity assessment (how)
First understand the overall maturity 
of the supply chain operations. This 
may include site visits, data room 
performance data review and in-depth 
interviews with plant and operations 
managers. Also, this may involve  
conducting a scalability assessment  
of production capacity and gross  
margins and an evaluation of production 
capital expenditure.

Improvement potential and key risks 
(what)
It is important to conduct an improve-
ment lever and risk evaluation of the 
company’s supply chain operations. 
Identifying potential, hidden improve-
ment levers or risks is crucial since 
they can be deal breakers – e.g. missing 
approvals from authorities etc. – and, 
conversely, they can also offer an  
important upside. Through a feasibility 
study of predefined and other improve-
ment initiatives, potential improvements 
could include applying Lean principles 
to production, increasing focus on 
quality and scrap rates, high inventories 
and work-in-progress as well as internal 
logistics. Understanding the current  
operating model will indicate whether 
the NWC level is right and potentially  
reveal system imbalances and lack 
of control in production/distribution. 
Potential risks include constraint  
expansion in current factories and lack 
of execution power in improvement 
initiatives.

Synergy evaluation and PMI planning 
(where)
Next, it is important to evaluate  
synergies and prepare the post-merger 
integration (PMI) plans. Operational 
synergies can often be achieved  
between factories/companies, if 
the specific products and product 
platforms  share similar characteristics 
in terms of how they are produced, 
procured and even transported. The 
identification and assessment of  
operational synergies in collaboration 
with key resources and experts could 
point to cost reductions through  
factory consolidation and net working 
capital improvements as well as cost 
savings and risk reductions throughout 
the supply chain.
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FIGURE 15. SOURCING POTENTIAL ANALYSES PER SUPPLIER AND CATEGORY 

Examples of 12 analyses to assess sourcing improvement potential

1 2 3 4

Lead time vs supplier  
and vs key  

parts/commodities

50% of suppliers have 
>20 days lead time

On time delivery  
vs supplier 

Very few suppliers have 
OTD >90%!

 Cost of claims quality  
index/supplier and  

DDPM/supplier

10 suppliers have coc% 
>10%!

Achieved payment  
terms vs suppliers 

Only 20% of spend 
has >60 days payment 

terms

5 6 7 8

Supplier spend  
distribution

Top 50 of 550  
suppliers represent 

80% of spend

Spend per P/N
 and per category 

Top 1000 parts of 30,000 
is 80% of spend

% drawings
 available 

Drawing availability 
only 24%

P/N price 
movement analysis 

...

9 10 11 12

Relevant raw 
material price index 

development 

Commodity prices  
going down

 Internal/external
 price benchmarks for 

similar parts

Prices seem to be 
increasing!

Kraljic 
categorisation  

of category

...

List of initiatives
 carried out to 

optimise sourcing

What priority actions 
to take?
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Key deliverables Key questions to answer

Examples of key questions for a supply chain due diligence

Current state and maturity assessment

Synergies

Improvement

Feasibility study 
of improvement 
potentials

 ` Evaluation of ongoing operational improvement initiatives, including timing, cost and effect.
 `  Identification and quantification of other improvement initiatives, including timing,  
cost and effect.

Estimation of 
operational 
synergies

 ` Identification and quantification of synergies within factory consolidation and supply  
chain (logistics).

Evaluation of 
production  
capital  
expenditure

 ` High-level review of historic production capital expenditure, including maintenance cost  
and expansionary activities.

 `  Assessment of forecasted production capital expenditure.

Operational 
analysis and  
maturity  
assessment  
of sites 

 ` Assessment of operational maturity by site (deep dive for 3-4 selected sites. Other sites 
reviewed by “KPIs etc.”).

 ` Assessment of quality, productivity, assembly line efficiency, utilisation of machinery,  
production control systems, inventory management, best practice and gaps.

Scale impact  
on production 
capacity and 
gross margin

 ` Evaluation of volume scalability with current assembly processes and key machinery.  
Product mix consequence impact.

 ` Estimation of gross margin effect by production volume level.
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The current state and maturity assessment evaluates current operational and supply chain excellence:

Operational 
analysis and  
maturity  
assessment  
of sites

Scale impact  
on production 
capacity and 
gross margin

Key deliverables Themes

Productivity and 
performance

 ` What is the plan adherence level, and which KPIs are in place?

Simple capacity 
impact model

 ` What are the main capacity units and the achievable maximum capacity?
 ` How does the capacity unit scale with regards to labour and investments?

Quality  ` What are the critical quality issues, and are the proper quality processes  
in place?

Correlation 
between gross 
margin and  
volume

 ` What are the primary bottlenecks when production volume increases?
 `  How does gross margin correlate with increased production volume?

Plan and control 
systems

 ` Which operational management systems are in place, how well are they  
implemented, and are they effective?

Inventory  ` How are the inventory management systems working? 
 `  What is the approximate stock coverage (benchmark)?

Best practice 
and other  
capabilities

 ` To what extent are operations in line with industry best practices?

Key questions to answer

Evaluation of 
production  
capital  
expenditure

Overview of  
historical  
expenditures

 ` What has been the historic expenditure development and for what reason?
 `  To what extent have the historical investments been sufficient?

Forecasted  
production  
capital  
expenditure

 `  How has the production capital expenditure budget been created, and  
how well are the numbers supported by quotations?

 `  To what extent is the forecasted capital expenditure sufficient to  
support expected growth and maintenance?
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FIGURE 16. EXAMPLE OF OPERATIONAL DUE DILIGENCE SUMMARY REPORT 

In this example, the timeline and transition plan are evaluated as too optimistic. Furthermore, the 
budgeted CAPEX is not based on actual tenders for all initiatives.

N/A



21Issue no. 9 / 2018

M&A WITH IMPACT: ARTICLE 2 OF 3  ●  DUE DILIGENCE SUCCESS FACTORS

4.3.7. Operations/IT
When conducting an IT due diligence, 
it is important to understand the cur-
rent state of technology used by the 
company. This should cover a capability 
overview highlighting dependencies 
and liabilities, potential investment 
needs, technology roadmap and the 
state of the master data. 

Since IT due diligence is very often 
severely constrained in terms of time 
and access to acquisition target per-
sonnel, it is often beneficial to articulate 
a number of critical IT hypotheses  
to test early and then broaden the 
capability overview to extend coverage 
as time and resources permit.

Capability overview (how)
First understand the overall maturity 
of the digital supply chain operations. 
This may include conducting in-depth 
interviews with IT managers and key 
business stakeholders, validating the 
current state and roadmap of key 
IT systems (ERP, MRP, CRM) and an 
analysis of master data quality maturity 
in key IT systems (ERP, MRP, CRM).

Improvement potential and key risks 
(what)
It is important to conduct an improve-
ment lever and risk evaluation of the 
company’s IT operations. Potential 
improvements are the standardisation 
and consolidation of IT service  

management, standardisation and  
consolidation of key IT systems usage 
and improvements in master data 
quality, enabling improved transpar-
ency and performance management. 
Potential risks are the unwanted  
dependencies on individual IT resources 
(knowledge and experience), old 
unsupported versions and/or poorly 
maintained key IT systems, poor  
information security, lack of General 
Data Protection Regulation compliance 
and unfavourable IT supplier contracts.

Key deliverables 

In-depth  
interviews with 
IT manager 
and key business 
stakeholders

 ` Is the current technology used in a stable and scalable way, and what strategy has been used?
 `  Who owns the technology and on what contracts and licence agreements?
 `  How is IT organised, and what dependencies exist?
 `  What partner and vendor dependencies exist? 
 `  What is the cost for IT, and what potential investment needs have been identified?
 `  How is information security managed?

Validation of 
current state of 
key IT systems 
(ERP, MRP, CRM)

 ` Are key IT systems fit for the purpose – today and for potential future scenarios?
 `  To what extent are business processes supported by ad hoc solutions (e.g. Excel etc.)?
 `  How are key IT systems used across sites?
 `  How are key IT systems hosted?
 `  What is the current and projected lifecycle status of key IT systems – the technology roadmap?

Analysis of  
master data 
quality maturity 
in key IT systems 
(ERP, MRP, CRM)

 ` To what extent are master data managed according to best practice?
 `  What is the general state of quality of master data?
 `  What key master data issues exist that affect the target’s business performance negatively?
 `  How is General Data Protection Regulation compliance managed?

Key questions to answer

Examples of key questions for an IT due diligence
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Example of an IT due diligence summary report Green flags (positive findings/hypothesis confirmed) 
Yellow flags (risks/recommend further investigations)
Red flags (potential deal breakers)

III. Understand  
the business and its 
requirements
A very clear  
perception of roles 
and processes is 
present. This is 
expressed in the 
sketch of IT and in 
the requirements 
specification xx.

I. Set the direction and boundaries for the digital organisation
The digital strategy and organisation led by the CEO and  
CMO reflect that this organisation is “born digital” and  
governance is thus very well aligned with the overall business 
strategy and governance.

IV. Manage and  
orchestrate sourc-
ing activities
The main front-end 
vendor XYZ is a 
well-established 
offshore develop-
ment house with a 
long-term relation 
to X.

Prices are  
competitive, and  
the specifications 
and agreements 
reflect a good, 
sound approach to 
the collaboration.

On the back office 
side, the ERP  
integration could 
probably be  
automated  
significantly to 
avoid scaling Issues.

II. Developing the business through portfolio and projects
Projects have been carefully selected to address business pro-
cess bottlenecks. The next focus area will most likely be auto-
mation of manual back office consolidation activities matching 
orders and suppliers’ “bill of materials”, which could otherwise 
become a bottleneck.

V. Operate the digital engine
Services are created in a 
healthy, pragmatic way, using 
standard components aug-
mented by custom coding 
and API integration 
between the different  
services. Specifications in 
the service and support 
agreements indicate mature, 
responsible and professional 
practices.

If this level of professionalism 
is extended into the actual 
software coding practices by 
xxx, then it  
is quite a bit above the  
norm for small and medium-
sized enterprises in Denmark.

VII. Ensure access to resources
By keeping the “cloud first” approach, the physical footprint  
of IT is kept at near zero. Just the individual workstations  
and laptops are left.

Service and support agreements are neatly in place and  
appear to be very thoughtfully executed.

VI. Manage and protect  
assets
A “cloud first” approach to 
services has been adopted, 
and data are kept in vendor 
hosting environments with 
ISO 27001 certified security 
practices.

A privacy impact assessment 
and simple systems modi-
fications will be required to 
comply with the new GDPR 
legislation by May 2018.

Ideally, the customer facing 
web pages and applications 
should be scanned daily to 
meet best practice on cyber 
and e-commerce security.
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Synergy evaluation and PMI planning 
(where)
Next, it is important to evaluate  
synergies and prepare the post-merger  

integration (PMI) plans. Cost reductions 
or efficiencies could come from 
common  IT service management,  
common IT systems usage and 

common/ improved  master data and 
from transitioning resource intensive 
services to cloud-based solutions.

FIGURE 17. SURVEY BY GRANT THORNTON

Source: Grant Thornton (2013). What can be done in 100 days? 

FOR SUCCESSFUL PORTFOLIO INVESTMENTS, HOW IMPORTANT ARE THE FOLLOWING FACTORS? 
(N=135 SENIOR PRIVATE EQUITY EXECUTIVES)
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4.3.8. Leadership team and  
organisation
A survey conducted by Grant Thornton 
comprising 135 private equity executives  
reveals that a strong management team  
was at the top of the list of important 
factors contributing to a success-
ful portfolio investment22 (figure 17). 
Correspondingly, due diligence in the 
leadership team and organisation is 
highly crucial given its strong influence 
on successful M&A with impact. 

The purpose of organisational diagnos-
tics is to X-ray the overall organisa-
tional efficiency, highlight where best 
practice exists as well as issues and 
why, measure management teamwork 
efficiency, test the management team 
and key functional capabilities and map 
the organisational culture (current and 
desired). Organisational diagnostics 
are typically made based on interviews, 
observations, surveys, workshops and 
focus groups. There are many organisa-

tional surveys that can be conducted. 
Figure 18 shows some examples.

Note that often these diagnostics  
tools are not possible to use in a  
due diligence situation, as access to 
management and the organisation is 
limited and maybe not even possible  
at all. When this is the case, it is  
advisable to try to make an “external” 
assessment of the management and 
key team capabilities. This can be done 

22 Grant Thornton (2013). What can be done in 100 days? 
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FIGURE 18. ORGANISATIONAL DIAGNOSTICS SURVEY EXAMPLES – WHEN ACCESS TO MANAGEMENT AND  
ORGANISATION IS POSSIBLE

Diagnosis Example Output

*From www.decide-deliver.com

Organisational  
effectiveness*

 ` X-ray the 10 dimensions of organisational effectiveness
 ` Compare to benchmark of >1,000 companies
 ` Identify where to improve by dimension and  
organisational unit

1

Spans and layers 
analysis

 ` Review current levels of spans and layers of control
 ` Compare to best practices
 ` Input into organisational structure and target-setting

2

Cost benchmarks

 ` Review organisational unit costs
 ` Compare with relevant external benchmarks,  
where  available

 ` Input into dialogue about targets and desired  
investment levels

3

Culture
 ` Review current organisational unit costs
 ` Measure progress towards desired culture and attitudes 
towards expectations

4

Internal capabilities
 ` Assess capabilities and current competencies
 ` Understand how a person will perform when they are 
asked to make sound decisions

5

Collective intelligence

 ` How well teams succeed in integrating knowledge to  
solve complex and unclear problems

 ` How well the members are able to manage their 
 collective intelligence

6
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by investigating publicly available  
information on the key people, e.g. using 
LinkedIn (where you can typically find 
education, time working at the company, 

function and other information), 
Facebook and a review of references in 
public media. While an external search 
will not provide the full picture, it may 

help provide some additional useful 
insights into the target company in 
question.

FIGURE 19. EXAMPLE OF EXTERNAL SALES FORCE STRENGTH ASSESSMENT

Target company has the largest sales force (registered on LinkedIn) vs direct competition  
– but competes against large players’ adjacent market segment

Regards entire company 
sales force, not only  

adjacent segment business

25

14

11

10 10

8
7 7

2
1 1 1 1

A B C D E Target 
 company

F G H I A A L

Source: LinkedIn, company websites

Benchmark companies Benchmark companies
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