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DUE DILIGENCE AS A KEY SUCCESS FACTOR
OF MERGERS AND ACQUISITIONS

This study analyses due diligence as a key success factor of M&A. Previous research has
shown that more than half of M&A transactions fail to achieve the desired goals. Attempting to dis-
cover reasons and find solutions to this problem, some studies emphasized the importance of due
diligence for successful M&A. Due diligence represents a detailed scan of various aspects of a tar-
get company. The purpose of such investigation is to provide the buying company, their advisers and
creditors with a comprehensive grasp of value and risks pertaining to target company. Due diligence
is a process which identifies, approves or denies business reasons for proposed M&A transactions.
After general presentation of the process of due diligence, its phases and different areas of research,
the study analyses the role of due diligence in alleviating risks associated with takeover process.
Finally, a review of existing empirical research which proves the importance of due diligence for
success of M&A is presented.
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Cnamxkana Casosiu, /Iparana ITokpaiiumy

®IHAHCOBA EKCITEPTH3A 4K KJIIOUYOBU YNHHUK YCITIXY
3JIMTTIB I IIOIVINHAHDb

Y cmammi o6epynmosano ¢hinancosy excnepmusy Ak Kar04oeuli HUHHUK YCRiXy npouecie
3aumms i noeaunanus. Ilonepedni docaidycenns nokazaau, wo Oiavuwie noA0BUHU NOOIOHUX
onepauiil He daromy 6ANCAHUX Pe3yabmamis, i NiIOKpecaulU 6axcaugicmo iHancosoi excnepmusu
0as ycnimnux 3aummis i noeaunans. Dinancosa excnepmusa € 0emaibHoN NepesipKor0 piHuUX
acnekmie Oisavnocmi komnanii. Mema makozo po3caidysanHsa — 3abe3neueHHs CHOPOHU-
nokynysa, ii paonukie i Kpedumopie noenorw ingopmauyicto npo yiHHocmi i puzuKu, WO
GioHOCAMbCS 00 UiAb0oi Komnanii. Dinancosa excnepmusa € NPoUEcom GU3HAHEHHS, CXBAACHHS
abo 6idmosu 6id npononosanux onepauii. Ilicas 3azaavrnoco npedcmasaents npouecy Qinancosoi
excnepmu3su, ii piznux ¢az i obaacmeil 00cAiOdHCeHHA NPOAHAAI308aHO POab (iHAHCOB0T
excnepmusu 6 6opomv0i 3 pusuKamu, nog’szanumu 3 npoyecom npuconanus. Ilpedcmasaeno
02450 ICHYIOMUX eMRIpUMHUX 00CAidHceHb, AKI 00600mb éaxciugicmo Qinancoeoi excnepmusu
044 ycnixy 3aummie i no2aAuHaHy.

Karouogi caoea: 3numms i noeaunanus, Qinancosa excnepmu3sa, Uinb08a KOMNAHIsA, YUHHUKU
yenixy 3aummie6 i no2AUHAaHb.

Ta6a. 3. Puc. 2. Jlim. 24.

Cnamxkana CasoBu4, /Iparana ITokpaitama .
OUHAHCOBASA DKCIIEPTU3A KAK KITIOUEBOU ®AKTOP

YCIHEXA CJIUSHUN U NOIJIOIIEHUA

B cmamye ob6ocnosana punancosas sxcnepmusa Kax Karoueeoil paxmop ycnexa npoueccos
causanus u nociouienus. Ilpedvidywue uccaedosanus noxkasaiu, 4mo 6oaee noA0GUHbL HOOOOHBIX
onepauuii He 0arOM JHCEAACMBIX Pe3YAbMAMO8, U NOOMEPKHYAU BANCHOCHIL (DUHAHCOBOU
3KCnepmu3sbl 0451 YCHEWHbIX CAUAHUI u no2aouienuil. Dunancosas sxcnepmusa npedcmasasien
€000li noOpoOGHYI0 NPOBEPKY PA3IUMHBIX ACNeKmog OesmeavHocmu Komnauuu. Ileav maxozo
paccaedosanus — obecneuwenue npuoGpemaroujeii CHIOPOHbL, ee COGEMHUKO08 U KPeOumopos
NO.IHOU UHOPMauell 0 UEHHOCMAX U PUCKAX, OMHOCAuUEcs K yeaesol komnanuu. Dunancosas
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IKcnepmuza npedcmaeasem coboli npouecc onpedeienHus, 0000peHUs UAU OMKA3A OM
npedaazaemuix coeaok. Ilocae obwezo npedcmaeaenus npouecca puHancogoi 3Kcnepmussl, ee
pazauunblx has u obaacmelti uccaedosanus NPOAHAAUIUPOBAHA POAb (DUHAHCOBOU IKCNEPMU3bL 6
Oopvbe ¢ puckamu, C6A3AHHLIMU C npoueccom npucoedunenus. Ilpedocmaeaen 0030p
Cyuecmayrouux IMRUPUHecKux Ucc1e008anuil, Konopoie 00KaA3bléaom 6aA3CHOCMb QUHAHCOBOU
IKCnepmu3sbl 045 ycnexa CAUSIHUL U N02A0uleHul.

Karouesvie caoea: ciusnus u noeaoujeHusi, UHAHCOBAS IKCNEPMU3A, Ueredas KOMNAHUS,
hakmopbl ycnexa cAusIHULL U NO2A0ULeHULL.

1. Introduction. Many companies regard M&A as a superior way of strategic,
production and market expansion in order to improve competitive advantages.
However, achieving M&A success presents serious challenges to management.
Although expectations regarding the results are optimistic, research shows that M&A
usually do not achieve the desired goals. Many studies (Schuler and Jackson, 2001;
Epstein, 2005; KPMG, 1999; AIM M&A, 2009) have come to the same conclusion
that due diligence in the preparation phase of a transaction represents one of the key
success factors of M&A.

This study explores due diligence as one of the possibly most critical phases of the
M&A processes. Due diligence is the process of investigating all aspects of a target com-
pany, including finances, production and technology, legal, I'T, human resources and
culture, to perceive whether initial impressions of this company were accurate, and in
order to make the decision whether to go on with the acquisition process and at which
price. Due diligence estimates how acquisition will affect the efficiency of internal busi-
ness processes and creation of new capabilities, thus providing realization of those
acquisitions which can contribute to realization of strategic goals of a company, and
increase its value for shareholders. Despite general consensus of managers, accountants
and bankers regarding the importance of due diligence, this aspect of M&A process is
relatively unexplored in literature.

2. Due Diligence: Corporate Investigation. Preparation and organization of a
company for efficient M&A presents an important precondition for its successful
implementation, because it facilitates a professional investigation of the possibilities
for added value creation. Anyone who intends to acquire another company should try
to obtain as much information as possible regarding a target company and its assets,
in order to be able to make the correct decision on investing in it. The process which
deals with investigation and collection of necessary information on a target company
is called due diligence.

Due diligence represents a thorough analysis of target company operations; its
strengths and weaknesses, its strategic and competitive position within the industry
(Angwin, 2001). It is the process of collecting and verifying information designed to
support the valuation of a target company, its resources and liabilities. It involves deep
scanning and reviewing all aspects of a company, including production, technology,
marketing, sales, finance, regulatory framework, human resources and others.
Through this process acquiring companies receive and verify accuracy of public and
private information regarding the target company. Obtaining better quality informa-
tion through the process of due diligence may lead to improved identification and val-
uation of assets and liabilities intended to be acquired (Wangerin, 2010).

ACTUAL PROBLEMS OF ECONOMICS, #6 (144), 2013



426 HOBUHU CBITOBOI HAYKU

Due diligence should include a quick but rigorous examination of the target
company, evaluate business infrastructure and assess the performance of key business
processes; analyzing the operational efficiency of the target company and identifying
potential opportunities for achieving financial savings, improved productivity and
improved quality of products and services (Robin, 2002). The basic function of due
diligence is to assess the benefits and constraints of the proposed acquisition by exam-
ining all the relevant aspects of past, present and predicting future functioning of the
business to be purchased. This definition reflects the narrow view which can be
described as conventional. Different and broader definition is offered by
International Business Standards Association: "Due diligence is the investigative
process of collecting and analyzing adequate, relevant data before making a decision,
with the aim of understanding advantages, disadvantages and risks associated with a
decision." (Arslan, 2009).

Due diligence as a process of systematic check of truth and fairness, as well as of
management behavior concerning risk and utilization of resources, represents a nec-
essary preparatory stage in the process of acquiring companies. Effective due dili-
gence should discover the questions which can stop negotiations, lead to termination
of the transaction or even cause prolonged lawsuits (Savovic, 2009). Costs of such
actions often exceed investments necessary to conduct due diligence prior to acquisi-
tion. Another important argument in favor of due diligence lies in the fact that in an
increasingly complex economy, the impact of corporate acquisitions and strategic and
financial business policies of the potential target are not transparent to the investor
without a comprehensive and detailed analysis, even if the target is from the same
industry as the acquirer. Detailed and comprehensive analysis is thus an absolute pre-
condition for securing the transparency required to make a purchase decision
(Kuhlwein, 2006).

Purpose of due diligence is to provide support to the valuation process, negotia-
tion process as well as to planning and post-acquisition integration (Bruner, 2004, p.
211). Due diligence activities are focused on investigating value of target company by
identifying and determining value drivers, as well as on considerations why combina-
tion of 2 businesses may be unsuccessful. Due diligence also seeks to assess the possi-
bility of target company to comply with the global structure of the acquiring compa-
ny and whether desired synergies can be achieved. In this way, due diligence refers not
only to financial and legal considerations, but also includes operational and strategic
aspects.

2. The Process of Due Diligence. Due diligence represents one of the most
important stages of the M&A process, as it provides the buying company with means
to better control the involved risks and to achieve the goals of the acquisition. It is
ideal to begin the due diligence process while transaction is being prepared, when
publicly available information can be used. Sequential phases of the due diligence
process are: (a) preliminary due diligence, (b) due diligence review and (c¢) transac-
tional due diligence.

During preliminary due diligence, potential benefits of the acquisition are
reviewed, and publicly available information on target company is collected and esti-
mated. For target companies which are publicly listed, this means reviewing financial
statements and other information. Public information regarding target company can
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be gathered during preliminary due diligence from other sources as well, including
analyst reports, business magazines and non-financial information disclosed by the
company in other ways (material available on corporate web sites, product
brochures). Managers of the acquiring company become more informed on target
company during preliminary due diligence, but no more than other market partici-
pants who are aware of the publicly available information.

Due diligence review begins when participants begin the negotiations process
and sign the confidentiality agreement. The objective of this phase of the due dili-
gence process is to obtain and evaluate private information on target company which
will be useful for: 1) deciding whether to execute the acquisition and if so, 2) negoti-
ating the terms of acquisition. Information and litigation risks encourage the acquir-
ing company to obtain private information from the target company during the due
diligence review, while target company has incentive to disclose private information
to maximize the purchase price and increase the probability of reaching agreement
between participants.

During transactional due diligence acquiring company continues to gather pri-
vate information and performs procedures to verify accuracy of the information col-
lected during due diligence process. Acquisition agreements are designed to facilitate
verification function of the transactional due diligence by incorporating statements
and guarantees. The acquiring company can obtain the most valuable and precise
information during transactional due diligence in order to evaluate fair value of the
acquired net assets. Transactional due diligence provides the company with the final
opportunity to check what is being purchased prior to assuming the risk of ownership.
At the end of transactional due diligence, company assumes ownership and control
over the target company.

There are different types of due diligence. Table 1 shows 3 major areas of due
diligence, while Table 2 shows other areas which are investigated during due dili-
gence.

Table 1. The main due diligence topics

DUE DILIGENCE TOPIC FOCUS OF ENQUIRIES RESULTS SOUGHT
Financial Validation of historical Confirmation underlying
information, review of profit.
management and systems Providing basis for valuation
Legal Contractual agreements, Warranties and indemnities,
problem-spotting validation of all existing
contracts, sale and purchase
agreement
Commercial Market dynamics, target's Sustainability of future
competitive position, target's | profits, formulation of
commercial prospects strategy for the combined
business, input to valuation

Source: Howson, Peter, (2003) Due Diligence: The Critical Stage in Acquisitions and Mergers, Gower
Publishing Limited, p. 8.

The objective of financial due diligence is to investigate financial performance of
the target company in the past, present and future, and thus represents a key point in
assessing the financial state of the given company. However, the analysis of the target
company should not be reduced to financial analysis; rather it should involve a range
of different areas. As each transaction is unique, the acquiring company should con-
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sider the acquisition by taking into account the type of activity and whether the trans-
action will be profitable and will contribute to realization of benefits. Having that in
mind, a company should think strategically, depending on the nature of the target
company as well as its initial goals.

Table 2. The other due diligence disciplines

DUE DILIGENCE TOPIC

FOCUS OF ENQUIRIES

RESULTS SOUGHT

Human Resource and Culture

Contents of the workforce, terms

and conditions of employment,
level of commitment and

motivation, organizational culture

Uncovering employment
liabilities, assessing potential
human resources costs and risks
of the deal, prioritizing the HR
issues that need to be dealt

with during integration,
assessing cultural fit, costing
and planning the post-deal HR
changes

Identification of key integration

Management Management quality, issue, outline of new structure
organizational structure for combined businesses
Pension Various pension plans and plan Minimization the risks of
valuations under-funding
Existing tax levels, liabilities and| Avoiding any unforeseen tax
Tax arrangements liabilities, opportunities to
optimize position of combined
business
Environmental Liabilities arising from sites and | Potential liabilities, nature and
processes, compliance with cost of actions to limit them
regulations
Performance, ownership and Feasibility of integrating
IT adequacy of current systems systems; associated costs. IT
plans for operational efficiency
and competitive advantage
Performance, ownerships and Value and sustainability of
Technical adequacy of current systems product technology
Production techniques, validity of Technical threats; sustainability
Operational current technology of current methods;

opportunities for improvement;
investment requirements

Intellectual Property Rights
(IPRs)

Validity, duration and protection
of patents and other IPRs

Expiration; impact and cost

Property

Deeds, land registry records and
lease agreements

Confirmation of title. Valuation|

and costs/potential of property
assets

Antitrust

Various national filing
requirements (some of which can
be expensive if not complied
with); degree of
market/information sharing with
competitors

target's activities; an assessmenf]

Merger control filings and
clearance; an assessment of any
antitrust risks posed by the

of the enforceability of the
target's contracts

Insurance/Risk

Present, future and, most
importantly, past exposures of the
business. The structure and cost

The costs and benefits of
retaining risk versus
transferring it

of the existing programme

Source: Howson, Peter, (2003) Due Diligence: The Critical Stage in Acquisitions and Mergers, Gower

Publishing Limited, p. 8
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Traditionally, due diligence has been focused on the examination of material
property of the company. Financial and legal experts attempted to perceive potential
obstacles or scenarios of future growth after the acquisition. The attention of auditors,
attorneys and accountants was primarily focused on verifying historical data and eval-
uating material property of the company. However, constraining the process to eval-
uation of financial statements and physical property has serious weaknesses. It is of
essential importance that due diligence goes beyond prior analyses and includes a
detailed analysis of own strengths and weaknesses, as well as opportunities and threats
which exist in the environment (Lebedow, 1999). Also, information which historical-
ly has not been included in due diligence process pertains to immaterial property of
the company. "Soft" property such as the quality of management and employees, cor-
porate culture and loyalty of buyers present crucial elements of future success or fail-
ure of the acquisition. It is therefore necessary to evaluate the intangible assets, such
as: 1) intellectual property rights, 2) business secrets, 3) contracts and licenses, 4)
databases, 5) employee and organizational networks, 6) organizational culture and 7)
know-how of employees and management and their impact on the future. Besides
standard due diligence, companies should conduct also organizational due diligence,
focused on examining strategy, culture, leadership, competences, organizational
structure etc. The most important reason for implementing organizational due dili-
gence is to set the best strategies in order to achieve desired business results, as well as
ensuring the best alignment of 2 company cultures (Harvey and Lusch, 1995).

Particularly highlighted is the importance of the cultural due diligence which
relates to determining cultural compatibilities of international acquisitions.
Implementing cultural due diligence prior to the acquisition can help the acquiring
company to assess whether combination of different cultures at the post-acquisition
stage can be successful. Research shows that cultural analyses were ignored by many
companies, which can cause failure of the acquisition transactions. Angwin (2001) in
the study on 142 cross-border acquisitions reached a conclusion that majority of the
acquiring companies paid little attention to assessment of culture compatibility dur-
ing due diligence process.

In recent times, more attention is paid to strategic due diligence which adds an
important filter for target company scanning. Managers must be convinced not only
that potential value of integrated entities justifies the investment, but also whether
future business will be capable to realize this value. Rational evaluation should help
determining the purchase price, taking into account that price be in line with the level
of integration risk. Focus of strategic due diligence is determining the exact possibil-
ities for creation of value of each transaction (Adolph et al., 2006).

3. The Role of Due Diligence in Mitigating Acquisition-Related risks. The role of
due diligence is reflected in assisting companies that intend to carry out acquisitions
to understand and evaluate future transactions, to identify potential risks, and
strengthen their bargaining position. The objective of due diligence is to identify busi-
ness problems, particularly detecting issues which can halt the negotiations, produce
unexpected future liabilities or cause failure of the acquisition during the post-acqui-
sition phase. Adequate understanding of the target company requires a combination
of financial, legal and commercial due diligence, as well as other types of due dili-
gence, in order to provide important inputs for valuation of the target company, pro-
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vide the best possible negotiating position for the buyer, facilitate integration after the
acquisition and minimize possible risks.

Managers of acquiring companies face ex-ante information problem prior to
completion of M&A transactions concerning the uncertainty of adequate valuation of
the target company. This ex-ante information problem exists for two reasons. First,
managers of the acquiring company are at a disadvantage because managers of target
company hold valuable private information. Second, managers of the acquiring com-
pany face informational uncertainty regarding expected future cash flows to be gen-
erated after the acquisition. Information asymmetry between managers of the target
company and acquiring company combined with information uncertainty regarding
future cash flow create information risk.

Besides information risk, other possible risks faced by acquiring companies
include:

- First, whether there are restrictions in sale of stock or assets (licenses, joint ven-
ture or shareholder agreement etc.);

- Second, acquisitions rarely involve only investing in a profit-making company.
Their purpose usually involves making presence on a new market, expanding opera-
tions base (through vertical or horizontal integration), acquisition of new technolo-
gies or intellectual property or strengthening competitive position. In these cases,
buyer risks failure in accomplishing internal acquisition objectives. For example,
acquiring company may wish for the target company to become a distributor of its
products on their territory. Target company may, on the other side, have a signed con-
tract with a competitor which limits the possibility of accomplishing desired goal.

- Third, buyer must be certain of the capability of the target company to contin-
ue its operations after the acquisition. This risk is the most realistic in the cases when
assets are acquired and entity operations are changed, where it is necessary to facili-
tate extension of existing business contracts, re-licensing and approvals. Acquiring
shares often poses similar risks, if institutions in charge can discontinue or withhold
licenses or if suppliers or buyers have the right to terminate contracts.

- Fourth, buyer must be certain of its capability to integrate and than manage
and control the target company and maintain its goodwill. The risk that may arise
here is that employees of the target company refuse to accept management style or
method of the acquirer, or that buyers or essential suppliers (including lenders) dis-
continue support to company operations (Bhavri and Bajaj, 2008).

Possible risks are also related to lack of strategic alignment, redundant assets or
employees, incompatible corporate cultures, technology, vague and imprecisely
defined liabilities etc. In international M&A, companies face graver risks and uncer-
tainties compared to domestic M&A. International transactions are much more com-
plex because, besides general risks, they include a number of unique risks or chal-
lenges. Due diligence should be understood as a continuous process tailored to deal
with practical needs of each transaction, thus helping to identify, prevent and manage
material risks and increasing the probability of long-term success of M&A.

4. Due diligence. One of the Key Success Factors of M&A. For years scientific
and professional community has attempted to explain the high rate of failure of
M&A. Obviously, no one attempting an acquisition intends to lose value for share-
holders, but rather has optimistic expectations regarding results and competitive
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advantage, which in reality is often not realized (Pokrajcic, Savovic, 2010). According
to Schuler and Jackson (2001) key success factors of M&A are: well defined objectives
and tasks, due diligence, good management by the acquisition team, successful learn-
ing based on previous experience, integrated planning, keeping key talent, widely
present and timely communication with all stakeholders.

According to Epstein (2005) determinants of merger success are: strategic vision
and alignment, structure of M&A transaction, due diligence, pre-merger planning,
post-merger integration and external factors. Duncan et al. stated the following key
factors: previous experience in acquiring companies, strategic compatibility, focus on
key business activity, cultural alignment and integration process. As organizational
due diligence, among other things, deals with issues of strategic and organizational
compatibility, there is no doubt that these authors have pointed out the importance of
due diligence. Jemison and Sitkin (1986) also stressed the importance of strategic and
organizational alignment for the importance of M&A. Datta (1991) specifically
emphasized the importance of organizational alignment, which affects the ease with
which two organizations can merge on different dimensions after M&A.

KPMG (1999) lists 6 factors that successful companies use to create value and
groups them into two categories: 1) hard factors, related to the activities which have
direct impact on financial performance and; 2) soft factors, which refer to human
aspects. Hard factors include assessment of synergy, planning integration and due dili-
gence, and soft factors include selecting management team, understanding cultural dif-
ferences and communications. Companies which prioritized on due diligence, accord-
ing to the research, had 6% more successful transactions than the average (Graph 1).

Sinergies

Int. planning Ik

Due diligence

Finance {

Legal issues |

':Jl:':i]':

Other [

-15% -10% 5% 0% 5% 10%  15%  20%  25%  30%

™ % change from average

Source: Kelly J., C.Cook, D.Spitzer, Mergers & Acquisitions: Global Research Report (1999), pp.1-21,
http://www.kpmg.co.uk.
Graph 1. The impact of hard factors on M&A success

The report “Making Acquisitions Work: Capturing Value After the Deal” of the
consulting firm “Booz Allen & Hamilton” emphasizes that the success of M&A
depends on the ability to integrate 2 companies, planning details from the beginning,
identifying the sources of value and ways of capturing it (within strategic due dili-
gence), where it is important to manage inevitable challenges of cultural change and
provide expert leadership (Harbison et al., 1999).
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Perry and Herd (2004) emphasize that in circumstances when M&A are becom-
ing more complex, due diligence becomes more important than ever, as the best way
to mitigate the risks companies face during M&A activity. Moeller believes that car-
rying out detailed due diligence is the best way to increase the success of M&A. Graph
2 shows the total management time spent on function during due diligence according
to survey Hewitt Associates (2009).

Communicatons

Salel & Marketing

Human Resources

Lines of Business/Operations

Legal

Finance

0% 30%
Median Percentage of Management Time Spent

Source: M&A Transactions and the Human Capital Key to Success- Global Report (2009) Hewitt Associates
LLC, http://aon.com/attachments/thought-leadership/Hewitt_Global _MandA_Survey_Findings.pdf
29.05.2012.

Graph 2. Total Management Time Spent on Function during Due Diligence

AIM M&A Survey (2009) aimed at identifying and evaluating the importance of
factors affecting M&A success by questioning board level executives. The importance
of each factor was scaled from (1) "irrelevant” to (5) "of key importance”. 18 M&A
success factors ranked by importance are: post-acquisition integration, due diligence,
non-financial due diligence, managing relations with existing clients and relatedness
of M&A strategy to corporate strategy and so on. Factors of due diligence and non-
financial due diligence are ranked as the most important factors for the post-merger
integration, with average grades of 4.47 and 4.43 respectively (Table 3).

Summarizing the results of empirical research and relevant literature, undoubt-
ed importance of due diligence for success of M&A is evidenced. Due diligence
should address not only financial, legal and operational issues, but also the issues
dealing with organizational values, aspirations and culture. Due diligence should pro-
vide insights not only whether the potential value of integrated entities justifies sig-
nificant investment, but also whether business is able to realize this value.

Conclusion. Despite the efforts to improve competitive advantage and create
value for shareholders through M&A, studies continuously indicate that many merg-
ers fail, instigating search for answers why it is so. Among the factors discovered by
authors, important place is reserved for the due diligence process, which is recognized
as one of the key factors determining the success of M&A. Due diligence is the
process of thorough, detailed and comprehensive investigation of financial and mar-
ket performances of selected target companies, which aims to collect and process rel-
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evant information which can be of essential importance for final decision in choosing
the target company.

Table 3. AIM M&A success factor rankings

RANKING SUCCESS FACTOR WEIGHTED
AVERAGE
1 Post-merger integration 4.56
2 Due diligence 4.47
3 Non-financial due diligence 4.43
4 Maintaining existing client relationships 4.42
5 Linking M&A and corporate strategy 4.37
6 Leadership 4.34
7 Communication (internal & external) 4.19
8 Method of financing 3.94
9 Speed of integration 3.94
10 Managing cultural issues 3.94
11 Managing human resource issues 3.84
12 Recommended (ie. not hostile) deals 3.80
13 Prior M&A experience of the directors 3.67
14 Acquire related M&A targets 3.57
15 Minimizing employee turnover 3.54
16 Minimizing executive turnover 3.32
17 Planned rather than unplanned M&A 3.22
18 Prior M&A experience of the Company 2.85

Source: AIM M&A Survey, 2009, Daniel Stewart & Company, p. 14
http: //www.danielstewart.co.uk/Assets /19314 /aim %20m%26a%20survey%202009.pdf (30.03.2012)

Main types of due diligence are financial, legal and commercial. Besides tradi-
tional due diligence, which involves scrutinizing financial statements, attention is
also paid to organizational due diligence, which focuses on examining strategy, cul-
ture, leadership, competences, organizational structure and processes. Special
importance should be given to cultural due diligence, which is an important tool for
identifying potential problems arising from cultural differences. Systematic cultural
due diligence, conducted before the acquisition process can determine whether cul-
tures of 2 organizations are compatible and how best to combine them. In recent
years, importance of strategic due diligence is also stressed, which has the objective to
investigate possibility of creating value from M&A transaction.

Due diligence provides necessary information to evaluate the target company, to
facilitate negotiations and to carry out integration after the acquisition. It is a contin-
uous process which should be adjusted to each particular transaction, with the aim to
identify, prevent and minimize risks, which could arise after the acquisition process.
Many studies have confirmed beyond doubt the importance of thoroughly conduct-
ed due diligence process for long term success of M&A.
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