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Developing Best 
Practices 

Mergermarket (MM): There are companies who 
think that the onus of performing operational  
due diligence is on the buyers or investors in a 
given M&A transaction. Where do you think the 
balance lies? 

LL: The onus is mainly on the buyers in operational 
due diligence since they are the ones taking 
ownership of the asset. It is unlike tax and financial 
due diligence, where firms try, among other things,  
to test if the historic numbers are correct. Operational 
due diligence goes further to help buyers understand 
if targets fit with their strategy as an organization 
and to validate whether these targets can deliver the 
buyers’ expected and desired results. It also helps 
uncover areas of these targets’ operations that may 
cause future problems.

JD: We’re in a unique position as a growth investor 
because we have a shared responsibility with 
entrepreneurs and management in due diligence.  
We want to understand where we can work 
together with our partners to create value through 
assessing strategy around operations, in areas 
such as supply chain and finance infrastructure. 

Operational due diligence is an integral part of M&A that both 
buyers and sellers need to consider in order to maximize 
value and minimize risks. Toppan Vite, a leader in financial 
printing, commissioned Mergermarket to explore the 
operational due diligence process with five leading industry 
experts. Highlights from the conversation are below. 
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DE: We have announced that we are buying 
Weatherfword’s Pipeline & Specialty Services. One  
of the difficult things is adequately carving a business 
out of a larger, integrated company. If it’s a standalone 
business or a single product line, it’s one thing. But 
when it’s within an integrated services company, 
it’s much more difficult because there are a lot of 
shared support costs. Sometimes the business’ real 
profitability depends on a shared environment. It’s  
all about the shared issues, which are not just black  
and white. 

RP: On the technical side, it’s IT, but more 
substantively, management capability and culture. 
Cultures vary significantly, even among companies 
that are in the same business and fundamental cultural 
differences are very often difficult to discern.

JD: We assess a full range of operational elements in our 
due diligence so I feel like we do cover what’s important 
to us.  We may experience challenges as we seek to 
get more granular around areas such as IT systems, 
processes and resources supporting these functions. 
We want to make sure that we understand the resources 
required to scale the business, from product, sales and 
marketing all the way through the financial infrastructure.

LL: Those performing due diligence are looking at a 
lot of business matters and tend to overlook company 
management. In the short term, those running the 
business are going to continue to do so. The new owners 
might have plans to replace them but, in the immediate 
future, they still need to continue to run according to 
the buyer’s standards and deliver the numbers.

MM: What are the risks of inadequate or 
incomplete operational due diligence?

JD: Key operational risks include understating the 
amount of capital investment that may be required to 
improve IT systems, as well as the time commitment to 
implement improvements across human resources and 

It’s becoming more common that management 
understands why due diligence is being undertaken 
and that it’s to their benefit to achieve value as  
a seller. We look to understand the organization’s 
ability to scale and support opportunities for 
revenue growth, expansion to new markets as  
well as operational efficiencies which we may need  
to address as new investors.

DE: The buck stops with the buyer. However, it is also 
a function of the size and character of the target and 
acquiring company. If it were two large corporations 
conducting a transaction where the buyer knows that 
there’s something standing behind the target, there 
may be an agreement to conduct limited due diligence. 
But it’s not enough to rely on the selling company’s 
representations and warranties and balance sheet.  
It’s about determining whether the risk will be shared  
or placed upon the buyer.

RP: At the end of the day, the responsibility for M&A 
due diligence falls on the buyer, but smart sellers work 
to provide meaningful, not ritualistic, due diligence 
through business summaries, electronic data rooms 
and information access. Effective due diligence 
increases purchase price, as a better informed buyer 
will not discount as heavily for contingencies. Post-
closing surprises very often give rise to post-closing 
disputes, including litigation.

MM: What are the main areas of operational  
due diligence that are often overlooked? 

EU: When you’re dealing with sophisticated investors 
or buyers, they’re going to have a due diligence 
request list that they follow that includes questions 
on financials, operations, sales, litigation, etc. In that 
sense, there’s not a lot overlooked. That being said, 
people often fail to integrate into their assumptions 
the ability of companies to work together and their 
individual philosophy and vision, items that usually 
cause the most potential problems.
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“Smart sellers work to 
provide meaningful, not 
ritualistic, due diligence 
through business 
summaries, electronic 
data rooms and 
information access.”

Robert Profusek 

processes supporting various elements of the company’s 
business. It is critical to us as we move forward with new 
investments that we have a clear view of investments  
to support product development as well as cost savings  
opportunities we may implement as well.

LL: There are numerous risks but the usual ones that  
we run into from an operations perspective are systems  
compatibility with the acquirer, management, hidden 
morale issues, compensation that is not in sync with 
market rates, and employee motivation. 

DE: It depends on the target. In a startup, there aren’t 
a whole lot of skeletons in the closet. In the case of 
a technology-based startup, it’s about understanding 
the strength of the technology, so we do exhaustive 
intellectual property due diligence. But what is harder 
to quantify is the corporate culture and the ability  
to integrate.

RP: Integration is as important as purchase price and 
strategic rationale, particularly in the realization of 
synergies on which the success of many, if not most, 
deals depend.

EU: The risks of inadequate due diligence include the  
loss of time, the loss of money, as well as opportunity 
cost. There is also the possibility of litigation and poor 
business performance.

MM: What are the current challenges in  
performing operational due diligence?

EU: Due diligence in M&A really comes down to 
resources. How much time and money do you want  
to spend? Due diligence is expensive and extremely  
time consuming. You have to weigh that out and make 
a call internally on how comfortable you are with a 
particular company.

LL: Time is of the essence. There is always the pressure 
for the due diligence process to be done as fast as  
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possible. There are some elements of due diligence, 
especially on the operational side, that are very difficult 
to get comfortable with when there is a significant time 
constraint. It is also hard to get a full sense of how well 
the systems are working for the business. 

JD: It varies by situation, but the challenge is the ability 
to get information during due diligence that provides 
enough level of detail around strategy and forecast, 
especially in the short time frame that we may be 
operating under. Generally, as growth investors, we 
are collaborating with strong management teams and 
have very good access during our due diligence to 
ask questions around strategy, whether it be about 
the implementation of an existing business plan or the 
expansion of an operating model that could lead to 
additional business lines and new markets.

DE: Most of the countries that are rich in oil have 
anti-bribery laws, which create fear that a target’s 
conduct in the past could be a deal killer. We were 
able to address that by setting up processes, as part 
of operational due diligence, that allowed us to identify 
and manage those risks.

RP: The auction process. Most companies are sold 
in structured processes led by the seller or the firm’s 
financial adviser. One-off transactions are relatively rare. 
Financial advisers tend to push the process to create 
price tension, and, as a result, getting meaningful, 
actionable due diligence can be difficult due to the  
up-tempo cadence of the auction process.

MM: How can performing the appropriate 
operational due diligence help companies pinpoint 
opportunities for value creation after closing, 
as well as prepare for post-merger integration?

DE: Due diligence is like a funnel. It begins with broad  
ideas and perceptions of a target company’s profitability, 
culture, and how it might be integrated. Through the 
due diligence process, buyers are able to narrow down 

projections and fine-tune models. Most due diligence 
is done before the deal’s closing so each step of due 
diligence becomes a validation of assumptions. 

JD: An absolute priority for our investment team 
is to focus, with management, on identifying and 
quantifying operational efficiencies and cost reduction 
opportunities to achieve in integration. We make sure 
that those opportunities are identified prior to starting 
our investment, and that we have the full support and 
commitment from our companies as we focus on value 
creation from day one.

LL: If a strategic buyer acquires an asset that is going 
to be incorporated into existing operations, the first 
step in efficient and effective merger integration is to 
conduct a solid, well-run and thought-out operational 
due diligence. If a financial investor acquires an asset 
that needs to run on its own, then the more important 
thing is the expectation on asset performance. If the 
expectation is to have EBITDA growth of 10% per year, 
are the systems, the talent and the structure in place  
to achieve these goals?

EU: I wouldn’t say the majority of opportunities and value 
creators are done through the due diligence process, 
because I think many people go into transactions 
thinking the synergies are there so this is why they look 
at certain companies to begin with. But, in performing 
due diligence, the deeper you dig, the more you uncover 
and learn about a business, and as a result, you’re going 
to discover that there are more synergies, opportunities 
and value creators there then you had thought going 
in. Some of them are intuitive but many are not and are 
discovered via the due diligence process.

MM: Are there additional steps that need to be 
taken to perform the appropriate operational  
due diligence in cross-border deals?

LL: The issues just get magnified in a cross-border 
deal. One of the biggest issues, focusing only on 
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operations, is the human resources element. Cultural 
aspects are always very hard and challenging.

JD: From an operational perspective, it’s certainly 
important for us to understand what additional 
investments will be required in foreign markets, 
including infrastucture, systems or other resources.  
We also focus on management assessment and the 
ability of cross-border teams to collaborate effectively 
around the organization’s strategy.  

DE: There are the anti-trust issues. Each regulatory 
authority may be unique to a country. Many anti-
trust authorities have sharing agreements with other 
countries. Dealing with Europe, there are mergers and 
monopolies commissions for different countries and 
then there’s also the European Union (EU), which gives 
you the choice to review in a specific country or with 
the EU where your chances might be better. 

EU: In looking at an international company, buyers  
have things like currency risk. But the things outside 
of that are language barriers, customs, geographic 
distance and cultural differences.

RP: Legal, regulatory and cultural differences are 
fundamental, even as the world is globalizing. Utilizing 
localized expertise is crucial to successful dealmaking.

“Due diligence is like 
a funnel. It begins 
with broad ideas and 
perceptions of a target 
company’s profitability, 
culture, and how it might 
be integrated. Through 
the due diligence 
process, buyers are 
able to narrow down 
projections and fine-
tune models.”

David Emerson
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Toppan Vite, a leader in financial printing, is part of 
the Toppan Printing Group, the world’s largest printing 
group, headquartered in Tokyo with approximately 
US$18 billion in annual sales. 

Our expanding U.S. operations deliver a hassle-free 
experience for mission-critical content for capital 
markets transactions, financial reporting and regulatory 
compliance filings, investment companies and 
insurance providers. 

Toppan Vite has been a pioneer and trusted partner 
in the financial markets for three decades, serving 
the financial, legal and corporate communities with 
meticulous, responsive service and unparalleled local 
market expertise and capabilities. 

Our Hive™ Virtual Data Rooms is an online platform 
that enables you to perform faster and more efficient 
due diligence and document management in a 
completely secure environment.

Entrust your transaction to the Hive™ Virtual  
Data Rooms powered by the award-winning 
X-Ag™ next-generation VDR platform for:

•	 M&A	due	diligence
•	 Pre-IPO	due	diligence
•	 Fund	raising
•	 Corporate	Repository
•	 Real	Estate	Sales
•	 Virtual	board	rooms

For more information, please contact one of the following Toppan Vite representatives: 

Ed Vaccaro
VP of Operations
EdVaccaro@toppanlf.com

Mike Griffo
Hive™ VDR Product Manager
MikeGriffo@toppanlf.com

For more information, please go to www.toppanvite.com/us

Click here to view our Hive™ Virtual Data Rooms promotional video.

Stay connected with our linkedin and blog webpages.

Jeff Riback
President
JeffRiback@toppanlf.com

About Toppan Vite

http://us.toppanvite.com/index.php/virtual-data-rooms
https://www.linkedin.com/company/2925058?trk=tyah&trkInfo=tarId%3A1403107690082%2Ctas%3Atoppan%20vite%20new%2Cidx%3A1-1-1
http://us.toppanvite.com/index.php/blog
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