M&A Planning: Sell-Side Due Diligence
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Proactive engagement in sell-side due diligence prior to a merger or acquisition is a step often neglected by
companies contemplating an approach to the market.
While acquiring companies will do their own due diligence, an acquisition candidate that commits to its own
comprehensive discovery process will be better equipped to identify strengths, recognize limitations, and,
ultimately, realize maximum value from a sale or merger.
In this period of slow economic growth, acquiring companies are cautious and deliberate. They will
participate in M&A activity to the extent that it favors safety (with predictable gains) vs. risk (with exponential
gains). “Most of today’s deals are ‘safe,’” notes Scott Matlock, chairman of international M&A at Morgan
Stanley. “Companies are more aware of the risk in expanding corporate opportunity into new markets or
new geographies, and they are also more aware that shareholders have a high tolerance for logical
consolidation and low tolerance for investment where returns are meaningfully delayed.”
Inside this context of safer and more logical consolidation, an acquisition will be attractive to the extent that
it is seen as driving additional revenue, profits and shareholder value. Suitors will link achievement of these
goals to acquisitions they believe will help them do the following:






Sell more goods or services
Increase market share
Increase diversity of goods or services
Expand into a larger geographic area
Leverage economies of scale to gain efficiencies and productivity

To the extent that an acquisition candidate identifies and aligns its strengths with these objectives, it will
exact a premium sale price. And to the extent that it identifies and acknowledges its own limitations related
to these objectives, it can take corrective action to become more valuable and more attractive.
Perhaps the single most critical success factor in performing sell-side due diligence is the nature of the
approach the candidate company takes toward a merger or acquisition. The selling company should adopt a
proactive, take-charge strategy to ensure thorough assessment, comprehensive disclosure and overall
selling process control. This stance delivers multiple positive outcomes that can include the following:








Strengths are identified, documented and emphasized during negotiations.
Limitations are identified and corrected before or reported during negotiations.
The selling company is fully prepared to provide information rather than respond to requests.
When the buying company makes a low offer, the selling company can stand firm and document why.
Thorough preparation and reporting can support a faster negotiation process.
Comprehensive assessment and disclosure can support an atmosphere of transparency and trust.
Potential buyers can sense that risk is mitigated as there are less likely to be post-close surprises.
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While the slow-recovery, slow-growth economy continues to impact profits, there are positive factors like low
interest rates and easing credit markets that are making consolidation activity attractive again. A business
that actively prepares for the process better controls the desired outcome: the best possible price and terms
upon sale.
A company that is considering making itself available for merger or acquisition can benefit from engaging
the services of a firm with professionals who have participated in mergers and acquisitions from both the sell
and buy sides. An outsourced CFO services firm, for example, can provide a formerly seated chief financial
officer who can bring expertise, capacity and exceptional value to the M&A preparation process.
About CFO Edge
CFO Edge is a leading Southern California provider of outsourced CFO services. Based in Los Angeles, we
are a group of experienced chief financial officers who engage with CEOs and CFOs on demand to address
strategic planning, business management, and day-to-day financial operations challenges. Our seasoned
professionals deliver services as interim CFOs, part-time CFOs, project-based CFOs, recruitment-topermanent CFOs and interim-to-permanent CFOs. At CFO Edge, we’re passionate about helping our clients
create, grow and sustain value. For more information, visit www.cfoedge.com or call 626.683.8840.
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