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Abstract

In existing academic studies on the Due Diligence process, the different areas have been considered separately. This is
time-consuming and causes inefficiencies. The proposed approach to Due Diligence integrates these separate areas into
one process. While every company’s success can be defined by a few key factors, these differ by industry. The goal of
this analysis is to develop a basis for decision-making regarding Mergers and Acquisitions for small- and medium-sized
manufacturing companies. It also has a positive impact on the success rate of mergers and acquisition transactions by
generating a scorecard model that enables the potential acquirer to perform an overall analysis of the existing data as well
as to generate an informed outlook for the future using a standardized and efficient approach. The model is based on
different research methods. First of all, a literature research was conducted to define the theoretical framework. There are
two main areas, the Strategic Controlling on the one hand, and M&A, on the other hand. The theoretical findings are
specified through expert interviews. The expert interviews are semi-standardized. There is a quantitative and a qualitative
part. Based on the analysis, a concept for a leaner DD approach has been developed. The article presents a summary of
the research.

Keywords: Mergers and Acquisition; Due Diligence; Strategic Controlling; Integrated Analysis; New Approach for Company
Evaluation; Synchronization of Controlling in Pre- and Post-merger Phase.

1. Introduction

There are various approaches to company growth. Organic growth based on the gain or recovery of market share is
a possibility, as is the development of new markets and the acquisition of competitors or complementary companies.
Depending on time, market, and company, the right approach needs to be chosen. In the past, Mergers and
Acquisitions (M&A) were more likely executed by multinational companies, but nowadays the number of transactions
involving mid-size companies is growing steadily [1]. In addition to the above-mentioned background, there are still
two specific approaches for smaller companies for a vertical or horizontal expansion. On the one hand, the negotiating
power with regard to customers and suppliers increases as a result of the increase in volumes. On the other hand, small
and mid-size enterprises (SMEs) all around the globe are facing the challenge of not having a successor for the
company. According to statistical assessments, only in Germany, there will be a lack of up to 110,000 company
follow-ups over the next five years [2]. While big companies have easier access to resources to run an M&A process,
for example with an own department, SME mostly do not have M&A know-how and resources available. But even big
companies that seem to have the right resources, are not seldom in a state of economic problems after the takeover.
Sometimes the whole transaction is being completely cancelled.
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The question is: What is the reason for that? And what could be done different to avoid the inefficiency?

M&As are based on a thorough examination of the so-called "Due Diligence” (DD) [3]. In the process of DD, the
acquisition target is typically split into different sub-areas, and each one is analyzed using a separate checklist to
ensure that the essential points at each level are considered, analyzed, and audited. Based on existing studies, an
average of 183 man-days are needed for a DD. In big companies, entire departments are entrusted with this process. In
small companies, however, M&A departments do not exist as resources are smaller and limited. Due to that, SMEs
often involve external partners to provide the missing expertise and capacity. A disadvantage to this approach is that
external partners may lack industry specific knowledge. Therefore, the ability to assess the findings and draw the
correct conclusions is limited for SMEs due to limitations in time, resources, and experience [1].

Overall, conducting an in-depth review is a big challenge; assessments of the future performance of the potential
acquisition over a brief period are particularly difficult. This is why to a large extent, issues arising after an acquisition
are attributable to errors that occur in the DD process due to time constraints [4].

This article hypothesizes that a new DD approach could help to increase the efficiency and the quality of the DD
process and its recommendation in regards of the potential M&A.

2. Research Methodology

Different research approaches were evaluated in preparation of this article. The most appropriate ones were finally
chosen. The first part is of theoretical nature and was executed by analyzing the existing literature. The theories behind
M&A and DD are evaluated as well as the Controlling approach using the scorecard model. As part of the literature
review an introduction of the most important terms can be found in chapter three of this article. Furthermore, empiric
research is executed. Qualitative and quantitative methods were analyzed. The main goal was to get more detailed
information about the theoretical findings. Finally, the method expert interview was chosen. The structure of the
interviews is described in chapter four. Based on the theoretical background and the information gained out of the
expert interviews the challenges and opportunities are analyzed. A summarized version is shown in chapter five. Based
on the findings a new DD approach is defined on a conceptual basis. The concept will be introduced in chapter six. In
the ongoing research a case study will be used as proof of the concept. The case study is part of the research, but not of
the article. The following figure illustrates the research method.

Research methods

1. Desk research: 2. Qualitative: 3. Qualitative:

Literature review

Expert interviews:

Case study:

Analysis of >200 sources: Analysis and proof Realization of the new
- books of the challenges DD concept based on a
- journals found in the literature representative case

- academic papers

Development of the research

Figure 1. Research methods

The literature review approach was chosen as the best approach to desk research. It provides an essential basis for
further research and it comprehensively summarizes the existing research on the topic [5]. As part of the process, the
entire theory behind the M&A process was defined. This begins with a description of the variations of entrepreneurial
cooperation. The theory defines a wide spread of options, from strategic alliances up to full-mergers [6]. In the next
step the M&A process was investigated with specific focus on the DD sub-area [7]. The last research area was on
strategic CO, which creates the interface between the M&A transaction and the regular CO of a company. The scope
was set and analyzed in detail. Overall, the topic was divided into three major clusters: entrepreneurial cooperation,
DD and strategic CO. In order to get a 360-degree view on the topic, books, journals and academic papers were
considered. In total more than 200 sources were evaluated.

Based on the thorough desk research, a qualitative research technique was used to obtain more detailed
information: the expert interview. Expert interviews are used to gather knowledge and a better understanding of an
actual situation, based on an interview framework specifically developed to facilitate the interview [8]. This approach
was used to gain a better understanding of the challenges of companies during the M&A process and in particular
during DD. Detailed questions about completed DDs were asked to get a better understanding of their content and how
they are executed. Besides that, it also offered the possibility to gain information about opportunities to improve the
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process. The interviews were anonymized to gather input from more participants, in different areas. Those who were
willing to share their experiences and to describe the challenges as well as suggestions for improvement are the most
desirable interviewees [5].

The third chosen research method was case study. In the sense of qualitative empirical social research, a case study
is a complex research approach. Qualitative research methods in general and case studies in particular have gained
increasing popularity at the international level of research in the last decades. Outstanding work that have made
substantial contributions to progress and innovation in the economic and social sciences has been of a qualitative
nature, e. g., Porter 1991, Kaplan and Norton 1996, Ghoshal and Bartlett 1990, Mintzberg 1979. The work of these
researchers mentioned has helped to improve the reputation of qualitative research in business and economics.
Qualitative research methods, and especially case study research, should be seen and understood as what they really
are, a useful and necessary complement on an equal footing with economic models and quantitative research. Case
studies have strengths that compensate the shortage of the other methods. Indeed, case studies offer advantages that are
lacking in other methods. With case studies, researchers can perceive complex relationships in their overall context,
and case studies involving novel or rare phenomena can be investigated in a timely manner. In short, quantitatively-
oriented science frequently relies on case studies [9].

For the mentioned reasons the research focused on two qualitative research methods besides the desk research: the
expert interview and the case study. In the following chapters, these outcome will be explained.

3. Desk Research

First, it was important to get a better understanding of the existing concepts in the research context. This was done
through a desk research. Desk research is a secondary research approach that entails gathering, processing and
interpretation of existing data without own collection of the same [3]. Before starting the research, the scope was set.
This was done based on the company lifetime. The most relevant aspects were defined. Based on the problem
description, the M&A process and the strategic CO, were identified as the central theories for the investigation.

3.1. Mergers and Acquisitions

Companies choose M&A, in particular in the same or related industries, when they want to strengthen their core
business [10]. On the other hand, companies are selling their non-core businesses. Both reflect the optimizing
strategies of companies, which face increasing challenges [11]. This includes the acquisition of a competitive
advantage. Especially when it comes to different technologies needed in different markets companies try to assure
access to the relevant products to have the power over the quality and price of these products and related innovation
[12].

First of all, the decision of a company is made to participate in a M&A transaction because a potential target, which
was identified to be beneficial to its strategy. There are different approaches in literature, but the majority of it claims
that a merger follows the three following phases:

e Pre-merger phase;
e Merger- or transaction phase;
e Post-merger phase.

The three phases are the main steps within an M&A process and can therefore be broken done in sub-areas.
Concepts with up to nine phases are existing [13]. Out of all different theories a common understanding is that an
acquisition consists of screening, selection, evaluation, pricing, negotiation, DD, closing and integration [14].

Screening, selection and evaluation can be interpreted as the pre-merger phase [13]. This phase includes an analysis
of the company followed by an analysis of the competition and the market. The evaluation of the motive for the merger
delivers the definition for the strategies of the acquisition [14]. The merger or transaction phase starts with contacting
the possible target and to start negotiations followed by the DD and the closing. The DD process carefully analyses the
to be acquired company on different sub areas, such as economic, legal, tax and financial circumstances [13].

The post-merger phase includes a post-merger planning and ends with a post-merger audit which concludes the
M&A process [13]. An additional topic, which needs to be included as well is the post-merger-integration (PMI) [14].
Usually there is no difference made between the M&A process of Large-Scale Enterprises (LSEs) and SME. In other
words, the process of M&A is the same, even the organizational structure and the available resources and the
knowhow regarding M&A are significantly different. The following illustration visualizes the three main and nine sub
areas of the M&A process in its consecutive order.
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Figure 2. M&A process

Every single phase offers room for improvement and can be optimized. The focus of the research is on the DD area
as the key for a successful M&A.

3.2. Due Diligence

There is not one overall valid definition of DD in the existing literature. It can be described as a detailed
examination of a company, executed before becoming involved in a business arrangement with it, such as buying or
selling its shares [15]. It is the investigation with a reasonable standard of care [1]. Further specified is the careful
analysis and valuation of an object in a business transaction [16]. Concept and wording were created and established in
the United Stated of America as part of the security laws and is nowadays used, with the English expression all around
the globe [17]. In other words, DD is the basis for M&A. It is a thorough examination of another company [18].

The capacity of the company's internal assessment of the findings and the drawing of the correct conclusion are
often limited due to a lack of time and experience. In big companies, whole departments are entrusted with the DD in
the context of company acquisitions. SME often involve external partners to cover the missing experience and capacity
[1]. Although business transitions in the same country are already complex under the same legal conditions as well as
under identical accounting rules, the complexity of the transitions in an international context is multiplied by a large
number [19].

As a basis of the DD the company to be examined is split into different subdivisions. Each of it is carried out with
separate checklists to ensure that the essential points at each level have been subjected, analyzed and audited. It does
not primarily refer to the components and circumstance of the test but to the quality of the tested components [20].
Initially, the main components were financial, tax, legal, commercial, organizational and technical DD. Due to
developing markets and the differences between industries the number and the content of DD can be different [21].
The reasons for a DD are diverse and range from the departure of a shareholder, on to the transformation of the
company form. Other reasons can be the follow up with a turnaround of an enterprise after its recovery and the final
sale of the company [19]. The basic structure is further subdivided and adjusted depending on the reasons and the
resulting focus of the audit. Depending on the scope of the test, a distinction is made between full and partial DD.
When buying a company, a fully comprehensive audit is performed, which also has a high level of detail [19]. The
main requirement is to recognize the opportunities and risks of a company purchase in advance and thereby to prepare
the fundamental decision regarding a company purchase [1].

It is the goal to conduct a complete and consistent assessment of the target company. All factors on the buy-side are
used. This is the so-called buy-side DD. The counterpart is the sell-side DD, in which a company is judged from the
seller's point of view. The goal is to evaluate all transactions that are responsible for the success of a company with a
360-degree view of the company [22].

3.3. Strategic Controlling

Behind company-wide, active controlling and active corporate management is much more than a cost control
system. An integral part of company-wide integrated controlling is the commercial, technical, sales, market and
environment-based controlling. Nowadays, controlling by means of detailed and constantly reviewed planning and
simulations prevents wrong decisions and efficiency losses of all kinds. Companies gain access to transparent
structures and procedures, from which improvement and cost-saving potentials as well as growth potentials can be
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identified. It is the crucial foundation for current and market-oriented corporate governance. In general, it helps to
permanently improve results, to plan the success of individual departments in detail and to detect and eliminate weak
points. Controlling and the associated business intelligence systems are a key factor in business success, regardless of
size and global positioning. Kaplan and Norton understood the shortage and inefficiency of the classical Performance
Measurement System (PMS) and created a model that had a more holistic view, which eliminated the problems of
classical PMS. With the invention of the Balanced Scorecard (BSC), organizations focused on short- and long-term
goals, monetary- and non-monetary indicators and perspectives of external and internal performances [23].

“The BSC complements financial measures of past performance with measures of the drivers of future
performance. The objectives and measures of the scorecard are derived from an organization’s vision and strategy.”
[24].

The ultimate goal of the BSC was to translate strategy and vision of an organization into measurable objectives.
Those objectives can be subdivided into four different perspectives: Financial, customer, internal-business-process and
learning and growth [25]. The expectations of the shareholders define the financial perspective. The customer
perspective identifies how the organization wants to be seen by its customers. The internal-business-process
perspective explains the business processes. The processes are important for the organization to satisfy the
expectations of shareholders and customers. The learning and growth perspective shows the improvements and
changes the organization needs to implement in order to translate vision into strategy. Kaplan and Norton encouraged
managers to monitor Key Performance Indicators (KPI) of the four respective categories that picture a balanced view
between short- and long-term goals, monetary- and non-monetary indicators, and a perspective of external and internal
performance [23]. But all KPIs should be linked with financial goals, because if the employees are not satisfied with
the new formed organization, their performance will not increase over time and hence the internal processes will not
become leaner. Therefore, customer requirements cannot be processed in an appropriate time which can lead to
unsatisfied customers. As a consequence, sales will drop, and this will impact the financial KPIs.

3.4. Findings and Basis for Further Research

The first result obtained from the literature review is that the three disciplines investigated, entrepreneurial
cooperation, DD and strategic CO are all already well elaborated. Furthermore, they are all applicable in the company
lifetime and there are as well sufficient practical examples, confirming the practicability of the theories.

Nevertheless, there is no direct link between them. The DD, which is especially considered as part of the M&A
process and the strategic CO, are used independently from each other, even though they have an interface, as shown in
the following illustration. The interface is defined to be either in the last step of the M&A process, the PMI phase or
after.

Company Lifetime
N s N
; Foundation s Liquidation *
R —— \ N\
S M&A J M&A S
Interface

Figure 3. Theories applicable in the company lifetime

In consequence to these and based on other findings in the literature review it is assumed that the ultimate cause of
the M&A failure at the end could have possibly been discovered during the DD with a more integrated form of
evaluation and a closer connection to the strategic CO of the company.

Because of the missing link between DD and strategic CO there are redundancies, which cause time constraints in
the DD due to limited resources. The literature shows that to a large extent, problems arising as a result of company
acquisition are related to time constraints in the DD.

Another finding was that the different sub-areas within the DD process have generally been considered detached
from each other. All sub-areas of the DD process are described in detail and the importance of each area is well but
separately highlighted. Within the CO, the BSC approach also divides and evaluates the company in different sub-
areas; the organization in this context is however seen as an integrated system. This means the hierarchical
dependencies are considered in strategic CO, while they are not in DD.
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Figure 4. Integration of disciplines DD vs. CO

From the literature review, it was also shown that the disciplines have different time orientations. While the
strategic CO covers the whole-time line, beginning with the past through the present and with a future orientation, the
DD approaches are strongly oriented to the target company’s present and past situations. The future orientation and the
sustainability are not reflected to the same extent in the DD than as they are reflected in strategic CO. In other words,
the sustainability, the future orientation and the future viability of the company remain largely ignored. DD represents
only a static assessment of the actual situation. Strategic CO provides an outlook on the company’s sustainable success
potential.

Controlling >
> Due Diligence >
;  Past »;  Actual w Future
Timeline

Figure 5. Timely focus of DD vs. CO

The DD areas cover all the functions of the company, but only the Financial area is measured in KPIs, while the
other areas are evaluated in a rather qualitative way. Strategic CO intends to measure all areas with KPIs; either
monetary or non-monetary ones. Besides that, strategic CO additionally includes industry-level parameters, which only
partially exists in DD.

The participants of the different disciplines show an intersecting set, but there are as well differences. Strategic CO
mainly uses internal resources, while in the DD, external players are also involved depending on the company size and
the sub-area of the DD. This causes the effect that the results of the DD do match with general standards and KPIs but
they do not necessarily address the company’s individual KPIs.

In regards to research questions one and two, it can be said that DD and strategic CO are involved in the M&A
process. There is an actual interface between the theories, but it is not well elaborated in the literature.

The above written findings obtained from the literature review are summed up below:
o No connection between different theories (DD vs. strategic CO);
¢ No connection between DD sub-areas;
¢ DD and strategic CO focus on different time frames;
e Both DD and strategic CO have different participants;

o Results are presented different ways in DD and strategic CO (DD general vs. CO company specific).

4. Definition of Further Research Methods

Based on the existing theories and the defined research goals, different research methods were considered. This
sub-chapter provides an overview of these methods and those that were identified as suitable for this dissertation are
described, including a discussion of how they will be used.
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For the development of a scorecard model two research methods are suitable. For defining the cause-and-effect
relations between different hierarchy levels, quantitative methods based on statistical analyses such as linear regression
can be used. For defining the KPIs within strategic CO, an experimental study is a good approach to identify the KPIs
as well as the variables that influence each KPI [26]. Defining the BSC and a detailed analysis of the scorecard model
is beyond the scope of this dissertation.

A statistical analysis could be used to understand the challenges companies have during the DD process, but the
information for the analysis would have to be generated from an observational study [27]. The challenge here is to gain
sufficient access to companies and specific M&A cases to have a representative database for the research. The
population is critical, as the packaging machinery industry is a niche within the manufacturing industry, and the
challenge is compounded by the fact that M&A transactions are highly confidential.

A qualitative research technique used to obtain detailed information is the expert interview. Expert interviews can
be used to gather knowledge and a better understanding of an actual situation, based on an interview framework
specifically developed to facilitate the interview [28]. This approach can be used to gain a better understanding of the
challenges of companies during the M&A process and in particular during DD. Detailed questions about completed
DDs could be used to get a better understanding of their content and how they are executed. Besides that, it would also
offer the possibility to gain information about opportunities to improve the process. Anonymizing the interviews often
allows researchers to gather input from more participants, in different areas. Those who are willing to share their
experiences and to describe the challenges as well as suggestions for improvement are the most desirable interviewees.

Case studies in the sense of qualitative empirical social research are a complex research approach. Qualitative
research methods in general and case studies in particular have gained increasing popularity at the international level
of research in the last decades [29]. Outstanding work that have made substantial contributions to progress and
innovation in the economic and social sciences has been of a qualitative nature, e. g., Porter 1991, Kaplan and Norton
1996, Ghoshal and Bartlett 1990, Mintzberg 1979. The work of these researchers mentioned has helped to improve the
reputation of qualitative research in business and economics. Qualitative research methods, and especially case study
research, should be seen and understood as what they really are, a useful and necessary complement on an equal
footing with economic models and quantitative research. Case studies have strengths that compensate the shortage of
the other methods. Indeed, case studies offer advantages that are lacking in other methods. With case studies,
researchers can perceive complex relationships in their overall context, and case studies involving novel or rare
phenomena can be investigated in a timely manner. In short, quantitatively-oriented science frequently relies on case
studies [30].

The dissertation thesis focuses on two qualitative research methods: the expert interview and the case study. In the
following chapters, these two approaches are explained and used for the research.

5. Expert Interviews

The expert interview is a special form of the semi-structured interview. The person interviewed is herein reduced to
their expertise in the related topic. The status as an expert is related to the research topic and therefore represents a
subjective view of the interviewer. Within the research the experts are either employees of the SMEs involved in the
DD process or consultants working with SMEs in such kind of DD projects.

5.1. Structure

As non-standardized or semi-structured interviews are a mixture of open and closed questions, the answers are
formulated in their own words. Therefore, topics the interviewer did not think of, prior to the interview might be
covered [31].

The closed questions, do already offer predefined answers. The answers are based on the literature analysis.
Besides that, the interviewees do always have the option to mention an additional point not covered in the predefined
answers. The category is called others. If the category is chosen, it needs to be specified. The open questions did not
include any kind of predefined answers. The target is, to get more insights and a broader knowledge out of the
experience of the experts. The answers are coded to define categories [32].

The expert interviews were held in a semi-standardized way. There were some key questions and some eventual
questions. The key questions were asked in every interview to keep the same structure. The eventual questions were
only asked, in case a clarification was needed or in case the interview tended to leave the standardized direction [33].
The following graph shows the questionnaire.
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Questionnaire — Qualitative Research dissertation thesis

1. What are the main drivers for M&A?

2. Which phase within the M&A procedure is the most challenging one, out of your
experience?

3. Which are the main reasons for a failing M&A project?

. Which DD areas are you executing?

Why is this phase so challenging? / How would you describe the main difficulty of

the DD?

What is based on your expertise, the best approach for the labor setup of the DD?

‘Why is this approach the most appropriate one?

A

What are the biggest challenges in setting up the right DD team?

o g0 @

In which area is it required to work with external consultants?

10. Could you please rank the importance of external consultants based on the DD areas
you are executing (5 = very important, 1 = not important)?

11. In which area is the expertise of own employees important?

12. Could you please rank the importance of internal experts based on the DD areas
you are executing (5 = very important, 1 = not important)?

13. Why is it so difficult to get access to the right data during the DD?

14. Out of your perspective is there a link between the different DD areas?

15. Are the different DD areas in the execution integrated in one approach?

16. What is your strategic controlling approach?

17. Out of your experience is there enough link between the companies strategic con-
trolling approach and the areas considered in the DD?

18. Would a stronger connection help to increase the quality of the DD and the success
of the M&A activities?

19. Out of your experience is there enough future orientation and enough focus on the
sustainability of the target company?

20. How can the DD process be improved to be more efficient, without a decrease in

quality?

Figure 6. Questionnaire

The questionnaire follows one guideline. The guideline was slightly adapted depending on the fact, if the interview
was held with an employee of the SME or with a consultant. The interviews are analyzed in a combined way. There is
a deductive approach as well as an inductive one. The deductive codes which are analyzed based on the parameters
found in the literature research are the basis, which is enriched with inductive parameters found directly in the
interviews.

Within the study ten experts were interviewed during a period of a month to provide further inside into the topic.
The number was not predefined. The interviews were stopped, once the saturation point was reached and no additional
information could be gained anymore. The basic requirements for all experts were, that they have at least five years of
working experience in strategic controlling of a company or consulting and participated in M&A.

5.2. Results

The expert interviews had the objective to confirm the overall M&A situation in the packaging machinery industry.
Additionally, the goal of the section was to precisely explore the challenges experienced by the experts in the DD
process based on the concrete challenges that were found in the literature review. Besides that, another goal was to
understand the options available for DD improvement as part of the M&A process based on the opinions of the
experts.

The overall development of the market described in chapter one was confirmed by the experts. This confirms the
increase in M&A activity in the packaging machinery industry in Germany and the necessity to decrease time and cost
while increasing the quality of the entire DD process.

The challenges and opportunities seen in the DD process were as follows:
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Through the expert interviews, it became clear that there is currently not sufficient link between the different DD
areas and that there is most likely to be no link at all between the strategic CO approach and the DD process. The
experts mentioned that they expect the M&A success rate to be increased by integrating DD into the strategic CO
approach of the acquirer and by evaluating the target company using the acquirer’s CO approach.

The expert interviews furthermore confirmed that the future viability and the sustainability of the target company
are not sufficiently considered in the DD process, as the DD is mainly backward oriented. The timeframe of the CO is
expanded and there is a stronger focus on future viability.

SMEs of the packaging machinery industry are not PE firms. They do not grow primarily from M&A activities.
They are limited in knowledge and capacity regarding the DD process. Thus, external experts with their own standards
of conducting DD have to be involved. Most SMEs follow the structures of the external experts. The problem is that
these structures are not linked to SMEs internal strategic CO that is the basis for the PMI phase.

Another outcome of the expert interviews is that the team approach was the right method, but with a structure
defined by the acquirer, not by external consultants. With the right mix of participants and clear targets and objectives,
the requirements can be defined in a more transparent way. The assumption is that this could make the process leaner
and more efficient in terms of time and cost.

The DD areas need to be separated into two general groups, quantitative and qualitative ones, where the qualitative
areas are based on legal issues. This includes the Legal and the Tax DD. The external experts play the most important
role in these areas. It needs to be considered that Legal and Tax also have quantitative aspects that affect other
quantitative DD sub-areas even though they are qualitative areas. There is a cause-and-effect relationship between the
different sub-areas. The quantitative areas are Financial, Commercial and Operational.

The qualitative DD areas are rarely measured based on KPIs, while in the quantitative areas, using KPIs is
beneficial and can be done in the same way as in the PMI phase and in strategic CO. The quantitative areas should
therefore mainly be covered with internal experts. The stronger alignment between strategic CO and the DD phase of
the M&A process supports the idea of using the company’s individual KPIs in the DD process as well. This could
contribute to the efficiency of the DD process due to the use of little time to interpret the result.

Overall, the outcome of the literature research and the findings, and the statements from of the expert interviews
defined the challenges of the current DD process and made it clear that a new approach for the DD process is needed to
improve the uncertainties of the existing one and to integrate potentials in the process that have not been considered so
far. Based on the weaknesses identified in the literature review and confirmed by the experts together with the
indications given by the experts, the concept for an integrated DD approach was developed. The model will be
introduced in the next chapter.

6. Innovative Due Diligence Approach

Based on the information gained out of the theories and the qualitative research a new concept for DD will be
defined.

The target is to generate a decision basis for the M&A of a competing enterprise in the area of manufacturing SME
by developing a scorecard model including KPIs and their relevant internal and or external benchmarks which enables
the potential buyer an overall analysis of the actual data as well as an outlook to the future on a standardized and time
efficient method [34]. The idea is to combine the structure of Strategic Controlling of a company in the PMI phase and
the DD. A comprehensive, high-quality company evaluation is essential, taking the parameters of time and personnel
into account. As mentioned above the outcome is, that the different areas of DD, such as legal, tax, financial,
commercial, technical and environmental have mostly been separated from each other. The possible procedures have
been described, and the problem areas in the individual areas have been pointed out [35]. The new development deals
with the integration of the different levels and the holistic assessment. In other words, the different areas will be linked
to each other. A company always needs to be seen as an integrated system. There are hierarchical dependencies
between the areas examined during the DD, which must also be understood and assessed as such. The following figure
is showing an example for dependencies within a company.
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Figure 7. Dependencies within a company

The shown dependencies are the basis of a qualitative reasoning, which links the strategic targets of a company. It
is difficult to define all connections, especially because the dependencies can go in both directions. But this is
necessary to link the pre-existing checklists of the various DD through their interfaces, so that an integrated evaluation
is possible [36].

For all the dependencies of the strategic targets in the company, the KPIs need to be defined to make the
dependencies measurable. Commercial and technical levels for example are directly influencing the financial level of
the company. The quality standard and the innovations of the products out of the technical area are influencing the
commercial level. Quality for example can be measured by the costs for warranty. As an absolute value is difficult to
compare, a ratio needs to be formed. A concrete ratio can be the warranty cost to turnover ratio. For the sustainability
of the company innovations are important. The innovations can be measures in R&D costs per turnover and total
number of patents and their average time until expiry. In the next step the technological level is causing an effect on
the process level, e. g. the orders by the customer. The quality of the order process can be measured in the order to
quotation ratio. Furthermore, the cancelation-order ratio is giving a good indication for the connection and the
dependency between the commercial part of the company and the technological one. Thinking about the financial
level, the market share is a result out of the quality of the product and the sales process, in other words out of the
technological and the process level. The market share as one part of the commercial area is influencing the turnover. If
the market share is big, the turnover of the company is bigger and the power in the market is bigger as well. This has a
direct influence on the gross profit and the result of the company.

Benchmarks, which depend on the individuality of the company, either from the market or from the company need
to be taken into account. The experience and the existing knowledge as well as the resulting comparability of
companies are greater in the case of acquisitions of competing companies than acquisitions of complementary
companies up or down streaming the value chain. The new DD approach therefore relates to companies which are in
direct competition with each other, which leads to the expansion of the market share [34].

In the figure shown below an example for a dashboard including some examples for the defined KPIs and an
evaluation according their benchmark is displayed. While in the lower part the evaluation of commercial KPIs are
shown, the upper part shows the financial level and a selection of its key figures. The indicators are shown in different
ways, which allows the evaluating employee to get a fast overview and to do further research on the ones in a critical
stage.
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Figure 8. Mueller M&A-Scorecard Model

A model for the integrated DD process, which is assessed by all company components both on the actual situation
as well as on the future capability, can be represented on the basis of the prevailing theories. A challenge can be seen
in the individual processes of a company and the different data quality. These must first be made comparable to the
evaluation of the resulting key figures [34]. In the international environment the challenge to create a common data
base is even bigger, due to legal differences, but once this goal is achieved with a structured procedure the created
measures can be used in an efficient way to evaluate the company and to decide about starting the negotiations of the

M&A or to stop them on an early stage [36].
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7. Case Study

Case studies have been a part of qualitative research since the 1960s. For a long time, case studies were not
considered an appropriate research method in Business and Economics. The main criticism was that the population in
case studies is too small and that the outcome could be influenced by the subjective view of the researcher. This has
changed in recent decades [37], and case studies are now considered to be especially useful when trying to test
theoretical models by using them in real-world situations. Analyzing results of a case study tends to be more opinion-
based than with statistical-methods based. The implementation of case studies usually involves collecting data, putting
it into a manageable form and constructing a narrative around it [38]. Even a single case study can be sufficient to
explain a certain phenomenon, particularly those with critical or classic characteristics [39].

7.1. Description of the Case

The case describes a DD conducted within the packaging machinery industry. The DD was executed by a German
SME within the industry. The target is also located in Europe and is a competitor of the potential acquirer. Both the
acquirer and target company are among the leading companies in the industry. The first contact between the target
company and the potential acquirer was made through an M&A consultant on behalf of the target company. There
were several reasons for the target company to seek a partner. First, the main shareholder in the founder’s family
wanted to sell due to the fact that there was no successor within the family. Furthermore, the company saw the need
for growth as they had lost some market share and wanted to strengthen their market position but did not have the
financial resources to do so. In addition, customers had made it clear that they wanted to source their products from
one company, to reduce administrative overhead. The result was that the selling company contacted M&A consultants
to have them search for an appropriate partner. After sending basic information about the target to the potential
acquirer and the potential acquirer expressed interest, a Lol and an NDA were signed by both parties, to prepare for
the next steps in the M&A process. This was the starting point of the DD effort.

7.2. Recommendation Based on the New Concept

The recommendation is based on the integrated approach in the new DD concept that covers the qualitative and the
quantitative parameters measurable with KPIs. The evaluation of legal and tax issues shows, there were no deal-
breakers; this means, the risks revealed through the analysis are manageable. The result was displayed with the traffic
light logic. For that reason, the DD continued. Otherwise it would have stopped immediately after the Legal and the
Tax DD. The impact of the risks marked with the yellow traffic light was quantified and therefore became part of the
quantitative analysis, displayed with KPIs, especially in the Financial area. This was already one difference from the
originally executed DD, where the risks were only to be mentioned, but not further evaluated.

In the quantitative part of the DD, the data base was made comparable with the structure of the buy-side’s and the
risks were considered as well. More important was the integrated evaluation of the sell-side. The results are shown as
KPIs. The KPIs ended up in the dashboard. The dashboard above gave the recommendation to proceed with the M&A
process. Which means, the new DD approach showed a positive result. The decision in the original DD and the
recommendation regarding the decision about the DD in the case study here are therefore different. While the
previously executed DD showed a negative result and the M&A process was stopped, the new DD concept shows a
positive result and recommends continuing with the M&A process.

The recommendation above is the result of the simulation of the new DD concept based on the case study. The
question is, which one of the two recommendations is the right one? To prove the functionality of the new DD
approach, further analysis was needed. First, the actual development of the target company after the original DD was
reviewed. The results are described in the following sub-chapter. This should provide a first indication of the
hypothesis on whether or not that the new concept leads to a quality increase.

At the end the concept as well as the result of the case study were presented to expert two, whose expertise was
also used during the expert interviews. The reason why expert two was chosen is that he was the CFO of the potential
acquirer by the time the original DD took place.

7.3. Discussion of the Results of the Case Study

As a final step of the case study, the results were discussed in a follow-up expert interview. First, the experience of
experts was used in chapter four to gain more knowledge about the challenges and the opportunities in the M&A
process in general and the DD process in particular. Based on that, the new concept was defined and applied in a case
study. To verify the concept and the results of the case study, the results were presented to expert two. Expert two was
selected because he was actively involved in the original DD.

As an introduction, the results of the expert interviews were shown to set the basis for the subsequent explanation
of the new DD concept, which is based on the literature review and the expert interviews. The original DD had already
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taken place some years ago. Therefore, the original case was briefly described before the results from the case study
were presented as shown above.

Expert two sees the improvement within the new DD approach based on the challenges and the opportunities the
experts described during the expert interviews. Furthermore, the results of the case study were approved. Based on the
result of the original DD, the outcome of the new approach and the actual development of the company after the DD
were discussed, the expert confirmed the benefit of the new DD concept. Besides that, the efficiency increase in time
and cost was discussed. The expert sees an improvement here as well. The criticism that came up was about the
population due to the application of only a single case study. The reasons and the rationale for choosing a qualitative
research approach were explained again. Overall, the expert sees a positive contribution to the further development of
the topic. This is particularly due to the fact that the number of DDs in the packaging machinery industry is expected
to increase over the next years. Once there is a bigger base of applied examples in the packaging industry, expert two
sees the opportunity to transfer the concept to other industries as well.

The next illustration sums up the results of the expert interview.

Table 1. Results of the follow-up interview

PRO
1. Positive impact on quality

2. Efficiency increase in both, time and cost

3. Transferability to other industries
CON
1. Population (single case study)

8. Outlook for the Innovative Due Diligence Procedure

The outcome of the dissertation thesis was a new DD approach that was developed using qualitative research
methods. During the selection of the research methods, the concern was that using a quantitative method would focus
on backward-oriented data rather than on generating a new concept. But qualitative research also clearly has its
limitations. While in the expert interviews, the saturation point was reached and the results can therefore be seen as
representative, a case study only provides evidence that the concept has worked in the single case.

Due to that, there is room for further research. After several DD efforts are conducted using the new concept by
SMEs in the packaging machinery industry, a quantitative research effort would be desirable. With a broader database,
the DD process could also be reviewed again by using the CPM method. With a bigger population the actual time used
could be measured and the critical path could be identified. Furthermore, a detailed cost analysis would be possible.
The actual costs for external and internal experts could be calculated. As a result, the time-cost optimum of the new
DD concept could be calculated.

Another important topic would be to extend the model to international M&A activities. Certain areas were cut from
the dissertation due to the need to restrict the scope and due to resource limitations. The task of developing
comparable data sets was discussed but the issue of reconciling financial statements that were prepared using different
accounting standards deserves special focus. The same applies within the qualitative DD areas where Legal and Tax
DD can involve different legal and tax rules from different countries. The cultural differences and the Cultural DD that
comes along with it should also be addressed as an aspect of a multi-country DD process. It would be important to
discuss whether this DD area is strictly qualitative or if there is a possibility of making this DD area measurable in a
quantitative way.

What also deserves further discussion is the impact of harmonizing the strategic CO approach and DD procedures
on PMI. Right now, the concept focuses on a leaner DD process. An important question would therefore be whether
and how much this harmonization could also improve the PMI phase.

At the moment the concept is designed for competing companies in the packaging machinery industry. The concept
can be easily extended to other industries considering that the KPIs would have to be adjusted and realizing that the
concept in the first-place targets M&As within a horizontal diversification. This offers room for the expansion of the
concept for acquisitions targeting a vertical or lateral diversification.

Due to the increasing awareness of the environmental and the social responsibilities of companies, another factor
that could be added in the model in the future is the ESG DD. However, before integrating it into the integrated DD
concept, some further investigation in the ESG DD itself is recommended. At the moment, it is still a niche and even
tough it is considered as being important, there is still no clear way of applying it in the DD process.
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9. Conclusions

As stated in the first section, the dissertation hypothesized that a new DD approach could help in increasing the
quality and efficiency of the DD process and its recommendation in regards to potential M&A.

To answer the research questions, three methods were used. The literature review in chapter two showed that DD
and strategic CO, the two main theories influencing M&A transactions, are well elaborated, but they have not been
considered together so far, even though there is a clear interface. Further research was done with this consideration and
the awareness that the number of M&A transactions will increase in the next few years and that the current state shows
inefficiencies and a low success rate. The challenges in the M&A process were confirmed through expert interviews,
and potential for improvements was identified. Based on the outcome, a new DD concept was elaborated.

The new approach integrated DD with the company’s strategic CO. In other words, it tends to evaluate the target
company in the same way the company approaches this internally, although the M&A target does not belong to the
acquirer. Furthermore, the right mix of participants in the DD process is defined. The team approach is seen as the
right method, but with a DD structure defined by the acquirer and not by external consultants. The new approach is not
only retrospective but also strongly oriented toward the future. The timeframe has been expanded, and there is a
stronger focus on future viability.

The DD areas need to be separated into two general groups, quantitative and qualitative ones. The stronger
alignment between strategic CO and the DD phase of the M&A process supports the use of the company’s individual
KPIs in the DD process as well, and that the results of both qualitative and quantitative areas are displayed with KPIs.

By establishing a standardized DD procedure, companies can gain in-house expertise regarding the DD process,
making them less dependent on external consultants. This alone will decrease the cost of DD for the company.
Furthermore, it is a concept that can be applied to different DD efforts as they arise in the future. Considering the scale
effect, the one-time set-up cost pays off as the number of DD efforts increases. With the right mix of participants and
clear targets and objectives, the requirements can be defined more clearly. This makes the process leaner and more
efficient in terms of time and cost.

Overall, this new approach to DD will not only save time for the potential acquirer but for the potential seller as
well. It makes the entire DD effort leaner and more efficient. Collaboration is improved, increasing the satisfaction of
both parties involved. In every market, the players know each other, so M&A activities are sensitive as the parties
involved have different interests. A structured and transparent procedure helps the parties understand each other better.
Ultimately, the atmosphere during the DD process improves so that it doesn’t matter whether the merger finally
happens or not, as long as the parameters are clear and understandable for everyone. This helps to increase the respect
for and reputation of the potential acquirer. This information will be shared in the industry and in the market, which
can be a competitive advantage when other companies are searching for interested acquirers. The market will take note
of the innovative approach, which might even cause an interest on the part of other companies in adopting the model.

Based on the general outcome of the dissertation thesis and the specific result of the case study, the hypothesis that
M&A success rates and efficiencies could be increased with a new DD concept is supported.
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