Due Diligence:

Assessing  Before the Acquisition
If you are buying a technology company, what you don’t know will almost certainly hurt you. You will care when your purchase fails to meet even your mildest expectations. 

As part of the acquisition ritual, companies typically sign a letter of intent or an agreement of terms. Such agreements generally include a contingency clause that permits the buying company to perform due diligence. 

In the simplest terms, an acquiring company conducts due diligence to examine the assets being purchased and ensure that what is expected is actually delivered. Technology due diligence focuses this examination on the technical assets associated with the acquisition. 

Many companies treat an acquisition the same way they buy a car or a house. They make an emotional decision, then look for facts to support it. For example, you might fall in love with a sports car, then find ways to justify the cost and inconvenience of constantly having it in the shop for repairs. Too often, corporations "fall in love" with an acquisition and, from that point forward, reason, logic and prudence take a back seat. 

Bad acquisitions can be painful, expensive, and even disastrous. To prevent a bad acquisition, you must be thorough, organized, careful and objective in all aspects of your evaluation.

In the technology business, it is a maxim that fewer than 50 percent of acquisitions succeed based on the financial and strategic terms used to justify the deal. Venture capital firms report that they consider themselves successful if even 30 percent of investment opportunities meet their goals. Those percentages can be made much higher through clarification of due diligence as it applies to technology. 

What is Due Diligence?
Due diligence involves evaluating the legal, financial, marketing, sales, human resources and technology aspects of an acquisition. It means making sure that you are making the right decision at the right price and are getting the deal you expect. Successful acquisitions and investments in technology result from a well-executed due diligence process. Unfortunately, due diligence is not always treated like a business process. Two real-life examples help illustrate why due diligence is so important.

Getting to Market Quickly with Stolen Software
Company X acquired a software company, without completing thorough due diligence. Within days, another company, one of the largest software vendors in the world (and a major competitor) informed Company X, "Your new product contains our code, and we have obtained a court order to keep your new product off the market." 

Company X took the product off the market, fired its developer, and hired an expensive developer to rewrite the software. It settled with the competitor for a large sum of money then sued the former developer. Nine months later, the company introduced its new product to the yawns of a disgruntled customer base. Company X lost millions of dollars on the deal, plus untold management time, and some measure of credibility and respectability with its customers.

 Buying More Than Just a Pretty Package
Company Y needed a product to supplement its distributed product line. After two years of development, it had yet to produce the product needed. When they discovered Company Z’s product, it was love at first sight. The demonstration confirmed that this product was just what Company Y needed. They interviewed staff and customers and sent programmers in to look at code. They concluded a deal, and began marketing the product.

Soon after the deal was closed, reality struck as users began complaining about product problems. When the dust settled, the product turned out to be poorly designed and built. The problems were so significant that the product was pulled from the market for a year of redesign and reengineering. Company Y lost revenue, profits, considerable management time, market share, and credibility with its customers. 

Six Lessons for Acquisition Success
Companies can learn important lessons from these examples to increase their rate of success. Here are six lessons for acquisition success: 
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