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Dealmakers were famously described in the 1980s 
as “masters of the universe.” The term rings even 
truer today. The rate of merger and acquisition 
activity is far greater than anything seen three 
decades ago. The value of global M&A in the first half 
of 2018 hit $2.5 trillion, an all-time high, according to 
Thomson Reuters.

Corporations, private equity firms and others 
engaged in M&A are motivated by a desire to enter 
new lines of business, expand their customer base 
and extend their geographic reach. These are all 
springboards to growth. 

But the deal environment is constantly shifting. 
There are so many variables. Interest rates. 
Geopolitical tensions. Demographic shifts. 
Technological disruption. Regulatory changes.

The best dealmakers know that success depends 
on more than negotiating the best price. Renowned 
American dealmaker Ted Forstmann once said, “You 
buy the wrong business at 25 percent less than you 

should pay for it, you will take a little longer to go 
broke.”

Capturing the full value of a deal hinges on how 
well the newly combined company manages and 
executes after it closes. Post-merger integration is 
a notoriously difficult undertaking, and lack of clarity 
and execution in this phase is a big reason why deals 
fail. 

Integration planning starts long before a price is 
agreed upon and the deal is announced. Acquisitions 
require a careful assessment of the buyer’s capacity 
to implement and build upon the larger business. 
This appraisal can help identify key employees, 
crucial projects and products, sensitive processes 
and matters, and gaps in resources. It will help shape 
the transition services agreement (TSA).

Cross-border transactions bring additional 
challenges and costs, including assessing two firms 
that have differences in culture, language, legal, 
compliance and accounting processes, and more. It 

is difficult to be over-prepared. 

Closing the deal is just the beginning. No matter how 
well conceived the deal is, or how complimentary 
the firms are, if the integration phase fails the whole 
transaction will fail. As a result, there is a lot at stake 
in the first post-transaction months. Customers, 
suppliers, bankers and stockholders are watching 
intently. And, of course, the media always love to 
write stories about post-merger problems.  

Another key phase of integration occurs after the 
TSA expires. While buyers are focused on merging 
sales and executive teams, they often underestimate 
the resources needed to provide ongoing continuity 
in payroll, finance, human resources and corporate 
administration. 

Growth through M&A is a high-stakes game. 
Money and careers are on the line. So, the right 
administrative and compliance resources can help 
increase deal certainty, reduce risks and achieve 
efficiencies across the M&A lifecycle.

I N T R O D U C T I O N  
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Onboarding is critical to any talent management 
strategy. An employee’s first experience of a 
company is the employer’s best opportunity to 
make a good impression – and therefore to keep 
them happy, productive and loyal.

In surveying 1,024 U.S.-based full-time employed 
adults, an online HR software company learned 
that more than 80 percent of employees who rated 
their onboarding experience highly felt strongly 
committed to their jobs and have higher role clarity 
than those who had a poor onboarding experience. 

Initial analysis is often based on limited publicly 
available information. As the deal gets closer 
to becoming reality, additional information may 
come from the target company. In carve-outs, 
for example, prospective buyers will want to see 
a separate balance sheet and profit and loss 
statement that only deals with the business unit in 
question, so they can get a good understanding of 
the financial condition. 

Tax analysis is critical to structuring the 
transaction. In international deals, buyers want to 
minimize the taxes imposed on dividends as they 
cross borders. This means that tax questions will 
need to be dealt with both from a headquarters

D I L I G E N C E  W H E N 
B U Y I N G  A  B U S I N E S S

perspective and from the countries involved in the 
deal.

Considering the time and risk involved in due 
diligence, outside professionals are often engaged 
to assist with this highly complex activity.

“Effective due diligence is essential to 
planning for the integration,” said Larry 
Harding, president of TMF Group Consultancy 
Solutions. “Most of the post-close issues 
will be revealed during due diligence.”

A key part of the due diligence process is a detailed 
analysis of the potential for cost reduction and 
efficiencies. Typically, opportunities to reduce 
costs can be found in back-office functional 
areas like procurement, payroll, finance, human 
resources and information technology. 

In cross-border transactions, the deal and 
integration teams must account for local issues 
in all the target’s jurisdictions. It is simply not 
enough to be an expert in your industry and 
your domestic standards. Missing significant 
local issues for lack of knowledge can be 
problematic, wasting time and resources. 

The executives and consultants involved 

in due diligence should have experience in 
navigating regulatory agencies and other 
governmental authorities in every new market 
you may enter because of the transaction.
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One of the biggest challenges prior to closing a deal is the creation of the transition 
services agreement. Such agreements govern the temporary provision of services by the 
seller post-closing, such as accounting, IT and HR, when the buyer does not have the 
management or systems in place to absorb an acquisition. 

Both parties should consider – as early in the process of possible – if a TSA is needed, 
what the scope will include, and what its duration will be.

The responsibility is on both the buyer and seller to reach an agreement on certain key 
considerations, though the buyer is the one with the most at stake if things don’t go 
according to plan. Consideration must be given to:

• the scope of services
• performance requirements
• review and audit rights
• data privacy concerns
• liabilities
• plans for major service continuity issues
• pricing mechanisms

Lessons from the field
Accurately analyzing and planning for an exit strategy is one of the most important parts 
of the TSA process. The longer the TSA, the more expensive the seller’s services will be. 
There are potentially huge savings in negotiating a TSA with a short duration and limited 
scope. 

That means dealmakers have to carefully assess the back-office functions buyers have.  
The key question for deal teams is: Do you need to build up your in-house capability, or 
will you be better off long-term outsourcing administrative services to a trusted partner? 
Outsourcing may allow you to shorten the duration of the TSA. 

T H E  L O W D O W N  O N  T R A N S I T I O N 
S E R V I C E S  A G R E E M E N T S  
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“The sooner the buyer can peel away from a TSA, the more savings the buyer can 
realize, further amplifying the business case for the deal,” said Randy Worzala, head 
of sales – Americas at TMF Group.

In some cases, working with an external business partner in the pre-transaction 
planning stage could eliminate the need for a TSA altogether. This can be more 
cost-efficient and less risky, as you will benefit from local knowledge of regulations 
alongside the provision of services – knowledge that will stay with you and not 
disappear at the end of a TSA.

For example, a technology company recently completed a carve-out transaction 
that required the seller to provide some basic accounting activities under a TSA. 
When the transition period ended, the buyer quickly realized they had no insight 
into the statutory requirements in a region that can be incredibly complex for 
accounting compliance.

“I’ve found over the years that buyers assume all they need in these situations is 
the transactional side of company finance,” Worzala said. “They’ve never operated 
in these countries before, so it’s an easy assumption to make. But it can be a very 
costly mistake.”

Unfortunately, TSAs can present motivation problems for sellers, and enforcement 
problems for buyers. This is because sellers, once they have closed a transaction, 
may agree to continue back-office support for the sold business – but they are not 
guaranteed to do this with any great enthusiasm.

“The TSA clock starts ticking as soon as the paperwork is signed, and extending 
the coverage will cost you a lot,” Harding said. “You want your new compliance 
partner to be ready as soon as possible, and if they need to recruit their own teams 
or service providers, the transition timeline can run on and on and on.”

CASE STUDY: Involving partner early in the process helps PE firm set up quickly

SITUATION: A PE firm in Europe acquired a division of a pharmaceutical 
company with employees and businesses across Europe.

CHALLENGE: Set up entities in a short timeframe across multiple jurisdictions 
that are ready to operate and to support employees that are transferring in.

SOLUTION: TMF Group helped the firm negotiate the TSA. It acquired shelf 
companies in some jurisdictions and provided ongoing HR and payroll services.
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M I N I M I Z I N G  T H E 
D E P T H  O F  T H E            
J  C U R V E  

Executing an acquisition integration plan is one of the most 
difficult assignments in the M&A lifecycle. 

Every merger involves “negative synergies”, including 
departure of key talent, sales losses, incompatible systems, 
productivity declines, turf battles, and cultural friction. The 
key is limiting the costs and preparing for the unknown 
challenges that may arise.

In other words, the goal is to minimize the depth of the J 
Curve, said Thomas Erichsen, senior commercial director at 
TMF Group, who works with private equity and real estate 
funds.

“If you plot the performance and cash flows of private equity 
funds, the chart will follow the shape of a ‘J’,” Erichsen said. 

The early stages of integration carry huge costs. A range of 
complex issues must be navigated to capture the synergies 
identified in due diligence. M&A, especially carve-outs, is 
truly a multidisciplinary undertaking.  The following back-
office and administrative services are easy to overlook during 
implementation, but attention must be paid, or costs and 
timelines could quickly go astray.

Structuring

Lawyers and tax advisers are often engaged when setting up a company. They can assist 
through the various stages of creating a structure and choosing the most suitable vehicle. The 
selected legal entity is important and can determine the in-country operating model. 

“You have to look at your timeline,” said Mike Morroni, regional director of business development 
- EMEA at TMF Group. “If you have a carve-out in China and you first have to incorporate a new 
entity there, it will take you some time because it’s so regulated. You need to keep these things 
in mind when setting your deadlines.”

Once the structure is in place, who is going to handle the subsequent administrative needs? 
Regulatory reporting demands – and the costs of meeting them – are constantly increasing, 
meaning a trust and corporate services firm is essential.

For private equity and real estate funds, third-party administration is particularly important. 
Pension funds, endowments and insurance companies, which make up a majority of the investor 
base, want independent oversight and a segregation of duties to keep a check on the manager 
running the money.

Accounting and Tax

Different countries have different accounting rules. There are also regional and local tax 
jurisdictions within countries to consider.

The International Finance Reporting Standards is a globally accepted standard for accounting 
and is used in many countries. But there is one large exception: The United States, where 
Generally Accepted Accounting Principles (GAAP) is the standard.

“Buyers can easily underestimate local accounting rules in newly acquired countries, and that 
can be a very costly mistake,” Worzala said. 
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HR and payroll

It’s easy to overlook the human elements of an M&A deal. Some acquirers seem to expect the target company’s 
people to integrate themselves. 

Labor and employment matters are tricky because requirements differ from jurisdiction to jurisdiction and 
because there may be union contracts to deal with. These challenges can be compounded by the scale and 
geographic scope of the deal.

Many countries have regulations to protect employees when ownership of their business changes. The aims are 
to make sure employees are not dismissed and the terms of their employment are not drastically altered.  

After the transfer of employees takes place, an onboarding program is essential or talented individuals will leave 
for greener pastures. The implementation should include proper recognition of pensions and other benefits.

“I think a lot of times people underestimate what needs to happen when it comes to employees, especially in 
highly regulated countries,” Morroni said “Establishing and running payroll might be very difficult for you to sort 
out from headquarters, so you’ll have to outsource it. Then you need to find a trusted provider who can do that 
for you and who can help you set it up.”

Regulation and compliance

Laws and regulations are constantly changing. Non-compliance can cause financial and reputational 
damage. In heavily regulated industries, such as health care and financial services, requirements for product 
registrations, certifications and labeling vary by country. 

You need to develop a comprehensive plan to sequence registration and licensing events by country to help 
ensure consistent product manufacturing, distribution and sales.

Companies and private equity firms that follow a disciplined approach to integration and stick to their timelines 
are usually more successful with their deals than those that don’t. If the execution is well managed, deals will 
begin experiencing unrealized gains followed by events in which gains are realized. 

The J Curve incline is determined by the size of returns generated over time. A steep curve is ideal, representing 
the highest returns in the shortest time possible.

“A crucial part of maintaining and generating value from a newly minted acquisition is minimizing the ‘slippage’ 
costs from a bad implementation,” Erichsen said. “This is often not thought about or discounted in terms of 
level of importance.” 8



C A S E  S T U D Y: 
M A N A G I N G  C A R V E - O U T 
C O M P L I C AT I O N S 

SITUATION: A health care company’s purchase of a 
competitor’s division adds operations in 20 new countries. 

CHALLENGE: The buyer did not have the local language capabilities nor 
the regulatory expertise to operate in 20 new countries. The deal was 
moving fast and the idea of sourcing 20 different RFPs was daunting. 

SOLUTION: By engaging with TMF Group in all 20 countries, the buyer 
controlled costs and timelines and gained consistent service standards.

The buyer didn’t have the time to sit around and hope they found 
the skillsets in each country,” said Mike Marroni. “I told them TMF 
Group’s model in local expertise created a ready-made solution and, 

importantly, the resource to help them get to work immediately.”
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O P T I M I Z I N G  O N G O I N G 
S E R V I C E S   

A merger or acquisition’s optimization phase is all about 
reducing complexity in day-to-day operations and providing 
the necessary support for the newly merged business to 
maintain momentum. 

However, the larger a deal, and the more countries it involves, 
the more complicated it will become.

The only way to ensure success is to be local. Some countries 
require statutory filings to be handed over in-person or 
contracts to be done in the native language. Native nuances 
can be missed by translators. People on the ground who speak 
the language truly understand the local compliance needs. 
Make sure nothing is lost in translation.

When operating in multiple markets, it’s important to have 
an easy way to view all operations whenever needed. It’s 
critical that a service provider has locally compliant financial 
reporting and payroll systems already in place in each country. 
Integration budgets can be eaten up by implementing global 
systems. 

Managing multiple vendors involved in accounting, payroll and 
compliance can stress internal resources. It may make sense 
to have a single point of contact coordinating the day-to-day 
management of outsourced operations. 

Whether it’s a domestic or cross-border deal, working with 
partners can help navigate ever-changing local requirements 
so that a great growth opportunity can be made a reality.

CASE STUDY:  Easing the burden of ongoing compliance

SITUATION: A real estate investment firm acquired commercial 
property in several global jurisdictions involving 30 entities.

CHALLENGE: On the date the transaction closed, the real estate firm had to change the 
registered office address and the directors. It also had to transfer all corporate, accounting 
and tax files. 

SOLUTION: TMF Group was a one-stop shop for the REIT. The company established the 
registered offices to be the official addresses of the entities and provided local directors in 
each jurisdiction. TMF Group also handled special resgistrations depending on the country.  
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Whilst we have taken reasonable steps to provide accurate and up to date information in this publication, we do not give any warranties or representations, whether 
express or implied, in this respect. The information is subject to change without notice. The information contained in this publication is subject to changes in (tax) 
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this information without first seeking independent professional advice. We shall not be liable for any loss or damage whatsoever arising as a result of your use of or 
reliance on the information contained herein.

This is a publication of TMF Group B.V., P.O. Box 23393, 1100 DW Amsterdam, the Netherlands (contact@tmf-group.com). TMF Group B.V. is part of TMF Group, 
consisting of a number of companies worldwide. Any group company is not a registered agent of another group company. A full list of the names, addresses and 
details of the regulatory status of the companies are available on our website: www.tmf-group.com
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About TMF Group

TMF Group is a leading global provider of high value 
business services to clients operating and investing 
internationally. It focuses on providing highly-specialised 
and business-critical financial, legal and human resource 
administrative services that allow clients to operate their 
corporate structures, finance vehicles and investment 
funds in different geographical locations. TMF Group 
has more than 6,500 experts in 80+ countries across the 
Americas, Asia Pacific, Europe, the Middle East and Africa. 

www.tmf-group.com


