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CASE STUDY

TRANSACTION ADVISORY

BUY SIDE QUALITY EARNINGS — DISTRIBUTOR 
OF INDUSTRIALS
EXECUTIVE SUMMARY

A financial buyer looking to acquire a platform company for manufacturing 
and distribution of industrials identified a Company that specializes in custom 
manufactured products. The Client requested a financial and tax due diligence 
for the proposed acquisition, who had experienced over 200% revenue growth in 
the trailing six months.   

THE CLIENT 

A financial buyer looking to acquire a platform company for 
manufacturing and distribution of industrials.  

THE CHALLENGE 

The Client identified a Company specializing in custom 
manufactured products for manufacturers and offering thousands 
of standard products through a global distribution network for a 
potential acquisition (the “Target”).  

The Client requested financial and tax due diligence for the 
proposed acquisition. The Target experienced over 200% revenue 
growth in the trailing six months. The growth was driven by 
the addition of large new customers as well as added product 
lines; some specifically related to needs created by the Covid-19 
pandemic. The Client needed to develop expectations as to future 
revenue streams in order to appropriately value the Target. 
Further, identified weaknesses in the Target’s financial reporting 
and inventory tracking practices meant that the Client needed 
help in understanding the true historical results of operations.   

CLIENT: A financial buyer looking 
to acquire a platform company for 
manufacturing and distribution of 
industrials 

STRENGTH: The Client identified 
a Company specializing in custom 
manufactured products for manufacturers 
and offering thousands of standard 
products through a global distribution 
network for a potential acquisition

CHALLENGE: The Client needed to 
develop expectations as to future revenue 
streams in order to appropriately value 
the Target

OPPORTUNITY: The Client requested 
financial and tax due diligence for the 
proposed acquisition

OUTCOME: The quality of earnings 
procedures were able to identify and 
quantify issues within the Target’s 
financial reporting and unsustainable 
revenue growth due to the Covid-19 
specific products that had a direct impact 
on the Company’s valuation. Through 
this, Client was able to renegotiate the 
purchase price incorporating forward 
looking contingent consideration, to 
better protect their investment value

CASE BRIEF



Steven E. Brady, CPA
Partner, Market Leader, Tranaction Advisory

T (609) 445 2808
sbrady@withum.com

THE APPROACH AND SOLUTION

Withum’s team moved quickly to develop a supplement to the typical full scope financial 
and tax due diligence procedures to address our Client’s concerns about the reliability 
of the Company’s financial reports and the sustainability of the new revenue streams.  
To address concerns about the Company’s inventory valuation and costing procedures, Withum’s central 
analytics team stepped in to quickly analyze years of transaction level data; revaluing the inventory using the 
FIFO method and identifying unusual patterns in costing trends. We then performed a rollback of inventory 
to restate costs and recalculate historical gross margins resulting in a 7% decline in the trailing twelve 
month reported gross margin percentage.   

Transaction level revenue detail was used to analyze revenue growth by customer and by product line to 
better understand sustainability of revenue streams and calculate missing liabilities for customer rebates, 
payment discounts and other contractual sales credits.   

Further, Withum’s team worked with management to estimate multiple unrecorded assets and liabilities to 
help our client develop working capital expectations and the purchase agreement working capital peg.    

Tax diligence procedures identified potential exposures related mostly to state sales tax reporting. The 
Target was not filing in all required jurisdictions and had improperly excluded certain products from 
reported sales.   

THE RESULTS, ROI

The quality of earnings procedures were able to identify and quantify issues within the Target’s financial 
reporting and unsustainable revenue growth due to the Covid-19 specific products that had a direct impact 
on the Company’s valuation. With this supporting analysis, Client was able to renegotiate the purchase 
price incorporating forward looking contingent consideration, to better protect their investment value.  
Identification of specific concerns around the Target’s sales tax reporting assisted the Client in drafting 
appropriate protections in the purchase agreement indemnifications and plan for immediate corrective 
actions post-close.   
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