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Due Diligence Overview

Q What is aDue Diligence (DD)?

A DD is a comprehensive investigation conducted before significant corporate decisions, particularly in M&A
transactions. It assesses potential risks and identifies opportunities, determines strategic alignment, and also provides
critical insights for informed investment decisions

Core Categories Emerging Areas Impact on Investment
« Financial Legal * IT/Technology * Influences deal terms
« Operational « Cybersecurity « Affects valuation models
« Commercial » Environmental Social & » Determines integration success
* Human Resources Governance (ESG) * Provides negotiation leverage
 Intellectual Property Tax * Informs "Go/No-Go" decisions

 Environmental

Challenges of Due Diligence

Unsure of what to ask Lack of expertise
Lack of adequate Subjectivity Nature of
technology Due Diligence

Limited Access to
Information

Inadequate
Communication

Time Constraint Legal Issues

@ Accurately valuing

information gathered

Involved Costs




Financial Due Diligence

Purpose & Scope Key Areas of Investigation
Comprehensive assessment of target's financial health, Historical Financials: 3+ years of statements, monthly
stability, and future outlook to: reports
« Identify potential financial risks and hidden Quality of Earnings (QoE): Revenue sources, cost
liabilities structures
« Ensure accurate valuation and prevent Projections & Forecasts: Realistic future performance
overpayment Working Capital & Debt: AR/AP aging, capital
» Uncover opportunities for financial requirements
optimization Pension Schemes: Often overlooked liabilities that can

Critical for making informed investment decisions that exceed transaction vale

protect your capital

Primary Risks Key Professionals Investor Takeaways

» Undiscovered liabilities affecting » Financial analysts with M&A Financial due diligence directly impacts:
ROI expertise » Deal pricing and negotiation leverage

- Overpaying for the target *  Experienced accountants - Risk-adjusted return expectations
company Investment banking professionals . pogst-acquisition financial planning

Specialized consulting firms

_ » Integration strategy development
Valuation experts

« Financial reporting inaccuracies
* Misjudgment of future cash flows

Unrealistic synergy expectations

Financial Due Diligence Process
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Legal Due Diligence

Purpose & Scope

Comprehensive assessment of all legal aspects to uncover potential liabilities and protect investors from future disputes

« Corporate Governance: Articles of incorporation, bylaws, shareholder agreements

« Contracts & Agreements: Customer, supplier, management contracts
« Litigation History: Pending disputes, governmental proceedings

Key Areas for Investors Main Risks for Investment Decisions
« Regulatory Compliance: Industry-specific « Unforeseen liabilities affecting ROI expectations
regulations, data protection laws (GDPR, CCPA) * Non-compliance with regulatory requirements
« Asset & Property Ownership: Verification of « Litigation risks impacting future profitability
legal ownership of all assets and IP « Asset ownership issues threatening value
« Loans & Securities: Review of existing loan security

agreements and financial obligations

Data-driven Process Flow
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Operational Due Diligence

Purpose & Scope

Key Investigation Areas

Comprehensive assessment of day-to-day operations to .

identify:

« Operational inefficiencies

 Integration challenges

» Productivity & profitability opportunities
Builds roadmap for post-acquisition value creation

Primary Risk Factors

* Inherent operational inefficiencies
 Significant integration challenges
« Business continuity disruptions

« Hidden costs of optimization

Processes & Systems: Manufacturing, supply
chain, IT infrastructure

Organizational Structure: Key management
team capabilities

Supply Chain: Vendor relationships,
dependencies

Customer Service: Efficiency, satisfaction
impact

KPIs: Operational efficiency metrics

Investor Considerations

Operational findings directly impact:

ROI potential through efficiency gains
Integration timeline and associated costs

Synergy realization probability

Operational Due Diligence Process

Assessment

« Document Review

« |nitial Interviews ’

Analysis

- Data Analysis

- Process Mapping

Implementation

Q

- Action Planning

. » Process Improvement

- Risk Identification - Gap Assessment - Control Implementation
- Scope Definition » Risk Evaluation - Monitoring Setup
Q
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Commercial Due Diligence

Purpose & Scope

Assesses market position, competitive landscape, and business plan credibility to validate strategic alignment with investor
objectives. Some examples are:

» Market Analysis: Size, trends, growth drivers

« Competitive Positioning: Market share, barriers to entry

* Customer & Supplier Relationships: Concentration risks, retention rates
« Business Plan Viability: Revenue projections, conversion rates

« Strategic Fit: Alignment with investment thesis

Key Investment Risks Investor Value Creation
» Misjudged market dynamics leading to poor ROI Commercial due diligence extends beyond risk
« Overestimated growth potential affecting valuation identification to uncover opportunities for value creation:
models < Revenue growth pathways
» Customer concentration creating revenue vulnerability ¥ Market expansion opportunities
« Intense competition threatening market share ¥ Cross-selling synergies

/ Strategic positioning advantages

Strategic Business Analysis Process
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Human Resources Due Diligence

Additional Focus Areas

Purpose & Scope

« Understanding workforce
dynamics and structure

« Identifying potential
employment-related liabilities

« Assessing cultural
compatibility for integration
success

« Evaluating retention risks for
key talent

Investment Implications

Key risks that could impact ROI:

Key Areas

Workforce & Key Personnel:
Organizational charts, roles,
compensation levels
Employment Contracts: Key
personnel agreements, non-
competes, change-of-control
triggers

Benefits & Compensation:
Bonuses, profit sharing,

retirement plans, stock options

« Employment Liabilities: Redundancy payments, social taxes, pending claims
* Regulatory Non-compliance: Labor law violations across jurisdictions

« Talent Flight Risk: Post-acquisition retention challenges for key personnel

« Cultural Misalignment: Integration friction leading to productivity loss and turnover

HR Due Diligence Process

PLANNING PHASE
+ Define scope
« Set timeline
= Assign team

VR

| Legal Team |

IMPLEMENTATION

REVIEW

+ Stakeholder review
+ Validation
= Approval

DATA COLLECTION
+ Employee records
« Compensation data
+ Policy documents
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Labor Relations: Union
agreements, collective
bargaining arrangements
Disciplinary Matters:
Ongoing disputes,
mediations, actions taken

Cultural Fit: Leadership
styles, communication norms,

potential resistance

ANALYSIS

+ Risk assessment
« Compliance review

+ Gap analysis
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+ Action plans = Findings report
+ Timeline + Rizk matrix
= Monitoring « Recommendations
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Intellectual Property Due Diligence

Purpose & Scope Key Areas of Investigation
Detailed analysis of a target company's intellectual * IP Assets Inventory: Patents, trademarks,
property assets to: copyrights, trade secrets, domain names
« Ensure proper protection of « Ownership & Legal Standing: Chain of title,
valuable IP Verify accurate valuation assignment agreements
of intangible assets « Validity & Enforceability: Scope of protection, legal
« Confirm freedom from legal risks and * challenges
infringement * Legal Risks & Disputes: Past, present, or
» Uncover the intrinsic value of the IP portfolio potential IP conflicts
Key Risks for Investors Investor Considerations
» Ownership disputes or unclear title IP often represents the most valuable assets in modern
* Incomplete or expired registrations transactions:
* Ongoing or potential legal disputes «  Critical value driver for technology and innovation
» Third-party encumbrances limiting usage companies
* Weak or unoriginal IP providing - Potential integration complexities from shared

* inadequate market protection rights

» Impact on future innovation potential

Intellectual Property Protection
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Tax Due Diligence

Purpose & Scope

Comprehensive examination of target's tax affairs to:

» Ensure compliance with tax regulations
 |dentify potential tax liabilities or opportunities
* Understand M&A tax impact on combined entity

Primary Risks

» Hidden tax liabilities
 Incorrect/incomplete filings

« Exposure to higher tax rates
« Ongoing tax audits

« Complex cross-border issues

Key Areas of Investigation

Tax Compliance: Filing accuracy, audit history
Tax Liabilities: Unpaid taxes, penalties

Credits & Incentives: Available tax benefits

Tax Structure: Efficiency assessment
Cross-border Issues: International tax exposure
Employee Benefits: Tax implications

Investor Value

Tax due diligence directly impacts:
» Deal valuation

* ROI projections

» Post-acquisition tax optimization
« Cash flow planning

Tax Due Diligence Process Flow
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Found this helpful?

Share this with your team or tag a colleague who
would find this useful.
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