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Keytakeaways

A new, more complete approach
to due diligence considers a wider
aperture of risks and identifies the
performance improvements to
deliver against a deal’s longer term
value potentials.

A new set of capabilities are
required, which include advanced
data analytics and technologies,
and deep sector specialization.

To identify value, dealmakers
need clear insights through the
financial and operational levers of
a business.
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approachtodue
diligence

Before committing to a transaction, dealmakers want to ensure they
know exactly what they are buying and what obligations they will
assume. Sellers, too, need to know what they are selling and what
they can expect from the market. Getting to these answers typically
involves a substantial amount of due diligence. Traditionally, much
of due diligence has focused on capturing a clearer picture of a
business’ financial matters — looking back to historical sales and
costs through to its future performance projections.

This isn't enough in today's environment. Technology is more sophisticated than ever and
continues to readily advance with artificial intelligence, machine learning, the metaverse
and Web 3.0. Such innovation is spurring company digital transformations. Further,
business models are changing as are M&A finance options and regulations. Together these
factors are creating systemic changes in M&A. In the short-term, the deals market is facing
higher competition as deal volumes remain muted compared to years past, and companies

~— and investors are holding record amounts of capital ready to be deployed in acquisitions.

& As these factors culminate and collide, dealmakers face greater pressures to deliver long-

term value with each deal’s close. In this paper, we consider this new context and offer a
new proposition that will help inform dealmakers as they navigate upcoming deals.
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Riskmitigation + Valuecreation

As companies and investors contend
with challenging macroeconomic
environments, they continue to seek
opportunities that will help them refine
and optimize their corporate portfolios,
or gain access to new technologies,
service capabilities, markets and more.
This often leads dealmakers to step
outside their core business or sector,
opening the door to a broader, and at
times lesser-known, spectrum of risks.
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Without assessing these risks, investors limit the potential of the deal’s financial returns. Further,
dealmakers and their businesses can assume unforeseen risks that could jeopardize their
strategic and operational goals, and in more extreme cases, subject them to public scrutiny.

Incomplete due diligence often lies behind the headlines detailing the tales of bad investments. In
some cases, investors were shown to have never received the target’s audited financial statements.
In others, dealmakers admitted to not having a concrete grasp of the company'’s technologies or
processes, or missed effectively investigating the legitimacy of partnerships or user databases.

To compete in this increasingly complex market and ensure a deal will return its intended advantages,
dealmakers need a new approach to due diligence — one that is more holistic and sector-focused.

The approach also needs to be steeped in a globally consistent methodology to enable efficient
outcomes with each deal, while allowing for returns on investments to be compared consistently across
markets. To get here, it is essential that due diligence considers a wider aperture of risks, effectively
leverages data insights and captures an understanding of the value opportunities the deal offers.
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= Beyondsimple
financials

Financial due diligence, along with tax and legal due
diligence, remain the cornerstones of evaluating the merits
of a transaction. However, increasingly complex deals and
businesses demand a more robust list of risks be considered.
Such a list has and will continue to evolve as our businesses,
technologies and markets continue to advance and change.
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Cybersecurity, for example, is an obvious area of risk that requires thorough investigating today. Yet, it was hardly a consideration just a few years ago. Other areas are
quickly following a similar path. Case in point: digital due diligence. Our next article in this series will look at how our advancing digital economy demands a detailed
assessment of the target company's financial and non-financial digital assets, among other areas. In the same vein, dealmakers may benefit from assessing a target
company's ESG strategies and progress, IT assets and processes, HR operations and talent management, geopolitical risks, and more.

As the list of risks to assess grows longer, dealmakers will need to focus their efforts on the areas that are most relevant to the deal, the target's company, sector and
market in relation to the investor's business and goals. By creating a more complete picture of the deal’s risks, dealmakers can more effectively evaluate the deal, and
proactively set in motion plans to mitigate potential risks, improve synergies and realize long-term value across the business.

Adding areas of diligence to help capture a more complete view of deal risk
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=+ Investigatingvalue
opportunities

Value is the other side of the due diligence coin. Already, astute
investors are considering potential operational opportunities as
part of their hypothesis to invest in a deal. This needs to go further.
In addition to understanding what dealmakers get from their
investments, true value will come when they consider where they
can further enhance the acquired business. This dual view on value
will enable investors to see strong returns on their investment
well after the deal’s close.

In the short-term, identifying value opportunities during the due diligence process can help
dealmakers make a more balanced evaluation of the target business within the context of

its risks. This positions investors to make competitive, more effective bids. Deeper analysis
through a sector lens can uncover longer-term potentials, such as revenue opportunities, cost
optimization, and cash and working capital improvements. From here, dealmakers can plot a
plan to advance these potentials by clarifying performance and operational improvements.
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= Advanceddata il €
capabilities

Due diligence has always been a data-driven practice.
Now, as dealmakers go deeper and broader in their
risk assessments, the volume of data continues to
grow exponentially. Different types of data will come
from new and previously untapped sources. Some

of these details can be mined publicly; however,
unexplored areas will likely require access to
proprietary data sources and advanced technologies.

Data analytics technologies can now mine data within minutes and

hours, not days and weeks as in years past. These tools can also identify
trends, patterns and anomalies, that together, derive the powerful insights
dealmakers need to make decisions quickly and with confidence.

Leveraging data analytics demands new capabilities to ensure accurate
and unbiased information is being collected from reliable sources. This
requires staying on top of emerging trends and building relationships with
the right vendors. A second set of capabilities is also necessary: the ability
to assess the risks identified holistically through multiple lenses, including
deal objectives, involved sectors and markets, and more.
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Deepsector
Knowledge

Keeping a long-term vision on
value in mind during the due
diligence phase will also call upon
a new set of capabilities. Sector
specialization will be paramount.
Advanced technologies, including
those noted above, will also

help process value-focused data
efficiently to deliver insights at
deal speed.
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Assessing and analyzing value requires an investigation of the financial and operational levers of a business.
These differ between and across sectors as each one is impacted by a different set of internal and external
factors. As such, dealmakers will want to leverage sector-specific value driver diagrams that break down the key
drivers of a business’ performance into their component parts. This way they can clearly identify opportunities
that create value, and understand the operational and financial KPIs of a business.

This approach can also be used to rapidly assess a potential target in the pre-deal stage. Investors can better
review deal opportunities, identify any potential red flags or recognize those with stronger returns on investment
to allow for a go or no-go deal decision to be made early on in a process.

Adding a broader value lens to due diligence offers dealmakers an exponentially more powerful view of the full
risks in a deal as well as the opportunities that lie ahead. With such clarity, investors can make effective deal
decisions with conviction — from setting a competitive bid to putting in place post-deal plans to deliver measurable
improvements that can create quantifiable value across the business.

Geography
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HowKPMG G ol G o

m Financial due diligence involves an investigative Addressing HR areas is important from the moment
analysis of a business, assessing the key issues facing of due diligence, where, among other things,
the business and the drivers behind maintainable by analysing employment costs or assessing
profits and cash flows, identifying the key financial management quality, they can influence the parties'
risks and potential deal breakers of the transaction. decisions and affect valuation.

ca n h e I I] @ Vendor due diligence

@ Commercial due diligence

vo u , The vendor due diligence report constitutes a credible, In a commercial due diligence engagement, we
|

independent report suitable for both corporate and conduct an analysis of the potential target's market
financial buyers and considers typical purchasers' environment and competitive position and their impact
concerns, including opportunities as well as risks and on the target’s business plan.

focuses on key value drivers.

KPMG Transaction Services
in Poland assists clients in all
aspects of the transactions @ Deal analytics
process, both the buy-side

(investors) and the sell-side

@ Operational due diligence

Increasing amounts of data need to be analysed in ever Our operational due diligence assistance focuses

(vendors). shorter timeframes, which can leave buyers and sellers on operating cost and capital expenditure and
PI find besid d th uncertain about the risks or opportunities identified. involve analyses of historical and current operating

easefn éside and on the \We comprehensively analyse available data with a performance of the target company as well as
next page some basic information good understanding of the role that data can play in identification of potential synergies that might be
about our Transaction Services optimising and transforming a particular business. achieved as a result of the considered transaction.
in Poland. Follow the links for
further information. v

v
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@ SPAassistance

Our role is to analyse the financial aspects of an

SPA drafted by lawyers. The SPA with clear financial
definitions, terms and a well-structured pricing formula,
provides greater assurance that the price expected and
agreed will be the price paid.

Rafat Owczarek

Partner, Deal Advisory,
Head of Transaction Services in Poland

@ Post-Merger integration

Our PMI advisory service relates to multidisciplinary Our Transaction Services department in
assistance to help you generate increased value from Poland employs professionals experienced
the dea!. We help to integrate new business while in providing a wide range of transaction-
preserving “business as usual” performance. .
related assistance. Our support starts
with a preliminary assessment of the
risks and opportunities associated with
the sale or acquisition of a business by
@ ESG due diligence investors, through in-depth analysis of
selected business areas, to assist with
the integration of the acquired business or

The ESG due diligence process enables investors to . ) .
= 2 the separation of the divested business or

obtain the necessary information for the transaction.
The assessment of ESG performance often serves as assets.
a measure of effective management, which positively

impacts on the value of the business.
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Transformationnever stops.
Neither dowe.

At KPMG we believe that business transformation is too good an opportunity to miss. Combining the right tech and the best processes with people whose insight is as broad as it
is deep, KPMG helps dealmakers take a deliberate, forward-thinking approach to deal planning, execution and integration in light of their business, sector and the global economy.
KPMG has worked at the heart of global businesses for many decades, helping clients manage complexity and realize the full potential of their strategy, people and technology.
\We work together to achieve real-world outcomes. Because when strategy, people and technology are in harmony great things happen.

Making a world of difference

KPMG people can make all the difference on your transaction and transformation journeys. Together we can help you to uplevel your performance, grow:your business, orient
your organization around the customer and new business models, optimize functions for a new era, manage enterprise risk and regulation fora safer future, pursue opportunities
to better realize or preserve value, and create an environment for managing ongoing change.

The power of plus: An enhanced, value-focused approach to due diligence

KPMG Diligence* brings together our global methodology and sector-specificvalue drivers to deliver holistic insights to enable dealmakers to make rapid, confident decisions
to grow their business.

Our approach transcends traditional financial due diligence to assess an expanded universe of risks and rewards. At the same time, we leverage our proprietary data
analytics and insights, along with our deep sector and functional experiences to identify the levers that can create value across a business.

We extend our support beyond a deal’s close by orchestrating a dedicated team of world-class execution professionals across the globe to deliver the measurable
performance improvements that can create quantifiable value across a business.

Learn how KPMG can power your next deal at komg.com/diligence.
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