cdepi OCBITH, OXOPOHH 3/I0POB’S, JITEPATYPH, My3UKH, KYPHAITICTUKA Ta HAYKOBHX
nociipkers) Ta Na-Starte (2014 p., ¢inancyBaHHsS TpOeKTIB y cdepl KyJIbTYpH,
BUABHUYOI CIIPaBU, MUCTEITBA Ta CIIOPTY).

AHaJ3 JISUIBHOCTI 3a3HA4YCHUX BWINE KpayadaHIIHrOBUX Iu1aTGopM aaB
MO>KJIUBICTh 3pOOWUTH HACTYMNHI BHCHOBKHM. YCi BOHMU TpHUAATHI aJis (DIHAHCYBaHHS
CTapTal-MpOEKTIB 3a YMOBHM, IO OCTaHHI MarwTh CoOLIaJbHY a00 KyJIbTYpHY
3HAYUMICTh, MICTSTh €JEMEHTH TBOPYOCTI Ta I1HHOBaIlld. DIHAHCYBaHHS TaKUX
IPOEKTIB, Y CBOil OUIBIIOCTI, B1I0YBAa€ThCA 32 MPUHIUIIOM «yce, a00 HI4Oro» (To0To,
OPOEKT TMOBHHEH Yy BU3HAYEHUN TepMiH 310paTH yCIO 3asBJIEHY CyMYy KOIUTIB; Y
3BOPOTHOMY BHUINAJIKy I'POIIOBI BHECKH MOBEPTAIOTHCS CIIOHCOPAaM), a TAKOXK 33 YMOBH
CIUIaTH Ha KOPUCTh 3aCHOBHUKIB MIATGOPMHU KOMICIHHOI BUHArOopo Iy B po3Mipi 5-12%
B 3aJIKHOCTI BiJ yMOB (iHancyBaHHs. CIiJl O4lKyBaTH, 110 HACTYITHE JECATHIITTS
CYNpOBOXKYBAaTHUME MOAABIITUN PO3BUTOK MOAIOHUX TutaTrgopM B YKpaiHi, 1o Oyne
3YMOBJIEHO NTOCHJIEHOIO IMIUIEMeHTall€ro [T y cycniabHOMY KHTTI, 8 TAKOXK MOLITYKOM
AMbTEPHATUBHUX JKepes (DiHaHCYyBaHHS CTapTaN-IPOEKTIB.
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THE IMPROVEMENT OF DUE DILIGENCE PROCESS FOR
ANALYZING THE APPROPRIATENESS OF INVESTING MORE
EFFICIENTLY

Key grounds to perform the due diligence on capital market include
sale/purchase of the company, M&A deals, assessment of company’s investment
attractiveness, starting IPO process, checking the reliability of your counterparty,
receiving target investment loan from foreign bank. In these cases, due diligence is
aimed to minimize risks for investors on capital market, to establish sound strategy
and investment policy as well as to improve financial management qualitatively.

Taking into account that Ukrainian M&A market saw an slight increase in 2016,
with the deal volume rising by 35% year on year[1] and the index of investment
attractiveness of Ukraine in the first half of 2017 left a negative plane[2], the role of
proper and clear due diligence is very crucial for reducing information asymmetry
and for making deal or other transaction a successful story.

Transactions that undergo the due diligence process are more likely to be
successful than those that do not. The Deloitte Center for Board Effectiveness points
out some of the key reasons why due diligence is imperative:

e/nherent bias. Both buyers and sellers can be inherently (if unintentionally)
biased. Sellers typically present optimistic forecasts and/or base their forecasts on
growth assumptions that may be unrealistic. Buyers can be unrealistic about the
extent of synergies and the speed with which they may be achieved. (This may be
particularly true when the acquirer is a public company required to disclose pro forma
financial information).

e Inaccurate financial information. Even if prepared with the best of intentions,

financial information can be incomplete, inaccurate or misleading, due to myriad
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difficulties involved in identifying contingencies, nonrecurring matters, the outcomes
of tax issues and other related items.

e Benefits in negotiation. Due diligence can facilitate better negotiation of deal
terms, such as those pertaining to net working capital targets and definitions, net debt
definitions, and optimal allocations of tax benefits and exposures. A full
understanding of tax benefits and exposures may lead to renegotiating deal terms and
structure to achieve desired tax benefits.

e Risk analysis. Due diligence may uncover potential exposures in areas such as
product liability, environmental concerns and compliance with the Foreign Corrupt
Practices Act that can turn even a small transaction into a “bet-the-company”
transaction[3].

Due diligence is a complex procedure involving legal, tax, financial and
commercial experts. Consequently, this procedure is very time-consuming, it may
take from several weeks till a year to conduct it. During the due diligence process
some particular activities should be performed:

» Spending time at the business location, talking to managers, executives,
employees.

» Checking sales against customer lists.

» Examining at potential future plans for expansion, condition of facilities,
and property, like equipment, furniture, and fixtures to verify that they are as
reported.

» Checking all documents which might incur liability for the company,
including sales agreements, purchase agreements, liens on assets[4].

On the contrary, the period should not be underestimated because a its haste may
lead to deal failure as it was in case of acquisition of Rover Group by BMW where
due diligence and other related inspections were conducted only during 10 days: after
six years of losses in a row almost all brands within a group were resold[5, p. 96].

To make the process of due diligence faster but quite precise the automation

should be implemented. Some useful products have been already developed abroad in

350



order to simplify manual procedures of gathering and systematization the data needed
for analysis. Artificial intelligence in FinTech include cutting-edge platforms such as:

v' KIRA that automates the extraction and analysis of key provisions from
across contracts making due diligence faster and more accurate, automatically finds
the provisions that matter in M&A — especially in unfamiliar contracts, analyze
results, extracts text (even from scanned documents) automatically into summary
charts[6].

v" RAVN that automatically searches through unstructured data within these
documents and extracts the key information. This drastically reducing the time
needed for reviewing documents, identifying key data and extracting it manually —
one of the most time consuming parts of the diligence process[7].

The other issue under concern, according to the findings from The Deal
Machine: M&A 2017, is that 70-90% of M&A deals fail to achieve their goals. These
failings are primarily due to the de-prioritization of deal integration and due diligence
analysis[8].

The survey provided the respondents (300 respondents representing legal and
commercial functions from global companies with annual revenue ranging from $1
billion to more than $16 billion) with a list of seven reasons why deals fail to achieve
their intended value and asked them to rank the three they perceived as most
important. The quality and extent of due diligence analysis was widely identified,
with 35% seeing this as one of their #1 or #2 areas of concern[8].

The due diligence process is failing to achieve its goals because it is being
approached in too limited a way. It should be mentioned, that 79% of respondents
agree that M&A value would increase if due diligence was approached more
strategically. For example, the survey shows that due diligence teams were checking
all the requisite boxes and providing timely information, but that expected synergies
were not often achieved, so there is a need to expand due diligence beyond the box-
checking exercises in order to aid synergy capture during integration. The improved
processes that would most help with achieving deal success are standardized

processes, including playbook, workflow, templates, etc.; processes that align to
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internal business strategy and enable consistent output; leveraging past deal best
practices[8].

To summarize the key points, we would like to stress that due diligence is a key
tool for analyzing the appropriateness of investing since it gives an objective idea
about the state of the business, financial indicators and possible risks of the target to
be invested in. Still, some challenges occur while conducting due diligence, e.g. time
wasting and failing to achieve intended goals, that may be eliminated by automation
and standardizing.
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