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~ Pre-Assessment (Self-Test)

1 Fatima hasjust started working at Acquisition Co. Her background is in Human Resourcesbput she hasbeen askedto
be part of the due diligence team for a major acquisition. She has been delivered a box of Target# | du@ diligence
documents but it only contains severalyearsof Target Co.'saudited financial statements. Fatima should:

a. Call her Accounting department and explain that the documents must havebeendelivered to her by accident
b. Takealook at the documents becauseshe haslots of free time

c: Take alook at the documents because they will be relevant to her consideration of HR issues

d. Put the box in the corner and go backto surfing the Internet

*There are anumber of documents that could be considered O OT E O Avbead At icdmes to due diligence . Such documents include
the target AT | D AT. @Wader documents (e.g. articles/by laws), - corporate minutes, - material contracts, - audit letters,
business plans and - legal opinions . Such O O1 E O AdodDrAents also include the O A O C#&uditddOfinancial statements, as the
notes to such statements contain invaluable information concerning, amongst other things, related party transactions,
capitalization, headcount, etc. Thus, O Ai$the correct answer. No one on the deal/diligence team should be afraid to delve into
the target AT | B A ffinddci@l statements .
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2. Ali is alawyer on the deal team representing the buyer in an M&A deal. The parties to the transaction agreedon avery
strict schedule & deadlinesfor the due diligence part of the deal. Keeping with the transaction schedule, Ali sent his
DD Reportto his client yesterday However, today a big box of documents arrived from the O A 1 laky@raé &li should:

a.
b.

C.

*Although

Considerwhether the documents in the box haveanyimpact on the findings in his DD Report

Sincethe materials were not delivered on time, he should ignore the box and go backto surfing the internet
Callthe OA 1 lakyordand yell at them for not being ableto follow directions

Contact his client for further instructions

All of the above

it is likely that Ali will be instructed by his client to consider the impact of the new materials on the findings in his

DD Report, because the materials arrived late, the first order of business would be for him to inform his client and obtain
further direction . It is possible that the client will not want to incur any further expense related to the materials or will want to
have a discussion with the principles on the other side of the deal before continuing the diligence exercise. Thus, O Ai$the most
correct answer under the circumstances .
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3. Mubarak is the CEO of asmall public company. He hasdone lots of transactions, but believesdue diligence is generally
too expensiveand a waste of time. As an alternative he prefersto have extensiverepresentations and warranties in his
transaction documents.

a - O A A Oabpitdachis sound provided he makescertain his reps/warranties covereveryareaof risk
b. - O A A Oabpitdachis not sound becauseit is impossible to know all of the potential areasof risk
c. - O A A Oabpitdachis sound becauseasa CEO of a public company he is probably very smart

d. - OA A O Agproadh is not sound because due diligence covers more than just risks

e. Both (a) and (c) above

off the mark com by Mark Parisi

You KHow, T'v BEGINMING To
QUESTION \F THIS WAS
SELF-INFLICTED...

*Although one of the primary objectives is to uncover/assess the risks associated with doing the deal, due diligence also has
other purposes, including allowing the potential acquirer to gain abetter understanding of the O A O Cugn®@g8, amongst other
things . Consequently, O Ai$the most correct response in this instance .
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4. Umi is negotiating acashbuy-out of Bill's social media business,subjectto her satisfactory due diligence findings. Umi
has sent Bill her standard form due diligence checklist. In response,Bill sent a request for 2 yearsof Umi's audited
financial statements Umi should:

a. Politely explain to Bill that he is out of line becauseonly the buyer is entitled to conduct due diligence
b. Drop the deal becauseBill is clearly not very sophisticated

c: Send Bill the statements subject to NDA

d. Write Bill apost-dated checkfor the entire purchaseprice to provide Bill comfort

e. Both (c) and (d) above

*It is always important to maintain perspective asit relates to the overall objectives of doing due diligence . In this instance,
Umi is proposing a cash buy-out of " E | bugin€ss . Bill therefore has avested interest in determining whether Umi actually has
the financial wherewithal to consummate the transaction . Accordingly, O Ai$the most correct response. While response O Aand
O Amay have some merit, there is little real justification for Umi to put her own interests at risk my delivering a post-dated
check to Bill before she has ever done any of her own due diligence . Moreover, because Bill is concerned about the strength of
5 | E Bafance sheet, the post-dated check in and of itself does not actually address his concerns as Umi may not have the funds
to cover it.
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5.  Ahmed isajunior lawyeron the DD team. He hascome acrossadiscussionof severalrelated party transactionsin the
footnotes to Target # | audited financial statements for 2011 However, the discussion does not appearin the 2012
2013pr 2014audited financials, and is not mentioned in any of the board minutes. Ahmed should:

a. Forgetabout it becauseit wasobviously a mistake, since the comment A T A Gppéadin the minutes or later
financials

b. Discuss the matter with Target # | &BDto get further explanation

c. Not discussthe matter with Target# | &EDsincehe AT A Qvard the CFOto feel like E A Beldg accusedof
something

d. Note the matter in his diligence report to his superiorsand let them decidewhether to pursueit

e. Ignore the matter since he is alawyer and this obviously relatesto accounting matters

“I'm afraid I can't treat you, Mr. Fisk,
I have a conflict of interest.”

*Responses O Aand O Alibth have merit ; however, taking the route offered by item O Amay readily resolve the issue, whereas,
item O Amerely delays the conversation with the CFOwhich likely will need to be had at some point regardless . Thus, response
O Ais the most correct because it recognizes A O A O U lintedesi h making the due diligence process as efficient/cost -effective
as practicable, (i.e.resolve issues in the most expedient manner possible) .
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N-ISE TO SIGNAL

Fob Cottingham

= *In this age of
fu information, the first stop

g on any due diligence
exploratory expedition

SN should be the target
company's website, social
media pagesand profiles,
public _securities filings

| SR

and any other materials
readily accessiblevia the
Internet.

What are you doing...? Omigod! You’'re checking
out my LinkedIn profile, aren’t you?!
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Deal Team \ / Key Personnel

Lets make a deal ?!

S

Lawyers
Accountants | Management
Bankers

Term Sheet
LOI

Commitment The Head contains the Brain and other key
T / Letter Components re the Transaction
Deal Communications

DD
DD Checklist Supplemental
Request

-Schedule of
DD Report Exceptions
The Due Diligence Plan is the Body Memo - Disclosure The Body contains the Heart, Lungs
of the Transaction Schedules and all the other Vital Organs

Deal Terms

-Reps/Warranties

-Indemnification

-Qualifiers (i.e. Knowledge/Materiality)
-Termination

-Escrow

-Holdback

-Security

Transaction Documents
-Facility (Credit) Agreement
-Merger Agreement

-Share Purchase Agreement
-Asset Purchase Agreement

These items
give the deal
legs
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~~ What Is Due Diligence?

The essence of due diligence can readily be summed -up in asingle thought : © 4 O & O
6 AOE EUS

Consequently, due diligence :

Describesthe processeach of the parties undertakes to investigate the other before a final decision is made whether to
proceed

Is acritical part of any transaction becauseit allows a buyer or a seller to examine the business,legal and financial affairs of
the other to confirm that it is getting what it thought it wasgetting?!

Should answertwo important questions:

x O# Mishouldwedothe AAAT e d
x O/ What price/terms dowewantto dothe AAAT e 6

Due diligence may expose O A ARAD A A E &.6 Giécounting issues, litigation, regulatory issues, tax issues, third party
consent issues, etc.) that could materially change the anticipated benefits of the deal.

INote : Although the discussions contained in the following slides generally speak in terms of M&A transactions where there is a

buyer and a seller, the sample principles hold true in transactional due diligence regardless of transaction type z i.e. -
lender/borrower - franchisor/franchisee - licensor/licensee |, etc. In the case of Omani Commercial Companies, such 051 EOAOOAI
documents would include : - An extract of the Commercial Register - Certificate issued by the Oman Chamber of Commerce &
Industry - Municipality License - charter (i.e. constitutive contract in the case of alimited liability company or memorandum of

articles of association in the case of joint stock companies)
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~~ What Are the Objectives of Due Diligence?

For the buyer, the objectives of due diligence may include the following, among others :

accumulating sufficient information to validate the proposed valuation and to justify the
businessreasonsfor consummating the deal

learning more aboutthe O A T buSiedsénd operations

uncovering and identifying the current and potential issues,problems, risks and liabilities
posedby the transaction

determining whether the O A 1 bukie8stan effectively be integrated into that of the buyer
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