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SUPERCHARGING
DUE DILIGENCE:

Unleashing Al's potential
in outside-in analysis

i i i i According to the AlixPartners 8th Annual
OnQOlhg market d|SrUpt|OnS are Changlng PE Leadership Survey, about half of
the private equity (PE) |and3cape_ V\/mmng industry leaders now expect deals to be

fewer, take longer, and be harder to exit.

firms are increasingly relying on the
outside-in due diligence (OIDD) approach
to help identify opportunities, mitigate
risks, and increase returns—all of it with
minimal up-front investment.


https://features.alixpartners.com/private-equity-leadership-survey-2023/?_ga=2.121790411.1175603680.1684865439-784964192.1684865439
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THE OBJECTIVES OF OIDD

OIDD provides rapid insights to (1) help PE firms mitigate risk and optimize
the chances of success for potential acquisitions and (2) help investors
make informed decisions about how best to proceed. The core idea is to
invest a minimal amount as a way of kicking the tires before committing
more time and resources to a deal that could go nowhere.

Comprehensive OIDD can help companies address four common
challenges in the pre-due diligence stages:

DATA AVAILABILITY AND ACCURACY

Limited or inconsistent data available on external
factors such as market size, competition, and
regulatory environment can make it difficult to
obtain a clear picture of an investment opportunity,
which can make things especially challenging

when it comes to deals that include both public and
private-sector companies, which have different rules
around information sharing.

NO ACCESS TO MANAGEMENT

OIDD usually takes place before any discussion
with a target company’s management, because
such an early stage is confidential. The result is that
COMMON g G PE firms have access to only limited information.

CHALLENGES
IN THE PRE-DUE

DILIGENCE
STAGES

With limited time, the external factors affecting

an investment can change rapidly, making it
challenging to keep up with the latest developments
and assess their impacts on the investment.
Investors should make the decision relatively quickly
to evaluate potential opportunities.

BALANCING TRADE-OFFS

External factors can have both positive and
negative impacts on investment, thereby challenging
PE firms to balance the trade-offs and make
informed investment decisions.
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WHAT GREAT PE FIRMS ARE
DOING WELL IN OIDD

When it comes to effective OIDD, successful PE firms have
five characteristics in common:

THEY LOOK AT THE ENTIRE BUSINESS:

Successful PE firms consider the business as a whole —top-line structure and bottom-line
structure — when assessing an investment opportunity. This consideration includes current
financials, organizational structure, staff sentiment, and corporate culture. Taking this type
of end-to-end approach enables firms to make well-informed decisions.

THEY CONSIDER OPERATIONAL IMPLICATIONS:

Investments come with operational implications. For example, the merging of two
companies requires consolidation of technology tools and software. And depending on
each organization’s systems, the process could be relatively straightforward, or it could
take a significant amount of time.

THEY ASK HOW OPPORTUNITIES CAN BE REALIZED:

It's not enough to know that opportunities are available; PE firms have to ask questions
that help them uncover how the opportunities can be realized via both short- and long-term
investment plans.

Having comprehensive information about operations and opportunities is critical, but such
knowledge is useful only if a company can convert data into actionable insights and then
use the data to drive decision-making.

THEY IMPLEMENT AI-DRIVEN ANALYTICS:

Al-driven analytics makes it possible to streamline and automate each of the processes
listed above, thereby helping PE firms make better decisions faster.
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THE AI-DRIVEN DIGITIZED APPROACH

With an Al-driven digitized approach, a company can gather and cluster a vast array of public information to create and
apply customized OIDD models.

The OIDD approach makes it possible to obtain data from key competitors to develop benchmarking analyses, conduct
investigations regarding potential mergers or acquisitions, and identify growth opportunities. Combining an Al-driven,
automated approach with an experienced team makes it possible for companies to gain both broad and deep insights that
are useful in the decision-making process and that help shorten decision time to weeks rather than months.

AI-DRIVEN INTEGRATED OUTSIDE-IN DUE DILIGENCE

Six areas Al-enabled due diligence should cover

F——————— OUTSIDE-IN OPERATIONAL —MW ™™

Organizational Functional Employee
Structure Operating Model Sentiment
and Footprint

By collecting and curating publicly available data, PE firms can obtain information on a company’s
organizational structure to get a rapid X-ray of a prospective investment opportunity. Using this information,
further analysis can investigate spans and layers, learn about the level of organizational efficiency, find
opportunities for consolidation, analyze the target with reference performance metrics, and compare cost
structures for a target company versus its competitors.

Relocations of people or locations of facilities in the proper places are initiatives that can be improvements
for the target company to ensure that facilities are strategically located, offices are rightsized, and people are
situated in the best-cost locations.

Obtaining data from the target facilities and mapping every individual to the closest facility based on their
location serves to identify and quantify footprint consolidation opportunities. Furthermore, the information is
highly valuable to understand how well-distributed a company is versus its competitors.

Natural language processing (NLP) enables PE firms to understand employee sentiment across critical areas
such as corporate culture, management structure, and overall engagement. This understanding is especially
critical in the assessment of a merger, when staff synergies are critical to the investment thesis. As a result,
understanding company culture and employee sentiment may be even more important than a company’s
financial data. This could define current or potential efficiencies and synergies or understand what best-in-class
companies are doing and how they are performing.
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AI-DRIVEN INTEGRATED OUTSIDE-IN DUE DILIGENCE (CONT'D)

Six areas Al-enabled due diligence should cover

F————————— OUTSIDE-INCOMMERCIAL —M8M8M8M8MW—@™@™@™@8™ ™

Market Dynamics Product Perceived
and Growth Value Cust.omer
Potential Proposition Sentiment

Using a combination of analyst reports, primary research, and expert validation, a full industry research
analysis can quantify market size, growth rates, and trends. Additionally, comparing management’s revenue
plan and external data can help determine whether it appears realistic, can identify external drivers, and can
pinpoint both risks and opportunities.

How do consumers perceive the products being sold? Answering that question helps develop a growth
hypothesis for the company’s product portfolio and marketing strategies. Using Al-driven algorithms to gather
pricing, unique-selling-point (USP), and portfolio data and comparing the data with customer reviews helps
pinpoint customer perceptions.

Using structured interview guides and collecting various kinds of customer feedback, Al-enabled due diligence
results in an account-level analysis of revenue, profitability, trending, and inputs to the go-to-market modeling
of branding and selling priorities by segment. In addition, PE firms can assess recurring revenue performance
potential and investigate common performance gaps to identify the potential for winning wallet share based
on competitive take-out and cross-sell opportunities.
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AlixPartners
DELIVERING OIDD WITH Al

Taking an outside-in approach adds value to the initial stages of the
decision-making process by helping investors achieve both quick and
informed judgments. However, the increasing complexity of PE deals
combined with the sheer volume of relevant M&A data speaks to the need
for Al-driven OIDD capable of collecting, curating, and correlating relevant
data at speed. The result? Higher-value, lower-risk decisions at speed.

Act now to learn how winning firms are using OIDD methodology to
identify opportunities, mitigate risks, and increase returns.
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ABOUT US

For more than 40 years, AlixPartners has helped businesses around the world respond quickly and decisively to their most critical challenges —
circumstances as diverse as urgent performance improvement, accelerated transformation, complex restructuring and risk mitigation.

These are the moments when everything is on the line — a sudden shift in the market, an unexpected performance decline, a time-sensitive deal, a fork-
in-the-road decision. But it's not what we do that makes a difference, it's how we do it.

Tackling situations when time is of the essence is part of our DNA — so we adopt an action-oriented approach at all times. We work in small, highly
qualified teams with specific industry and functional expertise, and we operate at pace, moving quickly from analysis to implementation. We stand
shoulder to shoulder with our clients until the job is done, and only measure our success in terms of the results we deliver.

Our approach enables us to help our clients confront and overcome truly future-defining challenges. We partner with you to make the right decisions
and take the right actions. And we are right by your side. When it really matters.
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future events. A forecast, by its nature, is speculative and includes estimates and assumptions which may prove to be wrong. Actual results may, and frequently do, differ from those projected
or forecast. The information in this Article reflects conditions and our views as of this date, all of which are subject to change. We undertake no obligation to update or provide any revisions
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