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The new environment
_ e -

Key features Impact on M&A, DD

e Uncertainty, e Falling valuations
low forward visibility

e M&A volume drop-off (buyers

e Falling rent rates waliting)

_ e Accelerated deal processes
e Vacancies

e Changes in deal structuring

e Yields and cap rates rise
e Focus on fundamentals

e Buyers’ market e Short-term position, controls

e Distressed sales (not yet?) ® Less reliance on projections

e Counterparty risks
e Debht defaults . party ti

e Market, commercial DD

e Seller to pay for transaction costs
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Timing
.

Performance

Where is management’s perception...



Due diligence timeline

Prior years

Due diligence
Investment committee
Negotiations, SPA vetting

A | Three months > A
Start i Signing

2009

3 days for “Red
Flag reporting Potential price
adjustment
Due Diligence Eventually one day
(N 0 n
negotiation
7

Completion accounts process,

Potential price adjustment
Earn out perio
A | Four weeks D> A p

Start Signhing




Sources of Information

Prior years
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Areas of focus In distress

Areas of risk in distress

Burdens of existing liabilities and
commitments

Exposures to
counterparties

Market downturn

Financial
underperformance

Weak governance;
poor transparency &
internal controls

Due diligence focus

CURRENT FINANCIAL
POSITION

CUSTOMERS, SUPPLIERS,
LENDERS,
TAX AUTHORITIES

MARKET ASSESSMENT

CURRENT
FINANCIAL PERFORMANCE

PROJECTED NOI and CF

REPORTING SYSTEMS, CONTROL
ENVIRONMENT




Issues to address

Observation




Changes in cash flow

lllustrative cash flow prior years

40
30 +
5
) 20 -
)
10 +
0] ‘ ‘
Cash NOI Working capital G&A, other Interest Redemption of CAPEX Dividends Cash
growth principal
increased per reduced
due to
Cash flow, [educed lacced schedule uld
deferrals minimum

2009 (expected)
30 -

20 ~
£ 10 -
%
2 I
(10)
(20) -
Cash NOI Working capital G&A, other Interest Redemption of CAPEX Dividends Cash
growth principal



Outlook

e 2009 could see:

—~ many defaults and restructurings

— valuations falling further — and bottoming out?

—~ banks and creditors becoming active in promoting workout solutions
— non-core asset disposals

— private equity and cash-rich investors to move Iin

—~ more asset (instead of share) deals

~ sale and lease back

—~ share swaps with funds

— transaction disputes

KPMG



Herbert Schiller

Director
KPMG Transaction Services in Russia/CIS

Tel.: +7 (495) 937 4429
herbertschiller@kpmg.ru

www.kpmg.ru

The information contained herein is of a general nature and is not intended to address the circumstances of any particular individual or entity. Although we endeavor to
provide accurate and timely information, there can be no guarantee that such information is accurate as of the date it is received or that it will continue to be accurate in the
future. No one should act on such information without appropriate professional advice after a thorough examination of the particular situation.

© 2009 ZAO KPMG, a company incorporated under the Laws of the Russian Federation and a member firm of the KPMG network of independent member firms affiliated
with KPMG International, a Swiss cooperative. All rights reserved. Printed in Russia.



	Financial due diligence in Real Estate
	The new environment
	Timing
	Due diligence timeline
	Sources of information
	Areas of focus in distress
	Issues to address
	Changes in cash flow
	Outlook

