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Introduction
AHR Corporate Advisory Services is an SME focused 
bespoke advisory firm bringing top-tier consultancy 
capability to the SME sector. In our series of 
Thought Leadership pieces, we address topics that 
are relevant to the SME business segment of the 
economy. 

In a previous publication, 5 Practical Considerations 
to Third Party Financing, we covered some of the 
overriding concepts when a business is looking to 
raise funds for growth, operational working capital, 
or other matters. We discussed clarity regarding 
The Ask, Being Prepared for the process, Who 
to Approach for the financing, anticipating The 
Requirements of the financier, and Closing the 
transaction.

In this follow-on series of articles, we will delve 
deeper into these subjects starting with aspects of 
Being Prepared.

The topics we will cover in this article are:

1. Why a Data Room is an effective tool.

2.  Are the management information 
systems, procedures and resources 
adequate? 

3.  What corporate governance, 
environmental and social policies and 
practices will be considered? 

Being prepared for a transaction process will 
ensure that the process is facilitated but also 
safeguards against the factors that can derail a 
transaction. From the moment of first engagement 
with potential financing sources until closing of the 
transaction, the business and its key people are 
effectively under scrutiny as part of the discovery/
due diligence process of the financier. So why 
would a topic as mundane as a Data Room have 
any relevance, or for that matter, management 
reporting and corporate governance?

The simple answer is that information that is 
presented in a haphazard or unprepared manner 
during the discovery/due diligence phase can raise 
a warning flag to the financier that the business is 
not well managed or structured and/or is at high-
risk. Whereas information that is well presented and 
can withstand due-diligence scrutiny is a validation 
of the key messaging that has been portrayed by 
the business in the earlier pitch documents and 
discussions. Being unprepared will typically result 
in deeper due-diligence activities on behalf of the 
financier and/or an aborted process, while being 
well prepared will facilitate proceedings, provide 
validation and hence assurances to the financier, 
and hopefully will result in a closed transaction.
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There are a number of documents that are requested as 
standard in most due diligence processes together with 
requests that may be unique to each transaction. Typically, 
when first setting up a Data Room, a considerable amount 
of time and effort is required in determining what needs to 
be included, finding the relevant data, and then validating it 
before it is presented.

By approaching this task thoroughly at the outset, and 
maintaining it thereafter, a few things are accomplished  
by the business:

•  A handy repository of all the important business documents 
is established in one place and can be accessed and shared 
when required in the future;

•  Access and sharing can be controlled by the business, 
including down to the specific item level and the specific 
recipient;

•  The structure is valid for multi purposes, not just the 
proposed financing transaction;

•  And by keeping the data room current, the lengthy initial 
exercise is never duplicated.

Secondly, care must be taken in the selection of the documents 
to be included in the data room:

•  The documents form the basis of representations made by 
the business to third parties i.e. there are legal ramifications;

•  The documents represent the business to third parties and 
validate the strengths or expose the weaknesses of the 
business i.e. there are marketing and perception implications.

And thirdly, it is a matter of strategy, that will vary case-by-case, 
as to what documents are to be shared with the third parties 
and at what stage of the process they are shared. 

From the preceding observation, it is easy to understand 
why the decisions regarding the contents of the data room, 
the validation of the documents included in the data room, 
and determining what is to be shared and when, are handled 
by appropriate senior personnel. It is not uncommon for 
representatives of the executive, functional heads and 
commonly the CFO and Legal counsel to be involved in this 
process. 

1.  Why a Data Room 
is an effective tool.

“Secondly, care  
must be taken in 

the selection of the 
documents to be 

included in the  
data room”
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We have already highlighted the importance of 
presenting well-prepared validated documents 
and in the case of financial information, 
accuracy and reliability are also essential. 
It’s helpful to keep in mind that the historical 
performance reflected in the financial data, 
together an assessment of the robustness of 
the forecasting procedures, will be used to 
determine whether the future projections are 
plausible or not which ultimately impacts the 
conclusions regarding equity valuation and the 
ability of the business to repay debt financing.

The next consideration in financial preparedness 
is about thinking ahead to the post-transaction 
phase and whether your management 
information systems, procedures and resources 
are adequate to support that phase or will 
changes be required. The aim is to start off the 
new relationship on a sound footing by meeting 
the expectations that have been contractually and 
implicitly agreed in the dating phase; otherwise, 
the honeymoon phase may be very short! 

Although each set of circumstances will be unique, 
here are some common themes to think about:

•  Changes required to the reporting timelines such 
as moving from quarterly to monthly reporting or 
from longer-range cash planning to weekly cash 
forecasting and reporting;

 
•  Changes required to the reporting content such 

as new KPI’s that are expected to be met, financial 
covenant reporting contained in the financing 
agreement, and qualitative reports to support the 
financial information;

 
•  Changes required to resources such as new 

software systems and additional personnel or 
personnel with different skill sets compared to the 
existing team.

The last point regarding resources is easily over-
looked but it is not uncommon for the ‘back-office’ to 
emerge from a lengthy transaction process to face 
a back-log of routine work, that was previously set 
aside while focusing on the financing transaction, and 
the challenge of developing new or changed reporting 
requirements. Sometimes they need help – even if it 
is of a temporary nature.

2. Are the management information 
systems, procedures and resources adequate?
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Corporate governance, and topically, environmental and social 
policies and practices are a prime due diligence topic. That said, 
sometimes on this topic Less is More. Rather than replicate a 
vast array of detailed policies in dust-gathering binders, we 
advocate an approach where pertinent, practical measures 
are documented that not only safe-guard the business and 
its people, but also facilitate the smooth functioning of the 
organization. 

Here are a few key areas where robust policies are complementary 
to the day-to-day functioning of the business operations and are 
likely to be considered in a due diligence process:
•  Board, Board Committee, and Executive mandates which clearly 

define the roles and responsibilities of each function and each 
member;

•  Defined frequencies of related Board and Executive meetings and 
typically a calendar of events for the upcoming 12 months (and 
review of minutes of past meetings with emphasis on action or 
risk items noted);

•  An Authorization Matrix clearly delineating who can do what, and 
the limits of that authority which can be defined in descriptive 
terms and/or with monetary ranges. The matrix can be high level 
with broad ranges at the top of the pyramid (Board, Committees, 
Executive) and then cascade down throughout the organization 
into the lowest level of authorization required. For example, 
it is not untypical that Board approval is required for new 
acquisitions, financing, large capital expenditures, commencing or 
settling litigation, and so on. Whereas operating the business on a 
day-to-day basis requires decision making at management control 
levels over all areas such as inventory purchasing, salary scales, 
services, facilities, etc. 

•  Key Human Resource policies including hiring, anti-discriminatory, 
disciplinary, termination and whistle-blowing procedures;

•  Key environmental policies, and in particular when operating in 
environmentally sensitive industries;

•  Key IT policies including back-up/disaster recovery plans, 
safeguarding personal data and security measures to protect 
from external attacks;

3.  What corporate governance, 
environmental and social 
policies and practices will  
be considered?

“Understanding  
their approach to  

problem resolution
 is important.”
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The list is not intended to be exhaustive and it’s 
not untypical that many SME’s will not have the 
full range of policies. In our view, a common-sense 
approach tailored to the specific circumstances of 
the business will suffice i.e. supplement the existing 
policies only with those policies considered to be 
essential and give some consideration to policies 
that may be required because of the financier’s 
stated investing or lending criteria.

In conclusion, the prospect of financing and 
securing new partners to support the strategic 
plans of the business is an exciting endeavor and 
a vital step in the evolution of the business. Early 
focus on the detail required in preparation of a 
potential transaction can help pave the way to a 
speedier process and successful outcome while also 

laying the foundation for the future relationship with 
the financing partner that is expected to extend way 
beyond the closing of the specific deal.

Note: As a resource for our clients, we have provided 
an outline of the content subject headers that can be 
found in a typical data room – at www.ahr-corporate.
com
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