DUE DILIGENCE CHECKLIST

Joel Jervis

Deverill Ltd

WWW.joel.jervis@Deverill.co.uk
01202 785038

Company Name


:
__________________________

Address



:
__________________________







__________________________







__________________________







__________________________

Telephone Number

:
__________________________

Nature of Business

:
__________________________

Contact Name


:
__________________________

	DIRECTORS

	NAME
	POSITION

	
	

	
	

	
	

	
	

	
	


	SHAREHOLDING

	SHAREHOLDER
	NUMBER OF SHARES
	%

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	


DUE DILIGENCE CONDUCTED BY:

1. __________________________

2. __________________________

3. __________________________


DATE:________ 

SUBSIDIARIES:

COMPANY NAME


:
___________________________ 

ADDRESS



:
___________________________ 







___________________________ 







___________________________

NATURE OF BUSINESS

:
___________________________ 

PERCENTAGE OWNED

:
___________________________ 

COMPANY NAME


:
___________________________ 

ADDRESS



:
___________________________ 







___________________________ 







___________________________

NATURE OF BUSINESS

:
___________________________ 

PERCENTAGE OWNED

:
___________________________ 

COMPANY NAME


:
___________________________ 

ADDRESS



:
___________________________ 







___________________________ 







___________________________

NATURE OF BUSINESS

:
___________________________ 

PERCENTAGE OWNED

:
___________________________ 

SCHEDULES REQUIRED

Completed

√

· Audited Accounts – Past 3 years

· Management Accounts – Year to date

· Audit Review work papers

· Management / Board Reports Minutes

· Internal / External Reports on Business

· Customer list showing value of sales by customer and products / services sold

· Price list

· List of product & Services Portfolio

· Sale contracts, terms and conditions

· List of Assets – Fixture & Fittings

· Stock listing and ageing profile

· Receivables

· Debtor Book

· Bank reconciliation / Statements 

· Loan Agreements

· Terms and Conditions of Employment

· Car Policy

· Commission / Bonus Scheme

· Organisation Chart

· Details of staff, Start Date, position, salary, commission / bonus, age, address, notice period, share options etc.

· Staff handbook, restrictive covenants, appraisal and review schemes

· Details of mortgage, charges, guarantees and debtntures

· Details of Hire Purchase, Leases

· Details of vehicles owned, leased or hired and drivers

· License and or distribution agreements

· Outstanding orders, work in progress

· Details of warranties, guarantees or indemnities

· Maintenance / Support contracts, value, renewal date, customer, type of service

· Deferred revenue

· Company procedure or operational procedures

· Pension details

· Budgets and forecasts for past twelve months

· Business Plan

· Proof of ownership 
-
IPR’s

· Patents

· Trade Marks

· Copyright

· Memorandum & Articles of Association

· Company’s Certificate of Incorporation

· Names and Addresses of all Directors/Shareholders and list of any other directorships and business interest

· Shareholder Agreements

INFORMATION SYSTEMS / REPORTING

Completed

√

· Management Accounting Systems
· Comment on the adequacy of the information produced by the accounting system;

· Which systems are used.
· Financial Accounting System
· Consider whether the system enables the financial statements to be prepared on a timely basis; identify whether the financial statements are capable of being reconciled to the management accounts, and assess whether the reconciling items indicate significant deficiencies in either the management accounting or financial accounting systems, review audit work papers, and evaluate reasons for any significant audit adjustments.

· Internal Controls
· Review the high level controls operated by management to control the business.

· Accounting Policies
· Identify whether policies comply with recognised accounting principles and Company Law requirements;

· Identify whether the accounting policies have been consistently applied during the period under review.

· Reporting
· Review management/Board Reports / Minutes;

· Obtain copies of any recent internal/external reports on the business or activities of the company.

· Payroll
· Who manages the payroll system – internal / external?

· What are the dates of the payroll run.

PAST TRADING PERFORMANCE

Completed

√

· Financial Analysis
· Summarise the profit and loss account for the last three years obtaining explanation of significant variances;

· Enquire into the effects of any related party transactions and their impact on reported results and net assets.

· Sales
· Assess the degree of dependence on individual customers and identity potential vulnerability;

· Assess the degree of dependency on products under development;

· Review the implications of any conditions in long term contracts;

· Consider the impact of any special terms, discount structures, etc.

· Verify recent forecast Vs actual;

· Review opportunities, W.I.P. and develop three month rolling Forecast/Budget;

· Obtain list of products and services in portfolio;

· Obtain copies of marketing literature.

· Direct Costs
· Analyse the reliance on particular sources of supply for significant input;

· Assess vulnerability to onerous contracts and removal or lack of contractual arrangements.

· Overheads
· Review trends in overhead expenditure and obtain explanations for significant fluctuations.

Completed

√

· Accounting Issues
· Identify any accounting issues which are contentious in the context of the proposed transaction;

· Review whether the accounting policies are consistent with those adopted by C.T.G.Holdings.

· Audit Experience
· Ascertain whether there are any issues arising from the statutory audit which may have a bearing on the proposed transactions.

· Exceptional and Non-recurring Items
· Consider the impact of exceptional external factors e.g. inflation, exchange fluctuations, insurance claims, competition.

ASSETS AND LIABILITIES

Completed

√
· Historical Balance Sheets
· Analyse the balance sheet over the past three years comment on any changes.

· Fixed Assets Profile
· Ascertain the basis on which tangible assets are included in the balance sheets, including recognition criteria and valuation;

· Inventory Cost
· Obtain stock listing and ageing profile;

· Enquire into the basis of valuation of stocks, provision accounting, R&D warranty and defined Maintenance Accounting.

· Receivable Exposure
· Examine level of exposure on receivables as of today, including extent to which trade receivables outstanding have been paid subsequently, adequacy for discounts and rebates, and consistency and appropriateness of provisioning;

· Appraise the procedure for approving credit for new customer and large orders;

· Consider the past bad debts experience;

· Appraise value of debtor book;

· Ascertain whether any receivables are due from senior executives.

· Cash
· Review bank reconciliation’s today;

· Review accuracy of past cashlow forecast Vs actual.

Completed

√
· Creditor Flexibility
· Examine the composition and nature of supplier balances as of today and highlight key factors, including the flexibility of payment terms;

· Consider whether deposits and advance payments made by customers are appropriately accounted for.

· Non-trading Items
· Consider whether provision has been made for other creditors, e.g. holiday pay, redundancy, liabilities arising from warranty agreements;

· Review the terms and conditions of shareholder and directors loan agreements if appropriate.

· Staff
· Review Terms and Conditions of Employment;

· Review company Car Policy;

· Review copies of commission/bonus schemes;

· Review liabilities from commission schemes, outstanding holiday arrangements, commitments on salary back pay/increases or other staff related issues;

· Obtain copies of staff handbook, restrictive covenants, appraisal and Review schemes;

· Obtain copies of any non-standard arrangements with staff.

· Mortgage and Charges
· Obtain details of all mortgages, guarantees and debentures given by the company.

· Assets
· Obtain schedule and valuation of fixtures and fittings to be acquired;

· Details of all hire purchase, rental leasing and similar agreements entered into;

· Obtain details of motor vehicles, owned, leased or hired;

· Book debts, obtain confirmation that they will be collectable.

Completed

√
· Contracts
· Obtain details of any material, long term or unusual agreements, licences or distribution agreements/contracts;

· Obtain a list of all outstanding orders, with all relevant information and copies of sale Terms and Conditions;

· Enquire whether there are any bar to assignment or notations;

· Obtain details of any deposits, advances against orders;

· Obtain details of any warranties, guarantees or indemnities given in connection with the business under which there may be outstanding objectives;

· Obtain copies of maintenance/support contracts, agreements;

· Obtain details of car lease/rental agreements.

· Licences / Consents
· Confirm that the Company has Completed all necessary licences and consents for the carrying out of the business and that no disputes are in force;

· Confirm if any retainers are payable by the company;

· Obtain details of any agreements/arrangements that may be terminated on the sale of the company;

· Completed confirmation that relevant licenses, contracts and consents are capable of being assigned;

· Review products to determine within this incorporate third party software.  If so, what are the licensing arrangements?

TAXATION 

(Detail of review dependant upon structure of proposed deal)

Completed

√
· Corporate Tax Profile
· Ascertain corporation tax status of the company and review prior years computations and correspondence with the Inland Revenue;

· Consider the last six years;

· Consider the impact of matters outstanding in open computations;

· Consider any local agreements with the Inland Revenue which may impact on future computations;

· Consider the deductibility for corporation tax purposes of payments made by the company to Directors and connected parties;

· Identify any special arrangements and contentious points contained in correspondence with the tax authorities or apparent from the computations;

· Consider whether adequate provision has been made in the accounts for all outstanding liabilities and contingencies;

· Consider the tax implications of any non-business expenses, non-arm’s length trading arrangements, questionable acts and sensitive payments which may rise to a back-duty investigation;

· Consider whether the company has any potential liabilities not provided for in relation to schemes of tax avoidance identified which may prove ineffective.

· Employee Benefits
· Briefly consider whether a potential risk exists regarding PAYE procedure.

· Indirect Tax
· Briefly consider whether a potential risk exists regarding VAT procedure.

Completed

√
· Overseas Offices Industries
· Ascertain what invoicing procedures exist regarding sales to non-UK customers;

· Are local and overseas corporation tax and VAT being properly accounted for;

· Determine whether direct and indirect tax has been properly accounted to the relevant authorities;

· What systems, policies and procedures are used in reporting and consolidation to head office;

· What differences exist in local employment laws Vs U.K?

CONTINGENT LIABILITIES AND LITIGATION

Completed

√
· Contingent Liabilities
· Consider the impact of any pending or recently completed regulatory or other enquiries or proceedings.

· Litigation
· Establish the nature of any outstanding litigation notified or threatened and assess it’s implications for the business and the proposed transactions.

· Insurance Cover
· Confirm whether premiums have been paid by the company;

· Assess the scope and adequacy of insurance cover to provide for known contingencies and litigation in process;

· Obtain details of any outstanding claims.

· Pensions Obligations
· Identify the framework and composition of pension arrangements;

· Identify any special or additional pension arrangements for senior management;

· Who are the trustees of any schemes;

· Are any schemes implemented Inland Revenue approved;

· Are there any under funding issues and what is the cost of ongoing funding.

· Capital and Revenue Commitments
· Assess whether adequate financing is in place to satisfy capital and revenue commitments, considering in particular the effect of significant or onerous non-concellable commitments.

Completed

√
· Premises
· Identify any clauses in property title deeds, lease agreements (e.g. dilapidation clauses) which may give rise to contingent liabilities;

· Obtain schedule of all properties in which company has or has had an interest in past three years;

· Identify whether leases (if to be kept on) are assignable.

BUDGETING AND FORECASTING

Completed

√
· Ascertain the company’s budgeting and forecasting procedures;

· Enquire of management as to what are the key assumptions underling the 1998 forecasts;

· Enquiries as to the current level of the order book;

· Review accuracy of past actual performance Vs forecast;

· Evaluate potential risk factors;

· Review above, consider opportunities and risks that will arise from the acquisition and develop twelve month forecast.

INTELLECTUAL PROPERTY RIGHTS

Completed

√
· Obtain details and proof of ownership:

· Software

· Business names

· Patents

· Trade Marks

· Designs

· Copyright

· Enquire whether there are any doubts concerning ownership or whether any disputes are present with regard to any of the above.

· Corporate Interests
· Obtain details of any company which is a subsidiary of or is associated to the Vendor / Company or in which the Vendor / Company has a shareholding or other interest;

· Obtain details of any interest held by the Vendor / Company in other companies, forms or business carrying on a like business;

· Obtain details of any acquisition, disposal or merger in which the Company or any part of it’s business has been involved in the last six years.

· Constitution
· Obtain a copy of the Company’s current memorandum and Articles of Association (together with copies of all resolutions and consents required by law to be annexed thereto) and a certified copy of the Company’s Certificate of Incorporation.

· Obtain the following:

· Names and addresses of all directors and shareholders of the company, stating job title and any other directorship and business interests held;

· Name and address of Secretary of the Company;

· The address of the registered office of the Company;

· Names under which the Company has traded within the last three years;

· Copies of any shareholders agreements or other agreements relating to the affairs of the Company.

NOTES

Information Systems / Reporting

Past Trading performance

Assets and Liabilities

Taxation

Contingent Liabilities and Litigation

Budgeting and Forecasting

Intellectual Property Rights

General Comments

