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1 INTRODUCTION
1.1 WHAT IS DUE DILIGENCE?
Although it used to have a very specific meaning, to provide protection against legislation, it is now used to in a wide range of situations, usually by investors, purchasers or lenders to a company.  Vendor due diligence is becoming more common, as it is recognised as a way for vendors to have more control over the sales process, and reduce the time taken for potential buyers to investigate the company.
It is assumed throughout these notes that you will be advising a purchaser in a potential acquisition, although most points are also relevant to other investigative situations.

This investigation is used as an information gathering exercise to assess financial and commercial risks for several purposes:

· to establish the financial situation of a company

· to identify synergies (or lack of)

· to identify areas which may require warranties/indemnities in legals (or covenants in lending situation)

· to identify possible areas for price negotiation

· planning post-completion issues for successful integration
A client may also require other forms of due diligence, such as legal, environmental, commercial and technological, although most of these (except legal due diligence) are usually not necessary for SMEs.  Due diligence normally takes place after Heads of Agreement (the outline deal) have been signed by both parties.
Financial/commercial due diligence usually takes place before legal due diligence, but if they are being carried out simultaneously, liaise with the lawyers and ensure there is no duplication of information being requested.  Otherwise this can usually cause some annoyance to the target company’s management, and may restrict the co-operation you receive. A list of the information required in legal due diligence is enclosed in Appendix B for reference purposes.
Although due diligence is an expensive exercise for most SMEs, it would be surprising if at least some form of investigation is not carried out, due to the current economic and litigious climate.

1.2 Audit vs due diligence

There are some similarities between audits and due diligence.  They both require advance planning to assess the risks to identify the work that will be performed and how it will be carried out.  Both (should) use a work programme, that is tailored to the particular situation.

Both involve risk for the reporting accountant/auditor which must be assessed and minimised where possible.  
Also both types of work should have excellent working papers and documentation, although the form that these take in each case will differ.

However, there are many differences between audits and due diligence, and a different approach and mindset is certainly required by the team working on the assignment.

	
	Audit
	Due Diligence


	Scope of work
	Specified in legislation.
May also include some accounts prep
	Wide ranging incl many non-financial issues. Determined by client.  Unlikely to include preparation/reconciling etc.


	Form of report
	Specified form
	Dependant upon client’s wishes – may be short-form, long-form, exception reporting or summary letter


	Access
	Full access to records and client
	May be restricted

(may require cover story)



	Timing
	Whole assignment usually takes several months
	Usually short timescale (days/weeks)



	Working papers
	Detailed file of working papers separate from report
	Working papers usually not as neat!  Most work is included in report (assuming not exception reporting or letter) either in text or appendices


	Financials
	Usually only review prospective financial information for going concern issues


	Assessment of prospective financials is usually large scope of work

	Systems
	Documented and reviewed, but in most SME audits, system work is not large part of assignment

	Assessing (both financial and non-financial) systems and controls is a large part of the work




	Evidence
	Written, 3rd party evidence
	May not be specific evidence, some areas may be judgmental, lots of findings are as a result of interview


	Team members
	Usually audit only, with tax review at later date
	May require specialists in Tax, VAT/PAYE, IT, Financial Services.  Plus client will also appoint a legal team, possibly other experts such as chartered surveyor, environmental specialists etc 


1.3 the effect of due diligence

Once the report has been issued, the normal course of events is that negotiations recommence, and Heads are adjusted if necessary, or one party or the other withdraws from the deal if no agreement can be reached.

If Heads are agreed, and other forms of due diligence are carried out satisfactorily, then the acquisition process or lending can proceed to the stage of legal documentation.

SEQ SECTION \HPRACTICAL ISSUES FOR THE FIRM
This section covers a multitude of areas that need addressing if you are going to carry out due diligence assignments for your client, effectively and efficiently:

· your role & what may be required of you
· how to obtain due diligence assignments

· setting fees
· engagement letters & managing your risk
· regulatory aspects for the reporting accountant
1.4 YOUR ROLE & WHAT MAY BE REQUIRED
It is essential that you determine the scope of the assignment well in advance of starting the planning work, and ensure your (signed!) engagement letter includes a detailed list of the work that will be carried out.  This work can be very risky for the advisor, and there should be no room for potential misunderstandings.

During an acquisition assignment, due diligence is usually only part of the advisor’s role, which may also include:

· identifying and approaching a target company

· negotiating terms (pre and post due diligence)
· commenting on legal contracts and warranties
· raising finance

· carrying out ‘whitewash’ procedure (to comply with Companies Act financial assistance regulations)
· preparing financial projections
· preparing and/or reviewing completion accounts

· integration issues post completion
However, it is advisable to have a separate engagement letter for the due diligence assignment, from that which covers all other advisory work.

Nowadays the scope of most DD assignments is quite specific to particular areas of concern.  This is actually advantageous to the advisor.  Similarly more emphasis is being put on the prospective, rather than historical, financial information.
Types of things you may be asked to investigate and comment upon, include:

· Quality and accuracy of historical financial information, usually concentrating on management information (incl systems), unless an audit hasn’t been carried out
· Quality and accuracy of prospective financial information, including the reasonableness of assumptions used
· Assessment of key management, their skills, level of respect from staff, and general management style

· Compatibility and synergies of systems, culture, operations
· The effectiveness of marketing campaigns or the sales force
· Assessment of logistics (eg stockholding policies, location, transport), IT
· HR policies, including recruitment, appraisals, payrises, union issues

· Competitive analysis and relationship with customers & suppliers

· Latest property survey and valuation

· Litigation and other contingent liabilities

1.5 HOW TO OBTAIN DUE DILIGENCE ASSIGNMENTS

It is advisable to build up your firm’s and your team’s experience of due diligence assignments, and also to begin to market your firm as offering corporate finance services.

One of the easier ways to get experience of due diligence work, is from your existing client base, by offering vendor due diligence for those clients who may be planning to sell their business in the short to medium term.  This could be offered as an ‘add-on’ to the audit, and will teach your team (who are more than likely already auditors) how the approach to due diligence differs from audit work.  However, this is only likely to be required by the larger companies.
Pre-lending investigations from banks are similar to due diligence assignments, and by courting bank managers of the smaller banks, you may be able to win an assignment to act for them prior to them agreeing a larger loan facility.  Larger banks will generally only appoint ‘big 4’ or ‘top 20’ firms of accountants.

1.6 SETTING FEES
There are several specific issues relating to fee quotes for due diligence assignments:
· The transaction may not go ahead, especially if your due diligence assignment finds some adverse information

· You may not know the extent of the work at the time of setting the fee

· You may be required to keep updating your work (and therefore the report) up to the date of completion

· The ability of the client to pay could depend upon the successful raising of finance (especially in MBO/MBI situations), which you may or may not be assisting with

Consider whether you wish to set a fixed fee, capped fee, or a contingent fee based upon the successful outcome of the transaction and/or raising finance.  Include an abort fee if the assignment has to be abandoned.  If you are advising on a range of services for a full acquisition, it could be constructive to set a fixed fee for the due diligence work, and a contingent, time based fee for the whole assignment, of which the due diligence fee will later be deducted.  This can provide a sign of commitment from the potential purchaser.
The form of the report is likely to have an impact on the fee.  Long form reports are not usually required nowadays.  Short form reports or letters are more commonly used.

You may also wish to factor in an amount depending upon the time constraints.  That is, many reports are required within a short timescale, and the senior in charge of the assignment is often to be found carrying out the work and writing up the report late into the evening/early morning!

The fee basis and quote is likely to be agreed after some negotiation with the client.  This is risky work for the advisor and is quite often stressful and demanding, so it is essential that you don’t charge to little.  Whichever basis you choose, ensure that the fee arrangement is clear, agreed before work commences, and is included within a signed engagement letter.

Examples of fees charges for actual assignments are provided for the case studies in Appendix C.

1.7 ENGAGEMENT LETTERS & MANAGING YOUR RISK
As has been mentioned before, setting out the scope of the assignment is critical, and it should be included in detail in the engagement letter (usually as an appendix).  It is also important to state what is outside the scope of the assignment.

The engagement letter should include:

· Purpose of report

· Scope of assignment, including periods of historical financial information (audited and management information) and prospective financial information to be reviewed.  Summarise here and reference to an appendix for detailed scope of work.

· Limitation of scope (eg not an audit)

· Specific requirements

· Timetable for interim (if required), final report and format of report

· Professional liability (expressed usually as fixed amount or multiple of the fee)

· Fee arrangements, including timetable for payments, disbursements and interest charges

· Complaints procedure

· Investment business statute

Other ways to manage your risk include:

· Holding a planning meeting with the client

· Preparing a planning memorandum
· Ensuring adequate staff members are assigned, including experts, with suitable time allocated
· Holding a planning briefing meeting, and debriefs throughout the assignment
· Following appropriate Statements of Auditing Standards (including SAS 230 Audit Working Papers, which provides guidance for documenting verbal information received, from whom and when)

· Use of comfort letters, most usually in reference to prospective financial information and business plans

· Letter of representation to back up management representations

1.8 REGULATORY ASPECTS FOR REPORTING ACCOUNTANTS

Carrying out due diligence does not usually require FSA authorisation (financial services authority) as these assignments are not classified as ‘investment business’, however check with your professional body for any other requirements.  For example, ICAEW require firms to have a DPB licence (designated professional body) in some instances.   

Be aware of your firm’s level of authorisation.  For example, if your firm does not have FSA or DPB licence, you are not able to discuss share prices at all.  Whereas if your firm has DPB licence, you may discuss unlisted share prices, but not those which are listed on a stock exchange.   FSA authorised firms have no restrictions.
For clients with US subsidiaries, reporting accountants need to be aware of US Sarbanes-Oxley Act and the rules set by the Securities and Exchange Commission (SEC).
It is essential that advisors follow the usual guidelines, prior to accepting an assignment, by assessing:
· Firm’s relevant experience of the client’s sector

· Knowledge of any specific rules and regulations in the industry

· Knowledge of any accounting standards relevant to the industry

· Assessing the integrity of the client

· Considering the need to seek expert opinions

Money laundering checks and verifying identities, in accordance with the Proceeds of Crime Act 2002, should also be carried out if this is a new client to the firm.

It is also advisable that guidance in APB (Auditing Practices Board) Statement of Investment Circular Reporting Standards (SIR) 100 and 200 (concerning prospectuses for equity investment, comfort letters on projections and reports on historical information contained within a prospectus), is followed

2 PLANNING THE WORK
2.1 PLANNING MEETING WITH THE CLIENT
You should highlight to your client how risky acquisitions are and why acquisitions fail (usually problems with integration), to stress the importance of the due diligence exercise.  This may be especially important during MBO situation, where the purchaser already knows a lot about the client.

The meeting should include the following:

· Reason for the acquisition and strategy for the transaction (asset or share acquisition)
· Review Heads of Agreement (if prepared)

· Details of exclusivity agreement (if relevant)

· Confidentiality and who is aware of transaction

· Likely access to target’s premises, staff, documents

· Cover story

· Details of target’s auditors and other professional advisors

· Background to the company and directors

· Likely areas of concern

· List of contacts

In an effort to reduce costs and time, the client may only want particular areas investigated.  As their advisor, you should also ensure they are aware of other potential areas of risk, and establish that they do not want you to carry out any work on these other areas.

Written notes should be taken and the engagement letter prepared, along with any other client take-on procedures that are required.

2.2 PLANNING MEMORANDUM
This should include:

· Name of client and target, and respective business sectors

· Nature of transaction

· Scope of work

· Form and timing of report(s)

· Material areas of concern

· Investigation team, including experts

· Timetable

· Budget

· Contact details, cover story, confidentiality issues

· Target’s advisors

· Location(s), travel, sundry matters

2.3 CONTACTING THE TARGET’S AUDITORS

It is a very useful exercise to visit the target’s auditors and review the accounts, audit and tax working files.
The auditor is likely to issue a ‘hold harmless’ letter, which will need to be signed by your firm and your client prior to them releasing their working papers.  Therefore you should make contact as early as possible, to ensure that the practicalities of getting it signed, and making the visit can be made within the timescale.

Statements of Investment Circular Reporting (SIRs) state that the reporting accountant cannot rely on the auditors, but must use their own knowledge and judgement in determining whether they can rely on the working papers as appropriate evidence.

The hold harmless letter states that the auditors will only release information if the reporting accountants keep it confidential (from all parties except their client) and indemnify the auditors against any action that may arise following the access to the papers.

Similarly, if due diligence reports are later issued to a third party, such as a bank, they should be asked to sign a hold harmless letter.

Useful information that can be ascertained from a visit to auditors includes:

· The accounting systems

· Management letter points

· Reconciliations and types of journals between management accounts and audited accounts

· Tax assessments, queries from Inland Revenue and key disallowable items

· Outcome of VAT and PAYE inspections

· Bank letters

2.4 ADVANCE RESEARCH
Besides visiting the auditors, there are many other forms of research that should be undertaken prior to commencing on-site work at the target’s premises:

· Reviewing statutory information (www.direct.companieshouse.gov.uk or similar), latest annual return, filed accounts
· Reviewing press and trade articles (internet search engines are useful here)

· Perform a credit check on the target (www.equifax.com or similar)
· Benchmark the company (www.ukdata.com or similar) – usually works on SIC codes

2.5 CONTACTING THE TARGET AND INFORMATION REQUESTS

Building a good rapport with the key management at the target company is essential to carrying out an efficient due diligence assignment.  The first contact with them is therefore critical.  A telephone call (take care how you describe yourself to the receptionist, bearing in mind any agreed cover stories) is usually the best approach, as it is brief and informal.
Explain that to make the assignment quicker, you will be sending over a list of information which you will require when you arrive.  Ask how they wish you to send this, and to whom you should address it (by fax? post? sent to their home address? etc).  This will assure them that you intend to respect their confidentiality, and will put them at ease somewhat.

An example information list is included in Appendix A.  Asking for ‘copies of…’ will reduce the time your team spend photocopying.

Where possible, tailor the list so that it does not include a lot of irrelevant information.
If you do not receive the information as requested, it can be an early warning of problems!

2.6 PRACTICAL TIPS for successful planning
· Don’t forget to get the engagement letter signed before you start the assignment
· In advance of on-site work, obtain & review as much information as possible to review the company’s financial and operational state

· At planning stage, assess the business’ key risks and outline your work programme to address those risks
· Don’t forget the cover story.  Examples include: bank review, new auditors, interim audit, Inland Revenue, ‘consultants’ doing competitor analysis, Business Link/Chamber of Commerce doing an efficiency review
· Book your experts (incl tax) well in advance

· Visit auditors before on-site work commences (allow time for hold harmless letter to be signed)

3 SEQ SECTION \HTHE ASSIGNMENT & REPORT
3.1 WORK PROGRAMMES
There are many due diligence work programmes around.  ABG produce ‘Practitioners Corporate Finance Manual’ (which contains a thorough due diligence section), as well as a stand-alone manual called ‘Financial Due Diligence Manual’.  Both contain work programmes, checklists and sample reports.
It is advisable to start with a standard programme, rather than trying to devise your own tests.  Whichever programme you use, use it as an aide-memoir and then tailor it to the particular assignment.  This is by far the most efficient way to carry out the assignment.
A full work programme will include the following areas:

· Description and nature of the business

· History of the business

· Statutory information

· Purchasing, production & distribution

· Sales and marketing

· Market/competitive analysis and industry review, incl benchmarking
· Processes and patents
· Insurance

· Operating leases, grants, health & safety

· Related party transactions

· Directors and employees incl pension funds

· Management information & accounting systems

· Financial reporting and accounting policies

· Trading results incl turnover, costs, other income, ratios

· Net assets incl premises, other fixed assets, assets & liabilities, banking/financing
· Taxation incl CT, PAYE/NI, VAT

In addition to the standard work programmes, use your imagination to devise appropriate tests.  For example, a very useful document to prepare is a Statement of Source and Application of Funds for the previous couple of years’ accounts, which quickly identifies to the purchaser how the cash has been spent in the past.

3.2 working papers
Files need to be set up so that information can be found quickly, work can be easily reviewed, and there is no chance that important information can be lost or omitted from the final report.  I suggest using lever arch files (there will be a lot of documents and papers on the file) split into sections, with an index at the front of each section.

The working papers need to show that the work has been properly carried out, that the reporting accountant has reviewed the documentation/interview answers and has ensured that the evidence is reasonable, reliable and consistent, and makes commercial sense.

In practice, due to the time constraints, the report itself forms the analysis of the working papers (unless just a summary letter is being produced as the final product), and many of the documents on file form part of the appendices.
A typical file for the full due diligence assignment will contain sections for each area that is investigated (ie the list in 4.1 above), plus the following ‘admin’ sections at the beginning of the file:
· Final report and covering letter

· Draft report

· Planning documents

· Correspondence (incl letters/faxes to target, target’s auditors, other professional advisors, other experts, target’s management, client)

· Checklists and work programmes

· Investigation sections…….

3.3 prospective financial information
Prospective financial information can take many forms:

· Business plans

· Estimates

· Budgets

· Forecasts

· Targets

· Projections

· Illustrations

· Working capital projections

· Proforma balance sheets

If this information is available to the client, it is likely that he has used it to assess future profitability, and therefore the price he will pay for the business.  It is very likely therefore that he will require his advisor to investigate the reasonableness of this information.
The most difficult thing here is to assess the reasonableness of the assumptions, and many questions will be required to establish this.  Bear in mind that they are likely to have been produced to assist the sale and put a favourable light on the business, therefore an advisor should be critical.

Sensitivity analysis should be carried out on any projections, to determine how critical certain assumptions are.  Examples of typical sensitivity work includes looking at changes in the assumptions used for:
· Sales turnover by volume

· Sales turnover by price

· Expenditure assumptions

· Debt finance by price and availability

· Debtor days/creditor days/stockholding days

· Inflation

· Exchange rates

If there are no projections, the reporting accountant may be asked to prepare them.  They should consist of projected profit & loss statement, balance sheet, cashflow statement and assumptions for a period of at least 12 months, and not more than 3 years.  Projections can be prepared on excel or by using a software package such as Sage WinForecast Professional.

Follow normal procedures for preparing projections, including the use of disclaimers, comfort letters and the preparation of a sensitivity analysis.  Engagement letters should also contain the appropriate paragraphs if part of the due diligence assignment includes the preparation of such projections.
3.4 THE REPORT AND COVERING LETTER
The report needs to be written in a style that is easy to read.  Unless the client has requested that the final document is just the simplest of letters, (usually where you are exception or negative reporting) you would normally prepare a short-form report for clients.  This would include setting out the key findings, section by section, together with a contents page, an executive summary and appendices containing documents that the client would wish to review themselves.
The report should be drafted as a stand alone document, and therefore the covering letter, which will contain key points such as the addressee, caveats, disclaimers and the scope of the work and limitation of scope, is usually bound into the report.
In most cases, an interim draft report will be produced immediately after the on-site work has been completed, and will be sent to the target’s management to check factual content (take care to exclude sensitive or confidential comments relating to your client, for example comparing accounting policies or projections for the combined entity).  It normally also excludes appendices.

At this point it is advisable to ask the target’s management to sign a management representation letter confirming any verbal representations and confirming the content of the report is factually accurate.
Once any amendments are made, the updated draft report is then sent to the client.  The final report will then be completed, after checking spelling, grammar, cross referencing and updating it with any new information and all appendices.
It is possible that the reporting accountant may be asked to update the report again if more than a couple of weeks passes before the completion of the acquisition.  This is likely to include a review of latest management information, and a review of any financial statements and tax computations that have been completed since the on-site work finished.

3.5 PRACTICAL TIPS FOR CARRYING OUT THE WORK
· Be aware the time is usually extremely limited and therefore the due diligence report should be completed on site as you progress through the assignment, taking photocopies of every document you use and review, as much as possible. (likely to be included in appendices of report).  Take a laptop and learn how to use necessary features on Word (eg contents, headers, page numbers, bullet/numbered lists, tables)

· Establish the reliability of the management systems early on, as this will dictate the amount of work you need to do to gain comfort (reconcile mgmt info with audited accounts, check number and type of auditors journals, obtain 3rd party evidence where possible, check consistency of data, carry out analytical review for reasonableness, check arithmetical accuracy etc etc)

· Build good rapport as soon as possible

· Take detailed notes as you ‘interview’ directors/management, and ask open questions which may lead into other areas that you hadn’t considered, but which are very valuable

· Ensure you document the source of any information received (incl verbal representations) and assess reliability of evidence.  This is not an audit but we need to have reasonable grounds for concluding that we can rely on the information received.  If we can’t verify it, say so.  Use phrases such as ‘in management’s/xxx’s opinion…’, ‘according to xxx….’, ‘we were informed by xxx that…’.  Consider how you would justify your report in court!

· Don’t try to ‘fix’ things or investigate too deeply eg reconciling. Establish the situation and then move on

· Send draft report to target (abridged) and obtain a letter of representation from target’s management that all management information and board minutes have been made available for inspection, and any views that have been relied upon

4 APPENDICES

5 Appendix A – Information required from target
Copies of:

1. Group structure

2. Company brochure/marketing literature

3. Accounting systems

4. Last 3 year financial statements

5. Last 3 months management accounts and detailed trial balance

6. Aged debtors for last 3 months

7. Aged creditors for last 3 months

8. Fixed asset register

9. Latest valuations and ownership details of assets

10. Employee organisation chart

11. List of employees, date of birth, length of service, position, salary, review date, holiday pay entitlement

12. Names, addresses, dates of birth of directors

13. Terms of trade

14. Names & addresses of top 5 customers & % sales in last 12 months

15. Names & addresses of top 5 suppliers

16. Names & addresses of key competitors

17. Details of any leases/loans/HP agreements

18. Copy of latest bank facility letter and any other finance facilities

19. Projections/budgets/business plans
20. Price lists

21. Copies of any trading contracts/agreements entered into

22. Insurance certificate and policy details

23. Standard employment contract & any service agreements

24. Details of any pension contributions and scheme

25. Last 12 month’s VAT and PAYE/NI returns

26. Details of latest VAT and PAYE/NI inspections

27. Details of any ongoing litigation or disputes

Access to:

1. Sales invoices, delivery notes, statements, sales ledger, statements

2. Cash books and bank statements, cheque books & paying in books

3. Purchase invoices, goods received notes, stock records, purchase ledger

4. Statutory books and minutes, including board minutes
5. Any procedural manuals – production, purchasing, training, H&S etc

6. Nominal ledger

7. Wages records

8. VAT files

Appendix B – Legal Due Diligence Information
· Company records and share issues

· Security issues and consents/clearance
· Accounts, policies, assets, liabilities incl title

· Property

· Pensions

· Insurance

· Employment

· Other contracts

· Licenses

· Intellectual Property

· IT and Communications

· Environmental

· Health & Safety

· Litigation and disputes

· Taxation

6 Appendix C – Case Studies

This is the information we were told by the respective clients, prior to starting our planning work for due diligence assignments.

Consider the information in each case, and identify what the key areas of risk may be and how our due diligence work could assess those risks.

CASE STUDY–COMPANY A

Electroplating engineering company

Company traded for 25 years, last 8 years as part of larger listed plc
Being sold as non-core to group activities

We are acting for purchaser in all aspects of purchase.  They are a family business who are also electroplaters & engineers (although with different specialisms) and are a much smaller operation.  They will be moving their business into this company’s premises after the sale.

Long serving managing director (not shareholder) aged 57 and operations manager (aged 58) who wish to stay on after sale
Group FD visits once a month to finalise management accounts, but the bookkeeper carries out day to day work on site

Had fluctuating profits/losses over last 10 years, but currently in very profitable year.  Holding company makes a monthly management charge
Concentration of customers – over 80% from 5 key customers
(fee obtained for the whole assignment was £32k, including £5k fixed fee for the due diligence, payable after the report was delivered to the client).

CASE STUDY–COMPANY B

Roofing contractor for new build house builders
We are acting for MBO team, but not responsible for rest of acquisition advice/fundraising

14 branch locations across UK, with branch managers, area directors plus head office control

Company is part of much larger group which is audited by ‘big 4’ firm of accountants.  Being sold as non-core to rest of group activities.

Loss making in last couple of years (although profitable prior to that), but expected to be profitable this year (audit not yet finalised & tax computations are still draft)

Stock held at each branch depot, plus stock is ordered for each job

Sage Line 50 is operated at each branch, and monthly management accounts are sent to head office to be consolidated on excel by FD

Cash requirement budgets are prepared at each branch monthly

Each branch operates its own bank account, but there is a group overdraft facility across all branches

Roofers are mainly sub-contractors, except supervisors, who are employed

Been quite a lot of change recently with branch managers and admin staff

(fee obtained was £16k for the due diligence assignment, payable upon completion of the transaction)
CASE STUDY–COMPANY C

This company purchases different grades of steel in sheets or coils, flattens them and cuts them to various sizes and sells them on
Company has been recently purchased by investment house, but due to poor performance is being sold on within 18 months

Our review at Companies House shows previous year’s accounts were qualified by the auditors (small local firm) due to possible overstatement of stock.  There has been a recent appointment of a new financial controller who used to work for the auditors.
Company is based on a large site, with warehouse/offices and open yard.  Our client (about half the size of target company) wishes to relocate his business to this site follow acquisition, and is in similar business sector.  He also wishes to take advantage of target’s large sales force.

Company operates invoice discounting facility with credit insurance facility

(fee obtained was £5k fixed fee for a limited scope due diligence assignment)
CASE STUDY–COMPANY D
Target’s business sector is Woodshavings and our client is in similar business.  Client is very profitable, but target is based in good logistical area, and client would like to take advantage of these premises/yard for lorry parking following acquisition.
Target is a small business, owner/manager lives on site, used to be family business and family still have some shares.  Owner now has other interests, and wishes to sell business.  Not been very profitable in last couple of years.  Management accounts are not prepared, therefore it is difficult to assess latest situation.  A credit check on the target shows one CCJ from 2 years ago which has not been settled.
The accounts for the last financial year are still draft, having been audited but not finalised.

There is also a garage on site, which repairs target’s lorries, but we understand that this is not part of the target company’s assets, although is managed by same personnel as target.
A review of previous year’s financial statements show various balances in ‘other debtors’ and ‘other creditors’.

(fee obtained was £7k fixed fee payable on presentation of the report)
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