Due Diligence is Key When Preparing to Sell Your Business

You can use this checklist as a tool for preparing your valuation.
Financial

1. Obtain current financial statements.

2. Obtain financial statements for the past three years.

3. Obtain federal income tax returns for the past three years.

4. Obtain projections on annual basis of sales, profits and cash flow for the next five years.

5. Reschedule/adjust financials and projections.

6. Plot profit trends.

7. Complete cash flow analysis.

8. Determine fixed cost percentages.

9. Identify significant changes in sales, expenses, or profits during the last three years and determine reasons for changes.

10. Determine amount of sales to affiliated or associated persons or corporations.

11. Is there a warranty or guaranty program?  If so, are there adequate reserve funds to cover expected contingencies?

12. Is there a service/replacement backlog?

13. Determine whether or not there are any commitments to banking relationships with regard to compensating balances or withdrawal restrictions.

14. Review the specifics of accounts receivables by customer and product.

15. Determine whether or not there is sufficient reserve for doubtful accounts.

16. What are the normal credit policies?

17. Have any of the accounts receivables been factored or pledged?

18. Verify all large and long-overdue accounts receivables.

19. Determine the viability of any notes receivables.

20. Is there an inventory analysis by product or product line as to turnover or obsolescence?

21. Should any of the inventory be written off as obsolete?

22. How much inventory has been written off each year for the last three years?

23. Is there a cost accounting system?

24. Is there a standard inventory control procedure?

25. Are there any outstanding contracts or commitments for large purchases?

26. Is there any inventory held on consignment?

27. Are there any significant long term contracts with customers?

28. Identify all major purchases or sales of fixed assets over the last three years.

29. Determine the book value and fair market value of all fixed assets.

30. Is any of the equipment obsolete?

31. Is the real estate owned or leased?  Obtain copies of any mortgages or leases.

32. What portions of the operations are manual, semi-automated, or fully automated?

33. How much would it cost to fully-automate the system?

34. Are there any outstanding taxes due or in dispute?

35. How are property items capitalized?

36. Review and analyze all prepaid expenses.

37. Review all insurance policies and coverage's.

38.  Review a list of all accounts payable by supplier and age.

39. Are there any special credit terms with existing suppliers.

40. Review all accrued liabilities.

41. Are there any employee benefit programs?

42. Are there any significant contingent liabilities?

43. Review all long and short-term debts and contact all banks with regard to the status of such debts.

44. Assure that all covenants and agreements under any debt agreements are current and not in default.

45. Has there been any significant change in account policies or practices over the last three years?

46. Does the company follow generally accepted accounting practices?

47. Is the company using any alternate accounting methods where preferable methods exist?

General

1. What procedures or services are sold?

2. List sales volume and dollars by percent increase or decrease for each product or service for each of the last three years.

3. Identify the major factors affecting the growth or decline of sales over the last three years.

4. Are there any obvious or major gaps in the current product/service line?

5. Obtain and review the minutes and all appropriate corporate documents.

6. Determine if the corporation is in good standing.

7. Obtain a list of any and all shareholders and the status of all outstanding shares.

8. Review the stock legend to determine the transfer of all stock since the incorporation of the company.

9. Obtain the names and addresses of all officers and directors of the company.

10. Review any employment agreements.

11. Determine if there are any significant commitments to officers or employees of the company that are not in writing.

12. Obtain the names, addresses, and phone numbers of the company's bank, accountant, and attorney.

13. Obtain copies of any organizational charts and job descriptions.

14. Determine the local labor market with regard to supply of co-workers for both replacement and projected growth of the company.

15. Review the operations manual or personnel policy of the company.

16. Determine whether or not there will be any change in employees as a result of the purchase.

17. Determine the total compensation of the owner and all of the key co-workers of the company.

18. Obtain a compensation list of all personnel.

19. Analyze the facilities to determine sufficiency.

20. Determine whether or not there are any union contracts or any union jobs currently being conducted.

21. Determine the current payroll procedures.

22. Determine the current practices for hiring, firing, advancement and promotion.

23. Obtain evaluations for each co-worker.

24. Obtain a list of all employee benefits.

Marketing

1. Obtain copies of all distribution agreements.

2. Analyze the markets being served.

3. Analyze any advertising and marketing programs.

4. Are there sales forecasts?

5. Has there been any market research?

6. Determine the backgrounds and capabilities of all sales people.

7. What is programmed for sales persons' compensation?

8. Interview all sales personnel.

9. Determine the customer relations policies of the business.

Advertising and Promotions

1. Is there a regular, budgeted advertising program?

2. Is there an advertising agency?

3. Analyze the total dollars being spent on advertising and sales.

4. Determine the status of co-op advertising.

5. Is there a tracking mechanism for advertising?

6. How are sales leads generated and new accounts developed?

7. Determine whether or not mailing lists are actively used.

8.         Determine the company's reputation in the community/industry.
Customers

1. Obtain all customer lists.

2. Determine the number of active customers.

3. Determine the number and type of service agreements and the company's commitments under each.

4. Is there a reserve set-aside for service agreements?

5. Identify the major customers.

6. Determine the average dollar value of each major customer on an annualized basis.

7. Determine the renewal rate of the service agreements.

8. Determine whether or not there is a customer survey report generated.

Pricing

1. What is the price profit margin for every product or service?

2. What has been the annual increase/decrease in prices for the last three years?

3. In the market, are prices generally higher or lower?

4. Is there a standardized pricing procedure?

5. Are products/service priced in accordance with their value?

Competitors

1. Who are the competitors and where are they located?

2. List all major competitors by estimated sales and profitability.

3. How are the competitors' products and services promoted, packaged, priced or distributed differently?

Physical Facilities

1. Determine the condition of the physical facilities.

2. Determine the zoning.

3. Is there a recent appraisal of the property?

4. Get copies of all property taxes.

5. Is there a set of plans and drawings for the facility?

6. Does the facility meet code requirements and will it pass current safety inspections?

7. Assure that all utilities are properly aligned for operation of the facility.

Legal

1. Does the company comply with all laws and regulations?

2. What are the terms and conditions of all existing contracts?

3. Are all employee programs fully documented and current?

4. Do all co-workers have required licenses and permits?

5. Are there OSHA or other health, safety and working condition laws, rules and regulations to be met?

6. Are there any potential discrimination issues involved?

7. Are there any lawsuits pending or threatened?

Operation and Production

1. Who are the major vendors and sources of suppliers?

2. What is the present relationship with such vendors?

3. Are any of the suppliers member of the owners' family or close friends?

4. Contact all suppliers and vendors with regard to change in ownership.

5. Are production schedules set up and followed?

6. How could operations be made more efficient?

7. How are materials handled and stored?

8. What are the preventative maintenance and safety procedures followed?

9. What kind of purchase order exists?

10. Is there a good system to coordinate productions and sales?

11. Does the owner hold any licenses or purchases that will be necessary to continue the operation of the business?

