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SECTION 1

INTRODUCTION

INTRODUCTION

1.1 The concept of due diligence originated in the US Securities
Act 1933. This inctuded a defence which could be used by brokers or
dealers when accused of inadequate disclosure to investors of material
informatien about shares being brokered. Effectively, as long as the
brokers o dealers conducted a ‘due diligence’ investigation into the
comoary whose equity they were selling, and disclosed to the investor
wiint they found, they would not be held liable for non-disclosure of
il Tormation that failed to be covered in the process of that investigation.
It did not take long before it became standard practice to conduct due
diligence investigations, initially in relation to public offerings, but over
time with private mergers and acquisitions as well.

1.2 The concept of ‘due diligence’ was therefore born. Today a working
definition of due diligence would be: the process of investigation through
which a potential purchaser gains a complete understanding of the target
business or its assets for acquisition, evaluating both the strengths and the
wealnesses of the business and reaching conclusions as to whether 1o
proceed with a purchase, reduce the price or restructure the transaction.
e

1.3 The difficult economic conditions in recent years have lifted due
diligence to higher prominence. Somewhat ironically, perhaps in response
to their own failings, the banks now place much greater significance on
due diligence. This is not just in the context of corporate lending, but in
their general business banking criteria. Businesses also are taking a much
more vigilant approach to all their significant contracts and are evaluating
suppliers on the stability of their corporate structure as well as on price.
Due diligence is no longer the preserve of large-scale corporate
transactions. It is a living breathing part of daily business life. There is no
better time to understand its potential as a powerful business tool both in
gaining competitive advantage and in minimising business risk.

OBJECTIVE OF THE GUIDE

1.4 The objective of this Guide is to provide busingss Oowners,
entrepreneurs, investors, business angels, early stage and general practice




