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Step One

How to Start a Due Diligence

Where do I start? How do I start? These are the common questions
=specially for those conducting and working on a due diligence exercise
for the first time.

To provide you with an overview, this scetion of the Guide offers
vou a big picture of the processes and steps mwvolved.

The first step is to identify your due diligence working team. Your
t=am may comprise of:

(2) merchantbanker;
®) independentadvisos
o) valuation expert i the industry;
(4 expert valur to give you a report on the as
(&) reporting cccountants;
(o) legnicsumsels;
) t&“gigl‘l counsels; and
B)  key decision

on makers of yourmanagemﬂmt .

*_pon forming your due diligence working team, you should rightly get the
working programme in place. A working programme may be put in place
= ensure all participating in the due diligence exercise are looking at the
same page.

The work programme sets out for the purpose of the due diligence
“mquiry and allows the exercise to be conducted systematically by allocating
~=sponsibilities to each party forming the working group (“DDWG”). Each
==mber will be responsible for various sections or information given or
ade. to ensure the information to be obtained, submitted and provided
. =-curate. One of the main objectives of the due work programme is to
ecertain the materiality limit or threshold that will be used throughout the
“u= diligence inquiry. The materiality limit will ensure that no stones are
wsrumned particularly on matters which are material for the exercise and
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thereafter, the questions raised will be tailored accordingly and compiled
in a checklist.

The content of a work programme and the checklist will be discussed
at length later in this Guide.

The due diligence’s review after having made reasonable enquiries
should be able to verify or confirm if:-

'atamcnts'and mformanon made or gwen by the company is fa!se:

he .omple néss ef the 1nformat1on prowded and accuracy 7 the
I resenta‘émns mada ’by a target company (wkuch is mad,e kag i to

vere m1slca;dmg or decepuve conduct involved and that aii
s and information pmwded appropnatel‘r v ified an quahﬁed
soas not to mzsleacf . .

It is essential that a sound system be set up'and that there be adequate
supervision and management of the due diligeiice process.

The DDWG should be satisfieGwwith the due diligence conducted.
Summarily, it is about asking if:

1 ﬁts,' siﬂtr acti 9nd: matenal mformauon related and pertment
ransaCtl@ﬂ 'c\f:ﬁ lev1e:wed

térget company hlghhghted and

Vi all real pr@pemes and all manner of fixed asscts 1dent1ﬁed

Tt is also advisable so not to leave out any question or area of concern, the
DDWG draws up a checklist and have that checklist ready. The checklist
shall set out the scope of the due diligence exercise that will be conducted.

Ths will allow the due dilags
sssacmatically. A checklisi of 8
@ilie=nce exercise could be 25§

We doc diligence checklis ®
Secamse it is impossible to form
miarmznion. Please take nothcs
@mestons are asked and docom

@iligence exercise. ki = o
smmpenics. As a resuli there ®
Sacements during the comse @
mew be required which diffies
seciivst is useful, you shouldl
i e the pertinent areas of



Step Two

Work Programme

e should always keep in mind during a due diligence review on a target
company that we cannot run about aimlessly like a “headless chicken”
without focus and direction. If is often forgotten that we have to keep
control and act together so that the DDWG operate as a team and realise
22 objectives of the due diligence review together. However, often a
sompany acquiring another commences a due diligente review without a
work programme in place and the members of the DDWG is off doing an
mdependent review without much communication with the other members
:nd the information collated often overlaps o” 1nconsistent. The end result
= the acquiring company does not haveail the pertinent information in
olace to make an informed decision inrespect of the transaction.

The work programme shoe!a sét out the following objectives:

“the agreement as to ke seope of the due d:llxg!:nce mquy
--'thhgmce procew,-w

3 the assignmert of I‘BSPGIISPblhtiES n reiatmn t@ the due dﬁlgenée 1qUiT
the defe.mination of the ma;tenahty threshold; and.= .

-4 V_the ngxue:mem; ef the pa:ct:tes as to the docume a:ry and mibmmia
- request hst -

= sample work programme is attached in this Guide.



The registers’ book or records of the target company namely:

Corporate and Statutory Records

e register of members or shafehollde'rs;‘

1he register of sub§t£mial shareholder; o

the register of tranéfér; '

e register of directors and secretaries; .

e register of directors’ shareholdings’: and -
e register ofmaﬁgagﬁs, - 2SS _{

“rm the number of members, the compdsition of the board of directors

I e respective shareholdings, if ans, the number of mortgages and
=% zranted by the target compars’

“Be statutory records of .4ll Gocuments filed at the registrar of
w:5s by the target company and to name a few:

e form evidencing the return of allotment of shares is a form which
#=s out the details of each allotment particularly the numbers of shares
“otted, the concideration paid for the allotment and to whom the shares |
were allodteq: : " - .

s8are(s) transfer and the consideration paid for that transfer;
= statement of particulars to be lodged with a charge which is a |
“iement by the target compgny_mfmjming.th__é_ registrar of companies,

"5t a charge has been created by the target company o er its assots to
#ecure the repayment of its own indebtedness or another; and |
< retumn giving particulars in register of managers and secretarie and

B form of ﬁ.aﬁ-sfcf}df securities is a form which sets @Hf’!ﬁé‘_&ﬁ%ﬂi’lfé-?f

el=nges of particulars which is a form which consist of particulars

“%e minutes of meetings conducted by the shareholders and the
== =re usually kept as record and a study of these records would

i B




