APPENDIX A

DUE DILIGENCE PROCEDURES

Our work will cover the matters set out below, but our report will not necessarily cover all of those matters because, in the interests of clearer reporting, we will not report on matters that we do not believe to be significant.

	Part I. Business Analysis

	A.  Organization and Management

· Organization structure
· Management manpower skills

· Management information system

· Decision making process

· Human Resources Issues

· SWOT analysis



	B.  Operation

· Raw materials

· Production process

· Capacity level

· Production costs

· Distribution network

· Marketing/Sales policy

· Customer relation

· Quality control

· Health & Safety

· Social compliances

· SWOT analysis



	C.  Market and Competitors

· Key value drivers

· Industry trend

· Market segmentation

· Market share

· Market position

· Level of competition

· Demand and supply factors

· SWOT analysis




	Part II. Financial

	A
Financial statements

· Review the audited financial statements of ABC for the period ended 31 December 2002 and the year ended 31 December 2003.

· Comment on any unusual accounting treatments and on any items in the financial statements that are at most risk of misstatement or rely on the judgement of management. 

· Review the monthly/quarterly (if available) balance sheets, P&L statements (by product lines) for 2002, 2003 and Q1, 2004

a.  Obtain an understanding of all significant balance sheet accounts.

b.  Obtain details of production, selling, and administrative expenses. Compare amounts between years; make inquiries for any unusual fluctuations.

c.  Are there any unusual expenses or payments to top management or owners?

d.  Review margin trends from 2002 to Q1, 2004 by major product or product group.

· Review current year-to-date projections and budget, if available.
· Inquire of management as to what reports/information they receive that informs them of the status of the business.

· Perform analytical procedures and obtain explanation for trends and profit developments. 

· Establish a normalised NOI for 2003 (adjusting for non-recurring items).



	B
Review of audit working papers

· Review the audit working papers of the Auditor for the year ended 31 December 2003. 

· Interview Auditor and obtain details of any significant audit issues, disputes, unusual transactions, etc. 



	C
Review of Quarter 1, 2004 accounts

· Review the Quarter 1 management accounts for ABC.  Comment on significant differences in accounting   policies or practices in comparison to the annual financial statements.

· Review NOI in comparison to budget.

· Review balance sheet for consistency with 31 December 2003 position (as adjusted for Q1 performance).




	E
Accounts receivable

· Review the accounts receivable ageing as at 31 March 2004, 31 December 2003 and 31 December 2002. 

a.  Inquire as to any significant changes.

b.  Prepare a summary of the accounts receivable as a percent of sales. Determine reasonableness of days sales outstanding as compared to prior years, terms and industry standards. Inquire as to any significant changes.

c.  Inquire of the company’s policy for reserving and writing of bad debts.

d.  Review the ageing for any significant past due debts. Inquire as to the collection status.

e.  Compare basis of accounting at 31 March 2004 to the basis of accounting in annual financial statements, e.g. policy for bad debt provision

· Enquire as to the existence of any long-term positions on sales.

· Comment on any foreign currency exposure on sales.



	F
Inventory

· Determine the status of the company’s inventory:

a.  What methods are used to value inventory and write-off costs of sales? Review the cost build-up on key finished products for reasonableness.

b.  Obtain an aged summary of inventory by location at 31 December 2003 and 31 March 2004. Review for obsolescence problems. Inquire as to any inventory held on consignment.

c.  How does the inventory breakdown between raw material, work-in-process and finished goods?

d.  Inquire as to recent physical inventories and the related book-to-physical adjustments.

e.  What is the method for eliminating intercompany profits in inventory?



	G.  Fixed assets

· Obtain an aged fixed asset listing:

a.  What is the depreciation policy?

b.  Obtain an aged listing of company fleet. If leased, obtain a rental agreement, terms, etc.     

· Consider if depreciation has been accelerated (shorter estimated asset lives) for tax-planning purposes.

· Review capitalisation policy – any inappropriate capitalisation of repairs & maintenance items or replacement parts.

· Enquire of management for any indications of impairment in value of fixed assets.



	H.  Accounts payable and accruals

· Obtain a detail list of accounts payable and an explanation of payment policy.

· Enquire as to the existence of any long-term positions on purchases.

· Comment on any foreign currency exposure on purchases.

· What items are included in accrued expenses?

· Is sufficient provision made for employee retirement benefits?




	I.  Loans

· Review the status of outstanding loans and major leases:

a.  To whom are they payable?

b.  What are the terms of each loan including interest rate, payment schedule, collateral, etc.?

c.  Determine if the debt is transferable?

d.  Determine any covenants, which may exist and inquire as to the company’s compliance.

e.  Obtain copies of major lean agreements and major leases.



	J.  Taxes

1. Review the following tax returns for the last 3 years:

a.  Corporate Income Tax returns

b.  Value Added Tax returns

c.  Withholding Taxes returns

d.  Personal Income Tax (“PIT”) returns


Check whether items have been treated in a correct manner and all filings have been made on time.

2.
Review tax issues in investment licence and any amendments to the licence:

3.
Review any other special tax rulings.

4.
Review minutes of audits performed by the General Department of Taxation for the last 3 years.  Consider any disputes, unusual items and the level and nature of any non-deductible items for Business Income Tax.

5.
Review issues in ongoing tax audits, if any.

6.
Consider level of Personal Income Tax (“PIT”) compliance, and any possible exposures.  

7.
Review PIT calculations and level of payments in 2003. 

8.
Consider level of compliance with Vietnam Social Insurance and Health Insurance regulations, and any possible exposures.   

9.
Consider tax implications of any loan agreements.  Confirm whether 10% withholding tax does or does not apply. 

10.
Review profits remittance tax returns for dividends paid.

11.
Assess whether there is any exposure arising from transfer pricing.

12. Check that tax losses (if any) have been properly registered.


	K.  2 Year Projections

· Review the reasonableness of the Management’s assumptions;

· Review that the Projection is properly prepared on the basis of the assumptions;

· Review that the Projection is properly presented and all material assumptions are adequately disclosed; and

· Review that the Projection is prepared on a consistent basis with historical financial statements using appropriate accounting principles.




