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Due Diligence  
   
Our China due diligence services are delivered by professionals from our Transaction 
Services, Tax, M&A, Performance Improvement and Corporate Finance groups.  These 
professionals are fully dedicated to working on M&A related engagements only.  As each 
deal is unique, we carefully design each team to ensure it can provide the full range of 
necessary services and that it has the relevant industry expertise to fully understand the 
objectives and issues faced by the transaction.  Our experience in China due diligence 
services is unrivalled.  We have supported hundreds of China deals, originally working 
mainly for multinational corporations but increasingly for local companies and private equity 
houses.  We understand the different concerns of these investors and the different 
strategic, financial and tax drives behind their transactions.  We understand the issues you 
will face in China, and even more importantly, we have the experience to solve them.  You 
may know Horwath from our core financial due diligence but in addition to our core financial 
due diligence service, we also execute a wide range of due diligence activities, providing a 
'one-stop shop' service to our clients.   
 
 
Financial Due Diligence  
 
When involved in any sort of deal, accurate financial information is essential to ensure the 
deal is completed in a fair and thorough manner. The validity and scope of the information 
has a direct impact on the outcome of the deal. Thus, to ensure that a transaction is 
completed as desired, companies involved should understand the financial background of 
the company they are considering engaging with. Financial Due Diligence provides such a 
look into a company’s business, specifically factors that pertain to the deal at hand. 
 
In China, due diligence is further complicated by the various types of enterprises: state-
owned enterprises, collective enterprises, foreign invested enterprises, listed enterprises 
and private enterprises. Each presents different sets of issues and concerns to the investor. 
Furthermore, the negotiation prowess varies depending on the type of enterprise. These 
challenges increase the difficulty of finding accurate and comprehensive financial 
information. A local expert, such as Horwath, understands these differences helping you to 
identify at an early stage where the risks are likely to be. 
 
Is this your situation? 
If you are considering buying or selling, but are unsure if the price is fair or the company is 
giving you reliable financial information. You have any of the following concerns regarding 
your transaction: 
 
 Poor quality/unreliable financial information  
 Title to assets unclear  
 Idle/under-utilized assets  
 Informal arrangements  
 Related party transactions  
 Inadequate understanding of regulatory environment  
 Over-staffing  
 Inadequate systems/poor controls  
 Non-compliance with labour laws  
 Differing business goals of partners 
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How Horwath Can Help 
Horwath offers a wide range of services from initial no access reviews to reconstructions of 
financial statements. Our in-depth reviews reveal the reality of the company’s financial 
situation giving you a factual basis on which you can properly assess the company’s 
prospects and identify risks. We can further use our findings to help improve your 
negotiation tactics through strategies such as: specific warranties, price adjustment 
mechanisms, and completion accounts. We use these to support your offer, refute their 
arguments and offer counter arguments.  
 
Our comprehensive financial due diligence services reduce the risk of unreliable financial 
information while doing deals in China. Horwath works with you as a partner, establishing 
with you exactly what specific information you require. Once this is identified, a team of 
specialists is put tailored to provide you with the exact information you need to properly 
evaluate and execute the investment. 
 
Legal Due Diligence 
 
Legal Due Diligence is essential to the entire due diligence process as it forms the basis for 
the sale and purchase agreement. Acquiring an enterprise means buying its shares. 
Therefore, it must be verified the seller actually owns the shares to ensure you will not be 
responsible for any liabilities that might come with them. Furthermore, the buyer must 
validate any licenses, permissions and registrations necessary for lawful practice of the 
target company’s business. These legal documents are quite complex, including the final 
contract which needs to be legally viable and accurate. All of these tasks require extensive 
due diligence by a legal specialist.  
 
Is this your situation? 
You are considering a M&A transaction and would like to discover possible liabilities, locate 
any legal or contractual complications and construct the legal foundation of the final 
agreement.  
 
How Horwath Can Help 
Horwath’s experienced legal team helps you uncover current, future and contingent 
liabilities. We examine documents relating to the allotment, issue and transfer of shares, 
the approval of transfers at board meetings and registration of the various transfer papers. 
Horwath further ensures that the previous shareholders have returned their certificates and 
that those who are selling their shares have the right certificates. In addition, Horwath 
verifies that the shares which are going to be sold are not subject to any changes or other 
impediments. Furthermore, we provide support during the arrangement of the final binding 
contract. Horwath ensures the seller does not modify the company in any significant way 
before the deal is closed. Horwath will also handle problems which arise when information 
not previously disclosed affects the terms of the deal. 
 
Commercial Due Diligence 
 
When evaluating the opportunities and risks that a potential acquisition poses, you need 
not only understand the target’s financial and tax position, but you also need to investigate 
how the potential acquisition operates in its market base.   
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Commercial due diligence shows you how a target's position and performance compares to 
its main competitors and the overall opportunity within key markets.  This information when 
combined with financial due diligence allows you to better understand important deal issues 
and the financial position and performance of the target. 
 
An example of the different views provided commercial and financial due diligence follows: 

  A target claims product sales have grown 15%; financial due diligence reveals 
10%, which is still strong performance. However, commercial due diligence 
might reveal market is growing 30% while competitors’ markets are growing 
35%. This information completely changes the profitability of the product. 

 
Is this your situation? 
You have a target company in mind and want a broader assessment of the competitive 
position of the product and the markets it competes in. However, you do not understand the 
market conditions in China fully and need a specialist to properly evaluate the opportunities 
and risks of acquiring a product.  
 
How Horwath Can Help 
Horwath provides its clients with unique insights into the Chinese market including: 
industry trends, potential market size, pricing, costs, competition and distribution.  We 
deliver an unbiased assessment of the market assumptions made by the target in the 
prepared projections.  In doing so, we identify potential positives and negatives in the 
projections and provide you with key insights to help you develop your market entry 
strategy. 
 
Our Commercial Due Diligence services can assess the following: 
 
 Market Size and Growth Rate - using primary and secondary research techniques to 

quickly determine the size of the market and its rate of growth, the shares of 
competitors, and key developments within the market, (e.g. impact of disruptive 
technologies), to assess the current and future growth prospects of the target 
   

 Competitive Positioning - analyzing the different business models of key competitors 
and how they compete against each other; Identify the core competencies required for 
success in the industry and benchmark against the competencies possessed by the 
target 
   

 Profitability Drivers - assess the drivers behind the industry's current profitability by 
analyzing how profits and investments are distributed along the value chain, how the 
industry structure and capacity affect profitability, the barriers to exit and entry, and 
finally how the target's profitability is likely to evolve 
   

 Review of Projections/Business Model - review the assumptions implied in the 
projections, compare them to our independent data, analyze how management intends 
to run the company, and make an analysis of how likely it is that those objectives can 
be achieved 
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 Sales and distribution organization - benchmark the sales organization against 

competitor organizations, interview channel partners, (e.g. distributors, retailers), to 
understand how sales are managed and how consistent and effective that 
management is, interview end customers to understand their levels of satisfaction with 
products, services and after-sales service, and assess the implications for future 
growth and performance  

 
 Regulatory review - identify whether there are any regulatory changes pending that 

will impact the business of the target, including positive: i.e. emission standards that 
the target has prepared to meet but its competitors have not, and negative: i.e. the 
prohibition of the use of a certain technology. Regulation is often a key driver of 
product adoption, but the issue in China is how regulation will be enforced 

 
 
Human Resource Due Diligence 
 
Focusing on the attitude and behavior of people involved is important to the success of 
M&A transactions. However, this aspect is oft overlooked. Conflicting cultures, integration 
issues, ineffective communications, and poor management can reduce the value of the 
assets gained after the deal is completed. This is particularly applicable while doing 
business in China where so many cultures intertwine. To guard against future problems, 
organizations should complete human resources due diligence to assess all employee 
related issues.  
 
Is this your situation? 
One or more of the following issue apply to your deal:  
 
 HR strategy, policy design and processes are not adequate  
 Employee compensation, equity plans, retirement, and benefit plans are unclear 
 Executive and labour contracts need review and may need revision  
 Compliance with employment and labour rules and regulations is uncertain 
 Executive and management structure may not be sufficient post transaction  
 Cultural compatibility/change readiness needs assessment  
 A transition plan is not developed yet and key tasks/activities need to be addressed  

 
How Horwath can help 
 
Horwath examines the corporate culture and HR strategy of the target organization for 
compatibility with your company and identifies financial risks.  An HR due diligence 
review aims at identifying and quantifying the HR impact on the deal which helps you to 
manage the complex pre- and post-deal HR issues. 
  
From pre-bid to post-acquisition, Horwath can help companies address specific HR 
compliance, compensation benefits, people motivation and equity issues that surround 
each transaction. Our Horwath HR Consulting solutions include HR strategy, structure, 
and merger integration services.  
  
Our HR consulting team’s strength is its ability to work seamlessly with our transaction 
services and tax specialists’ teams at each stage of the M&A process. Using a global and 
national HR 'best practice' and a tailored solution-oriented approach, Horwath is 
dedicated to resolving human resource issues in the best possible way. 
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Management Due Diligence 
 
Effective management is essential to success of a transaction. Executive insights add an 
important depth to the other facets of due diligence and therefore to the overall 
understanding of the main target and the integration process. It identifies the employees 
who are key to furthering the business which in turn means that the costs of retaining those 
key employees can be projected while the deal is still being negotiated. 
 
Is this your situation? 
You want to appraise senior managers’ capability both individually and collectively, but do not 
have in depth knowledge of the target company’s management. You want to select new 
management and want to know how to arrange this after the acquisition is completed. 
 
How Horwath can help 
Horwath can answer these questions for you through a management evaluation which 
assesses management’s capability, both as individuals and as team members, and assesses 
what needs to be re-arranged post-acquisition. The investigation includes assessments by 
means of employee history, interviews, psychometric tests, etc. We also benchmark 
management standards by assessing managers in comparable positions in related 
businesses. 
Contacts 

Pensions Due Diligence 
 
The cost of the pension system could quite easily be more than the worth of the company 
being acquired. Pension’s responsibilities can continue for many years after the 
employees have stopped working. Detailed due diligence will be required if the purchaser 
is acquiring the pension plans as a part of the deal.  
 
Is this your situation? 
You have pension related questions including:  
 Are there key claims against the pension plan? 
 Are you taking over pension promises outside the terms of the approved company 

scheme? 
 Is the acquired scheme to be merged with existing schemes? 
 Do you want to change to a money purchase scheme as a replacement for providing 

defined benefits? 
 Do you want to change to a personal pension plan as a substitute for providing 

company pensions? 
 Is the inherited scheme non-contributory and do you want to introduce employee 

contributions? 
 
How Horwath can help 
Horwath can check if the scheme is adequately funded, meets the expectations of the work 
force and if it contains any unknown costs. Horwath will advise you on negotiations, value 
the pension arrangement, ensure statutory requirements, identify any unfunded promises 
and advise on any creative accounting in the pension accounts. Should the pension plan 
involve a transfer from the seller’s plan, Horwath will help to negotiate the size of the deal, 
its conditions and counsel on the cost implications of an inadequate transfer. 
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Tax Due Diligence 
 
M&A transactions provide unique opportunities to improve tax efficiency.  China has 
complex tax and regulatory regimes with varying legal structures and different tax risk 
profiles for different industries. Furthermore, private enterprises are likely to be exposed to 
different risks than SOEs.  
 
Is this your situation? 
You want to manage the tax risks of your transaction and you would like to evaluate if the 
potential acquisition may be facing one or more of the following issues: 
 Non-compliance with tax or customs regulations  
 Uncertainty over entitlement to tax preferences  
 Informal arrangements with local tax authorities without formal approval  
 Transfer pricing exposure  
 Unfulfilled withholding tax responsibility  
 Control of bonded goods inappropriately  
 Non-compliance with tax registration or invoice management requirements  
 Non-compliance with foreign exchange control rules 

 
How Horwath can help 
Horwath has a team of dedicated Tax M&A specialists to perform tax due diligence on your 
China transactions.  Horwath’ team is equipped with thorough knowledge and experience 
to identify and assess potential tax risks as well as to review the tax compliance status of 
the target company. Horwath's team does so using our proven methodology - M&A 
Processes and Solutions.  
  
Horwath's Tax M&A specialists advise you on tax costs of the transaction and tax 
minimization possibilities both for the seller and the buyer.  Our reporting is issue-focused 
with in-depth analysis of the tax issues that most pertinent to the deal. 
 
Horwath evaluates tax risk giving you insights on how these risks may be mitigated or 
addressed during the transaction.  Horwath further provides deal structuring services that 
are designed to manage risk and optimize the tax and financial efficiently of your deal in the 
wider context of your global, regional, and China tax profile. 
 
 
Environmental Due Diligence 
 
Maximizing "environmental value" from acquisitions and divestments requires attention to 
both actual and perceived environmental risks throughout the deal process.   
  
Chinese law covers many significant aspects of Environment, Health & Safety and its 
requirements are stringent.  Authorities of provinces, autonomous regions and 
municipalities directly under the Central Government may establish their own local 
standards for the items that are not specified in the national standards, or they may 
establish more stringent local standards than the national ones.  Inadequate 
Environmental and Health & Safety performance is commonplace in many enterprises in 
China and can carry material environmental risks and liabilities and so this issue needs to 
be addressed with appropriate indemnities and warranties in the deal.  
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Is this your situation? 
You are concerned about the following issues: 
 Liability for historic contamination  
 Non-compliance with environmental laws  
 Uncertainty over arrangements with the local Environmental Protection Agency  
 Inadequate environmental and health and safety management systems  
 Unreliable environmental information systems  
 Inadequate waste / hazardous materials handling / disposal  
 Poor wastewater management  
 Unfulfilled environmental fees and fines  
 Inadequate environmental insurance 

 
How Horwath can help 
Horwath employs a team of specialists in environmental due diligence and risk 
management: Sustainable Business Solutions (SBS).  This team understands the China 
context and knows how environmental issues can impact a transaction and the value 
realized from a deal.  
  
Horwath provides a systematic, transaction-specific review of environmental, health and 
safety risks and liabilities.  Our reviews typically include consideration of operational 
environmental, health and safety performance, legal compliance with current and future 
legislation, reputation aspects associated with operational activities and products 
manufactured, and influence of market and supply chain relationships on products and the 
business. We have developed an innovative, process-efficient approach to environmental 
due diligence that is particularly suited to assessing the material environmental risks 
associated with complex transactions.  We use a comparative, risk-ranking approach to 
identify where risks might be material. Our clients have used the results attained as a basis 
for containing and/or transferring risk. 
 
IT Due Diligence 
 
The leading post-deal difficulty for the acquirer has proven to be the compatibility of 
information systems and obtaining information regarding the IT structure. 
 
Is this your situation? 
You want to discover IT issues and risks related to a transaction.  You would like to 
gauge what the capital investments and timing will be to upgrade existing IT infrastructure 
and IT organization to meet your requirements post-acquisition. 
  
How Horwath can help 
Horwath provides both pre- and post-deal services that allow you to gain an early insight 
into the target's IT management and organization, identify merger issues on IT operation 
and technology, and plan for a successful integration of information systems.  Our 
service offerings include assessment of legacy IT systems to meet future needs, 
assessment of valuation related IT and internet metrics, transition planning and project 
management, and IT organization and staffing reviews. 
 
Technology Due Diligence 
 
Technology due diligence regards the technology associated with the product itself. The 
due diligence is a mixture of analysis and technical evaluation. The technology needs to be 
valued for its true worth in the marketplace both at present and in the future. 
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Is this your situation? 
You are going to acquire a technology and need it’s worth evaluated.  
 
How Horwath can help 
Horwath can help you to do a detailed technical assessment which would cover: product 
architecture, underlying technology, commercialization, analysis of documentation, code 
review and market investigations. 
 
 
Intellectual Property Due Diligence 
 
Intellectual property refers to patents, trademarks and other rights to designs and inventions. 
Every transaction must consider which are the rights that are actually recognized, the scope 
of protection, how they are acquired and registered, in what way and for how long they are 
maintained, what constitutes an infringement and what remedies that are accessible for 
infringement. 
 
Is this your situation? 
You are about to purchase a business which claims to have a unique process or a certain 
amount of intellectual property such as patents, know-how, trademarks and copyright. 
 
How Horwath can help 
Horwath identifies the ownership, validity, uniqueness and sufficiency of intellectual property 
rights in a business. We will determine how much risk the prospective buyer is willing to bear 
and how much time and funds are available for intellectual property investigations as well as 
how much intellectual property overall is involved in the deal. 
 
 
Antitrust Due Diligence 
 
Fines for antitrust violations can be immense. Getting antitrust due diligence incorrect by 
buying into a pre-fixed arrangement can be very costly. In addition, it can also slow down the 
transaction if merger filings are not correctly filed and cause problems for a company when 
looking to enforce contracts. 
 
Is this your situation? 
You have a deal that involves antitrust or competition issues. A transaction cannot be 
implemented until clearance is obtained. Merger control filing is a central part of the due 
diligence process on bigger transactions. You have a cross border transaction which 
involves competition filings for each jurisdiction where the buyer and target have 
operations and property.  
 
How Horwath can help 
Horwath investigates merger control filling requirements and the probability of clearance, 
examines antitrust risks posed by target’s activities and analyzes the enforceability of the 
target’s contracts from the perspective of antitrust law.  
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Insurance and Risk Management Due Diligence 
  
In risk management losses are financed directly or through payment of insurance 
premiums and as such are a cost which can be reduced. Insurance due diligence 
investigates present, future and past experiences of the business. It also covers the 
arrangement and cost of the existing program and the creation of a risk management 
structure. 
 
Is this your situation? 
You want to: 
 Identify a risk  
 Evaluate a risk 
 Reduce a risk 
 Prevent losses 
 Know the status about any planned health and safety program 
 

How Horwath can help 
Horwath examines the major risks for a business, how the client can be alleviated through 
risk management and how insurance can be used to reduce such risks. 
 
 
Operational Due Diligence 
 
Operational due diligence builds an understanding of the processes, people and IT systems 
on which the target depends.  
 
Many companies are now requesting a control review as part of the due diligence process 
when making an acquisition or entering into a joint venture. This is particularly relevant in 
China where corporate governance and internal controls are less developed. A ‘Control Due 
Diligence’ review is necessary to gain early warning of any key control weaknesses in the 
target company's internal controls framework. This ‘Control Due Diligence’ assesses the 
target's ability to comply with the acquirer's internal controls requirements as well as the 
costs related to the necessary transition. 
 
Is this your situation?   
You want to discover operational issues and risks related to a transaction, as well as 
identify opportunities of post-deal value creation and/or prepare for merger integration. 
  
How Horwath can help  
Horwath examines and evaluates operational performance related to a potential investment 
or business initiative. Horwath assess the impact on the viability of the transaction, as well 
as estimating remediation costs required to raise performance. 
   
Horwath can also identify synergy, cost savings, and revenue enhancement 
opportunities.  This process also determines any required transitional service 
arrangements that may need to be in place as well as key value drivers and "quick-win" 
operational improvements. 
 
 
 

For more detailed information about our China services please contact: 

Dr. David Yu－Beijing Tel： +86 10 8379 8686   BJ@horwathcapital.com.cn 
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