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Financial due diligence 
in a Covid-19 world



Covid-19 has caused sudden and unpredictable 
disruption for businesses and will also bring new 
challenges to due diligence engagements.  

The flexibility and resilience of many business models has 
been tested severely, despite unprecedented levels of 
Government financial support.  

Management teams have had to take challenging 
commercial and operational decisions which were 
unthinkable a few months ago.  

It is difficult to assess how and when different sectors and 
businesses will recover, the extent of any economic 
downturn and what the ‘new normal’ might look like.  

One thing seems certain:  insightful and robust financial 
due diligence will be even more important on future 
deals.  

This paper considers key areas of focus and practical 
challenges for financial due diligence in a Covid-19 world.  
Every situation is different and we will be happy to discuss 
your individual requirements.
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Introduction

We ensure a genuinely partner-led approach throughout 
the financial due diligence process.   You get the direct 
benefit of our knowledge and experience.

Our partners each have more than 20 years’ experience 
of financial due diligence and of advising through the 
economic cycle.  

We tailor our approach to each engagement so our 
bespoke work meets your requirements efficiently. 

Our concise reporting focuses on what you need                                   
to know, with clear analysis, views and                     
recommendations



Estimated profit impact

Investors will need to understand the 
impact of Covid-19 on revenues and 
profits, whether positive or negative.  

‘EBITDAC’ (ie. EBITDA excluding the 
estimated impact of Covid-19) is expected 
to be a key measure of underlying profit.  

Covid-19 profit adjustments will be 
challenging to quantify accurately and so 
will be scrutinised closely.  

It will be key for vendors to provide 
supporting evidence for estimated profit 
adjustments.

Normalised net working capital (NWC)

Covid-19 disruption will make it more difficult to assess a normalised level of NWC for use in 
the completion mechanism.  Use of a simple historical average is unlikely to be appropriate.

Factors will include the pre-lockdown NWC profile, how NWC has behaved during lockdown 
(and, critically, the reasons why), and the expected profile for return to a normal or ‘new 
normal’ level of NWC.   NWC may also have been influenced by revisions to facilities or 
changes to terms of trade and / or payment periods during lockdown.

Understanding the drivers of recent NWC performance will be key to determining a realistic 
estimate of normalised NWC, as well as any implications for net cash / debt.

Novel cash-like and debt-like items 

There may be various cash-like and debt-
like items associated with Covid-19.  

These might include staff furloughing 
contributions, deferred rent, deferred debt 
interest, deferred VAT and other HMRC 
obligations, Government scheme loans and 
grants, holiday pay, deferred staff bonuses, 
onerous leases and unpaid creditors.

Business response to Covid-19

We expect to have in-depth discussions 
with target management to understand 
how their business was affected by, and 
responded to, Covid-19.  

This will cover operational and staffing 
impacts, actions taken, the financial 
impact, use of Government support, 
expected unwind and implications for the 
forecasts.

Understanding actions taken in response to 
Covid-19 will help investors assess the 
attributes of management teams.

Remote working and realistic timetable

Financial due diligence (FDD) teams are 
experienced at working remotely and 
using online data rooms.  In most cases, 
video calls will provide an acceptable level 
of access to management.  

Target finance teams may be working from 
home.  It may take longer for them to 
access information and respond to 
information requests.  This should be 
factored in to the transaction timetable.

Physical distancing and reduced public 
transport are likely to persist for some time.
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Forecasting and scenario analysis

Forecasting will be considerably more 
difficult than usual and is likely to involve a 
range of potential scenarios.

As thing stand, none of us has a clear view 
of the duration of social distancing 
requirements, the extent of any economic 
downturn, or the behaviour of consumers 
in the ‘new normal’.  The extent of further 
Government support is also not certain.  

Scenario analysis is beyond typical 
sensitivity modelling.  It will require 
experienced, well-thought out, consultative 
discussion and debate between vendor, 
investor, funding parties and management.

Scenarios will need to reflect potential 
changes to business models, particularly 
for those businesses likely to be impacted 
by social distancing and other restrictions.  

We expect forecasts to be revisited 
frequently as the situation evolves.  

We also anticipate that investors and 
funding parties will want to see a robust 
‘stress test’ scenario as part of forecasting.

Short term cash forecasts

Businesses should be preparing regular 
short term cash forecasts (eg. 13 weeks) 
that reflect the latest impact of Covid-19 
on operations, supply chains, staffing 
levels, customers and order pipeline.

Short term cash forecasts should also detail 
the use of furloughing, other Government 
support, deferral of VAT and other HMRC 
obligations, and rent and interest holidays. 

We expect to consider these short term 
cash forecasts on all FDD projects for the 
foreseeable future.

Seeing the whites of their eyes

Investors will need to decide how far they 
can progress without face-to-face meetings 
with management and visits to target sites.  

At this stage, it feels unlikely many 
investors would complete a transaction 
without such access.

Buyside processes: a phased approach?

We anticipate some investors will want a 
phased approach to FDD, with the initial 
phase focusing on EBITDAC and NWC, as 
well as an overview of forecast scenarios.    

This will help investors mitigate their cost 
exposure as they assess the opportunity. 

A second, more detailed, phase of FDD will 
cover latest trading and updated forecasts.

Vendor assistance

Vendors will need an organised approach, 
to protect value and ensure deliverability.

Vendor assistance can help with support 
for selling messages, analysis of Covid-19 
disruption and dealing with problem areas.

Vendor assistance could also include 
regular monitoring as the business model, 
trading and cash flows restabilise following 
Covid-19 disruption.  

Covenants

Standard lending covenants based on last 12 months or similar may no longer be feasible.  
Lenders may require support from FDD to develop and model alternative covenants.
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