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Introduction
The pandemic continues to spread across 
countries. Many countries, including India 
implemented a nationwide ‘lockdown’ that is now 
being lifted in phases.  

Various disruptions that businesses have faced in 
H1 2020 (due to the pandemic) are bound to bring 
radical shifts in global supply chains. Companies 
seeking to maintain or restore production and 
enter into new business lines to capitalise on 
COVID-19 related opportunities or even just 
pivot business models to survive, will need to 
work with new suppliers (due to the inability of 
existing suppliers to either meet demand or new 
products, services or technology required during 
production). 

A COVID-19-ready due diligence framework – 
Some key considerations
The lifting of lockdown across India in the near 
future would require companies to re-evaluate the 
track record and reputation of their existing third 
parties/suppliers. They also need to ascertain 
who will remain critical to their businesses, given a 
volatile demand. This can be done by considering 
the size and scale of third parties’ operations and 
the impact of COVID-19. Further, companies may 

want to review suppliers’ contractual terms and 
obligations to check the adequacy of coverage on 
both the supply and demand sides (in the form 
of continued supply of goods and services from 
downstream subcontractors).

On the flip slide, if the immediate goal is to identify 
ways to keep the business afloat, a due diligence 
for existing and potential third-parties can help 
ensure that the supply chain is resilient, key 
suppliers and customers are intact, and there is 
no overdependence on specific entities to the 
extent that their failure may mean failure for the 
business. 

Businesses may need some assurance that 
adequate working capital is available to keep 
key third parties afloat. From the perspective 
of business continuity, one needs to ascertain 
that third parties may not be adversely affected 
from any regulatory or macroeconomic changes. 
These changes include a ban on import (or 
export) of a critical raw material, the lockdown 
that may restrict supply of labour, or a rise in 
customs duties that may question products’ price 
competitiveness. On the supply side, efforts need 
to be made to understand if key suppliers will be 
able to service their contractual obligations. 

Focus areas for effective supplier due diligence
Legitimacy and legal existence 
To increase production, scale up, and be ahead of competition in the post-lockdown 
era, businesses would need to avoid onboarding unscrupulous or inexperienced 
suppliers that sign deals for products they do not have. An effective supplier due 
diligence would help ensure the legitimacy of businesses and their legal existence 
(that they are not just a paper entity). This also helps determine that key third parties/
suppliers are able to continue their business operations.   

A critical component of an effective due diligence process is an on-site assessment of 
the third-party’s infrastructure. Given the increasing incidents of brass plate companies 
siphoning off capital, assessing and physically verifying the on-ground existence of the 
third-party’s set-up (be it an office, a warehouse, or a factory), are imperative. Similarly, 
businesses may want to assess if infrastructure seems sufficient for the third party to 
deliver on its contractual obligations. 

Financial uncertainties
Most data available in the public domain that includes financial and credit-related data, 
is historical. As there is no precedence for an event such as COVID-19, no established 
or tested models are available to predict the impact the pandemic may have on 
businesses’ liquidity and continuity. When companies evaluate a third party from a 
financial soundness perspective, or a customer from a credit risk perspective, they 
will need to envisage an altered revenue-expense paradigm. In this paradigm, fixed 
expenses (selling, general, and administrative expenses) and interest will need to be 
looked at as a percentage of internal accruals (current assets) to indicate the financial 
cushion that the business may have. This needs to be supplemented with the need for 
working capital adequacy evaluation. This evaluation involves asking relevant questions 
– does the business have adequate current assets to withstand the altered revenue-
expense paradigm? Other factors critical to such assessments would be: 

(a)  banking relationships and access to credit, 
(b)  other businesses of promoters,
(c)  financial health of the parent company, and 
(d)  the ability of businesses to raise debt/equity in these difficult times.

Furthermore, businesses would need to check for adequate insurance cover to recover 
from the impact of the pandemic.  
Review of stability and capacity

Review of stability and capacity 
For a supply-side counterparty due diligence, accessing the operational availability 
of the third party’s factory/ office/warehouse, and ensuring the availability of staff/
workforce will be critical. The availability of data, and logistics and work-related travel 
(hampered or limited due to the lockdown or stricter guidelines by governments and 
companies), will also be crucial. Companies may also want to assess the impact on 
fourth parties (the subcontractors of third-party vendors/suppliers), and their business 
continuity prospects. In addition to issues around labour migration (labourers moving 
back to their hometowns that may lead to labour unavailability), unavailability of raw 
materials and pricing variations may make the relationship with third parties unviable. 

Closing thoughts
The COVID-19 outbreak has already affected us in more ways than the world could 
possibly have fathomed. While the world continues to focus on saving human lives, 
assessing and planning for the future are also imperative for businesses. Business 
owners globally are grappling with fears of a long economic slowdown. Moreover, the 
uncertainty around being able to sustain in this challenging environment looms large.

A due diligence framework that takes into consideration the impact of COVID-19 can 
help organisations make better decisions to steer themselves towards relative safety.
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