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	Software House Due Diligence


	CLARETY CONSULTING  Checklist
	Richard C. 


Please refer to my post http://www.claretyconsulting.com/it/comments/free-due-diligence-checklist/2006-09-12/ before using this checklist.  
	Item #
	Criteria
	Yes
	No
	Comment

	1
	Check the internet
	
	
	

	1.1
	Check the company + key people’s names via Google. You will be amazed what comes up. Cheap & simple. Positive or Negative
	
	
	

	2
	Financials
	
	
	

	2.1
	Get an Experian financial credit check on the company’s balance sheet. The probability of insolvency score is the key indicator. 
	
	
	

	2.2
	Check to see for numbers, sizes and types of County Court Judgements. Unpaid judgements for amounts as small as £600 are a bad sign.
	
	
	

	2.3
	Ask your bank manager. (Confidentially if you’re a good customer), they can often find out a lot about problems in the pipeline which the above checks are unable to yet pick-up
	
	
	

	3
	Directors Checks
	
	
	

	3.1
	Check the company directors – Personal Credit and financial histories are important. Also, the list of current and previous directorships and the financial health of those companies. Check via internet for any adverse publicity about these previous companies and the directors – Key!
	
	
	

	4
	Biographies 
	
	
	

	4.1
	Get the biographies of key people you are dealing with who are responsible for making the deal. Check out their histories. Do they stand to lose a lot if what they say turns out to be untrue. Once I was told by a client – Director of Waitrose – “I have your CV, if you lie to me I will call every one of your references and tell them what you are”. “You won’t work again!!” That really made do things by the book!!.
	
	
	

	5
	Contracts 
	
	
	

	5.1
	Get a copy of their standard contract wording. Get this checked by a lawyer and somebody with software house business experience. Check for “NO GO” contract clauses. Best to do this early on.
	
	
	

	6
	Client Reference Sites 
	
	
	

	6.1
	Ask for 3 Client Reference Sites – Ask if you can visit them and see the software built. Send a Technical Architect and a Project Manager (Best of the Best) to ask non context sensitive questions which will give insights into the quality of the work ACTUALLY done. i.e. Is the system documented and did it run over budget, bugs etc ?
	
	
	

	6.2 
	Check size and Technical Complexity of previous projects compared to what they are proposing to you. Do they match? KEY
	
	
	

	7
	Capacity Assessment  
	
	
	

	7.1
	Key Technical & Project Management Personnel – Who are they? See if you can get their CVs. Keep these in mind when asking the next question.
	
	
	

	7.2
	Can you get a resource list of the Technical People - They have working for them including their skill sets and roles ?
	
	
	

	7.3
	Ask who is currently their biggest client on a work-in-progress basis?
	
	
	

	7.4
	Can the software house detail which personnel are working on the biggest project? Does this use up all their best people? If not, will they be prepared to have a warranted clause in the contract making sure these people are assigned exclusively to your project?. KEY CRUNCH QUESTION.
	
	
	

	8
	Methods
	
	
	

	8.1
	Can they tell you what Project Management /Development /Testing methods they use? Check these are fit for purpose for the scale and complexity of project you want them to do, KEY.
	
	
	

	8.2
	Can you check for compliance with these methods? Important because many software houses use fashionable method statements as a sales tool and not a description of actually what happens.
	
	
	

	8.3
	Ask to see example system /project documentation – For example project management reports, example project plans, risk /issue logs, PID’s, Tech Specs, Use Case Requirements analysis. How good are these?
	
	
	

	8.4
	Can they describe with evidence how they test systems? - Look for evidence of test scripting, automated unit testing, usability testing, regressions testing etc etc.
	
	
	

	8.5
	Are they prepared to test to a prescribed set of acceptance criteria? – Key
	
	
	

	8.6
	Are they prepared to accept client acceptance testing – Ask them the criteria for this? KEY
	
	
	

	9
	After-Sale Support
	
	
	

	9.1
	Do they have a separate team with bug logging software and FIXED GUARANTEED bug handling /fix target times?- KEY
	
	
	

	9.2
	Do they have “enough” Support Capacity? Check this out
	
	
	

	10
	Customer Management
	
	
	

	10.1
	Are they prepared to tell you how they intend to engage your organisations sponsorship assist in project /programme steer during the development lifecycle? Do they want a project board – Be concerned if they don’t !!! 
	
	
	

	10.2
	Do they charge for account management visits? If so how much?
	
	
	

	10.3
	How do they charge /manage change within the project?
	
	
	

	11
	Terms of Business – Developing the system
	
	
	

	11.1
	Will they do fixed price? – This is a very very big insight into their view of you and their degree of belief in the success of this project. If yes, look very closely at the contract about how they charge for change as this can be an “escape route”. KEY
	
	
	

	11.2
	Are they prepared to have fees tied to functional releases with say 40% pinned to the final and successful delivery of the system? KEY. Once again great insight into the truth behind the sales hype. How much are they prepared to risk?
	
	
	

	11.3
	Are they prepared to accept financial penalties for lack of performance once the system has gone live?
	
	
	

	12
	Warranties
	
	
	

	12.1
	Are they prepared to guarantee the end product, and what kind of warrantee support do they have on offer?
	
	
	

	13
	Software Licence 
	
	
	

	13.1
	Is the agreement a one-sided licence? – Numerous suppliers provide totally one-sided agreements that exclude all customer rights, limit their liability to a nominal sum, offer no support service levels, and exclude all obligations. Many of these kinds of licences sold as “shrink-wrap” on a “take it or leave it” basis. This can be a real obstacle to overcome if the supplier is say in the US.
	
	
	

	13.2
	Does the contract contain System Upgrade & transfers to different machine clauses? – Numerous suppliers have no open pricing policy for licence agreements that stipulate the right of the supplier to change additional licence /maintenance fees if the customer were to upgrade a server, or where the supplier’s software is transferred to another server owned by the customer. I have rarely found software houses unwilling to drop all these stipulations. However, if your do not ask you do not get. Best avoid one to many with the salesperson if you ask me (.
	
	
	

	13.3
	Does the licence contain extended free support /maintenance? – It never ceases to amaze me the different types of maintenance contracts offered. If the software is important to business operations, it is likely the maintenance terms will require significant negotiation, as most suppliers seek to minimise their support obligations. Many limit the support to 3 months; however, I try to increase this to two years when normally a new version of the software is made available. 
	
	
	

	13.4
	Is the licence an overriding contract? – Some software suppliers who already have previous licensing agreements with the customer seek to get these changed in one go by hoping to get an unaware customer to sign a single licensing contract, which supersedes all previous with less favourable terms. When this happens, I have been at meetings between customers and suppliers where all hell has broken loose.
	
	
	

	13.5
	Does the contract have a suitable breach of contract notice period ? – You should avoid contracts where any breach termination could be instant or at very short notice. You should make sure this notice period is long enough to allow suitable transition. 
	
	
	

	13.6
	Pricing – Check the licence pricing policies from US suppliers as they often use the following exchange rate of $1 = £1.
	
	
	

	13.7
	Is the software house prepared to let you own the code & documentation?
	
	
	

	13.8
	If the software house is not prepared to let you own the code & associated documentation, are they prepared to put it all in escrow just in case they go bust. Make sure the code is not at object level only KEY POINT.
	
	
	

	14
	Quarterly Auditing
	
	
	

	14.1
	Is the software house willing to have Technical and Project Management Audits to see that what is reported by the software house in terms of testing results, design etc are correct and being honestly reported?
	
	
	


	Notes



	
	Richard C. Salcedo
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