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Due Diligence Employment Issues
If you are considering acquiring someone else’s insurance assets,
specifically a book of insurance business, or selling your own, due diligence must
become your new best friend. In a 2011 Hot Tip, we discussed due diligence
generally, and divided the due diligence process into six different categories:
Corporate Books and Records; Entity Culture or Personality; Client, Prospects,
Past Client, Vendor Lists; Regulatory Matters; Employment Issues; Existing
Contracts; and Miscellaneous. In a follow-up 2011 Hot Tip, we focused on the
importance of reviewing Corporate Books and Records. Today, we will highlight a
second category of the due diligence process, Employment Issues.
Whether you are buying or selling a business, it is critical that you review
the employment records during your due diligence process. If you are selling your
business, you should do this to ensure a smooth transition free of any unsuspected
legal impediments. If you are acquiring a business, this due diligence process is
essential to make certain you are actually getting what you think you are getting.
The author of this Regulatory Hot Tip endeavors to provide accurate and authoritative
information about the subject matter covered as of the date of publication. However, the
substantive information and any statutory authority contained in this Hot Tip should be
verified as they are subject to change with the passage of time. The author provides this
Hot Tip with the understanding that she is not rendering legal, accounting, or other
professional advice or counsel. If legal advice or other expert assistance is required, the
services of a competent professional should be sought. This publication is authored by
JoAnne L. Nolte, JD, CIC, CPCU, FLMI, CLU, who practices at The Nolte Law Firm, P.C., 1427
W. Main Street, Richmond, VA 23220. NolteLaw offers Solutions for Business—Large and
Small; just call (804) 658-4518. NolteLaw’s practice focuses on general business matters
(such as business formation, acquisitions, dissolutions and employment questions) and
administrative law issues (such as rulemaking and compliance) affecting regulated entities.
Our diverse client base includes restaurants, healthcare providers, contractors, fiber-optic
and conduit installers, business entrepreneurs, telecommunications companies, insurance
entities, financial institutions, water & sewer providers, and insurance receiverships. Jo has
served as attorney for the Virginia State Corporation Commission and as in-house counsel to
a privately owned national corporation. She also owned and operated an insurance surplus
lines brokerage agency and an insurance consulting business.
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Here are some important employment documents you should review before
you buy or sell (if they are applicable to the business in question): (1) an
employment organizational chart, (2) an employee handbook or policy book, (3)
employee contracts, (4) union contracts, (5) strike record or record of handling
labor issues, (6) legal documents such as W-4s and I-9s, and (7) grievance
complaints.
As you review the documents listed above, consider the following key
questions before you buy or sell:
(1) Who are the key employees or major sales production people?
(2) For these key employees, what is the quantity of new and renewal business?
How does this compare to other employees and industry standards?
(3) Do key employees have written employment contracts? Do they include noncompete or non-solicitation provisions?
(4) How do the number of employees, the hours they work, and their wage rates
compare to the industry standard?
(5) How many employees work in production, sales, administration, etc.?
(6) Does the employee handbook or policy book contain binding non-compete
provisions and/or non-solicitation provisions?
(7) What type of pension, profit sharing, insurance, stock bonus, deferred
compensation, and severance plans are currently offered to employees?
(8) Does the company offer 401K or other retirement plans?
(9) Does the company have key man insurance on any employees?
(10) Are copies of reviews/reprimands, as well as suggestions for employee
development included in each employee’s personnel files?
Remember, whether you are buying or selling, the lives of employees are
involved. Make sure that you are aware of all of your obligations under any
buy/sell agreement.
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