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Strategic Internal Business Evaluation Checklist for SME
CEOs

Introduction
This checklist helps CEOs and equity owners of small-to-medium enterprises (SMEs)
conduct a strategic internal evaluation of their business. It aligns with International
Valuation Standards (IVS) and European Valuation Standards (EVS) principles, as well
as McKinsey best practices, ensuring a holistic review of financial and non-financial drivers
of business value. Each checkpoint below focuses on a core domain, with key criteria and a
brief case example illustrating its practical application.

1. Financial Health – Assess Financial Performance & Stability

 Financial Statements Review: Analyze income statements, balance sheets, and
cash flow statements for multi-year trends in revenue growth, profit margins, and
cash generation. Consistent earnings and healthy cash flows indicate stability,
whereas erratic profitability can signal higher business risk. Adjust for any one-oƯ 
items to get a clear picture of underlying performance.

 Liquidity & Solvency: Evaluate liquidity ratios (current ratio, quick ratio) and working
capital adequacy to ensure the company can meet short-term obligations. Examine
debt levels and interest coverage to assess solvency; an overly leveraged capital
structure may threaten financial stability.

 Benchmarking: Compare key financial metrics (e.g. profit margins, return on equity,
debt-to-equity) against industry benchmarks. This helps identify strengths or red
flags – for example, below-average margins might reveal cost ineƯiciencies or pricing 
issues.

 Case Example: The CEO of “AlphaCo,” a mid-sized manufacturer, discovered that
gross margins had declined for three consecutive years and cash flow was
increasingly volatile. This financial health check prompted cost optimization
initiatives and renegotiation of supplier contracts, improving EBITDA margins by 10%
the following year.
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2. Strategic Positioning – Evaluate Market Position & Competitive Strategy

 Vision & Value Proposition: Ensure the company has a clear, compelling vision and
a defined value proposition that diƯerentiates it in the market. A strong competitive 
advantage or unique market positioning (e.g. proprietary technology or niche focus)
often underpins long-term profitability.

 Market Dynamics & Trends: Analyze the industry and market trends aƯecting the 
business. Consider market size, growth rate, and emerging disruptions (technological
or regulatory). Strategies should be aligned with these trends – companies that
anticipate and adapt to industry changes (for instance, digital disruption) remain
more competitive.

 Competitive Analysis: Review the competitive landscape: the company’s market
share, key competitors, and any barriers to entry or expansion. Understanding where
the business stands relative to peers (e.g. is it a low-cost leader or diƯerentiator?) 
helps in assessing if the current strategy is eƯective or needs pivoting.

 Case Example: At AlphaCo, the internal review showed the company relied on an
aging product line while rivals were introducing smart, IoT-enabled alternatives. The
CEO reframed the strategic vision to “smart farming solutions” instead of just
equipment sales, leveraging AlphaCo’s engineering know-how. By realigning the
product roadmap with this vision, AlphaCo tapped a new market segment and
created a clearer competitive niche, strengthening its strategic position.

3. Market Performance – Review Growth, Sales & Market Share Metrics

 Revenue Growth vs. Market: Examine the company’s sales growth relative to overall
industry growth. If the market is growing at 5% annually but the firm’s sales are flat, it
indicates losing market share or untapped opportunities. Understand the drivers of
growth or decline (e.g. pricing, volume, new customer acquisition).

 Customer Base & Segments: Break down performance by key customer segments
or product lines. Identify which segments are high-growth or high-margin and which
are underperforming. A diversified customer base with no over-reliance on a single
client or segment reduces risk.

 Competitive Positioning Metrics: Track market share and brand strength in core
markets. A strong brand and loyal customer base can justify premium pricing and
contribute to stability. Conversely, declining market share or low brand recognition
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may signal the need for strategic marketing or product development to improve
market performance.

 Case Example: AlphaCo’s analysis revealed that while the agricultural machinery
industry grew steadily, AlphaCo’s sales had plateaued. The company held ~15%
domestic market share, down from 20% a few years prior. This insight pushed the
CEO to boost marketing eƯorts and expand dealer networks. Within a year, sales
growth matched industry growth, indicating a halt to market share erosion.

4. Operational EƯiciency – Examine Internal Processes & Cost EƯiciency

 Process Performance: Evaluate key operational metrics – production output, unit
costs, defect rates, inventory turnover, and delivery times. IneƯicient operations (e.g. 
frequent production bottlenecks or high scrap rates) inflate costs and drag down
profitability. Streamlining processes through lean methods or automation can
significantly lower costs and improve margins.

 Resource Utilization: Assess how well the business utilizes its assets and resources.
For a manufacturer, this could mean capacity utilization of plants and machinery; for
a service firm, utilization of staƯ time. Identify any waste or excess – idle equipment,
overstaƯing, or high energy usage – and explore improvements (like preventative
maintenance to reduce downtime).

 Quality and Continuous Improvement: Check if quality control systems are in place
to minimize rework or returns. Companies committed to continuous improvement
(e.g. Six Sigma, ISO standards) often have better eƯiciency and lower operational 
risks. EƯicient operations not only reduce cost but also enhance customer
satisfaction through reliable delivery and quality.

 Case Example: At AlphaCo, an operational audit found that machine downtime and
outdated workflows were causing production delays and 5% material waste. In
response, the CEO invested in modernizing the factory’s equipment and
implemented a lean training program for staƯ. Within 6 months, on-time delivery
improved markedly and manufacturing cost per unit dropped by 8%, bolstering
overall operational eƯiciency.
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5. Management Capability – Assess Leadership, Talent & Organizational Culture

 Leadership Quality: Review the experience and track record of the management
team. A capable, skilled management group is crucial for executing strategy and
driving performance. Consider whether key leaders have the industry knowledge and
management skills needed for the company’s next stage of growth.

 Succession Planning: Determine if there are succession plans for critical roles
(CEO, senior managers) and depth of talent in the organization. Over-reliance on a
single individual (often a founder or owner) can be a risk. EƯective succession 
planning and leadership development ensure business continuity and investor
confidence.

 Organizational Culture & Talent: Evaluate employee engagement, turnover rates,
and the overall culture. A positive, high-performance culture that attracts and retains
talent adds value to the business. Conversely, high staƯ attrition or low morale can 
signal management or cultural issues that need addressing.

 Case Example: AlphaCo was a founder-led company with most decisions
concentrated at the top. The internal review highlighted a lack of a second-tier
leadership pipeline. Realizing this, the CEO hired an experienced COO to strengthen
the management team and initiated a mentorship program to groom high-potential
managers. This improved decision-making speed and created a more resilient
leadership structure, which reassured investors about the company’s long-term
viability.

6. Risk Management & Governance – Evaluate Risks, Controls & Governance Practices

 Risk Identification: List and categorize the enterprise’s major risks – strategic (e.g.
new competitors or substitute products), operational (supply chain disruptions, IT
failures), financial (currency or interest rate exposure), and compliance risks. A
robust valuation process under IVS/EVS calls for identifying and quantifying such
risks and considering their impact on future cash flows.

 Mitigation & Continuity: Review what risk mitigation strategies or contingency plans
exist for the top risks. For example, does the firm have backup suppliers for critical
components? Is there adequate insurance coverage for key insurable risks?
Companies with strong business continuity plans and risk controls are viewed more
favorably (lower perceived risk can increase business value).
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 Corporate Governance: Assess the governance framework: the composition and
eƯectiveness of the board (if one exists), the presence of independent advisors, and 
the transparency of internal controls and reporting. EƯective governance drives 
ethical business practices, reduces risks, and enhances productivity. Strong
governance (e.g. regular audits, clear policies, ethical culture) builds stakeholder
trust and can even lower the cost of capital. Ensure compliance with laws and
regulations to avoid legal penalties or reputational damage.

 Case Example: AlphaCo’s evaluation uncovered that it had no formal risk register
and minimal oversight on compliance matters. In response, the CEO instituted a risk
management committee and engaged an external advisor to improve governance.
Two independent directors were added to the board to provide oversight. As a result,
AlphaCo implemented quarterly risk reviews (e.g. monitoring supplier stability and
cybersecurity) and tightened compliance checks, greatly reducing surprise
disruptions and strengthening investor confidence in its governance.

7. Customer & Stakeholder Satisfaction – Measure Engagement of Customers and Key
Stakeholders

 Customer Satisfaction: Solicit feedback to gauge how satisfied customers are with
the company’s products/services. High customer satisfaction and loyalty typically
lead to repeat business, lower acquisition costs, and steadier revenues. Use metrics
like customer satisfaction scores or Net Promoter Score (NPS) to quantify this. Any
downward trends in customer sentiment should be a red flag for immediate
improvement eƯorts.

 Stakeholder Relationships: Beyond customers, evaluate the satisfaction of other
stakeholders: employees, suppliers, and investors. Employee engagement surveys
can reveal morale or culture issues; strong results often correlate with better
productivity and innovation. Healthy supplier relationships (e.g. fair terms,
collaboration) ensure smoother operations. Investor or owner satisfaction might be
reflected in their continued willingness to support and invest in the business.

 Reputation Management: Check online reviews, client referrals, and community
reputation as part of stakeholder satisfaction. A well-regarded brand and corporate
reputation can be an intangible asset that adds value, while poor reputation in any
stakeholder group (e.g. community or regulators) can hinder business growth.

 Case Example: AlphaCo learned through customer surveys that its service response
times were lagging, hurting its NPS. Customers liked the products but felt after-sales



toomasolev.com · toomas.olev@gmail.com                                                                             6 | P a g e

support was slow. The CEO responded by expanding the customer support team and
introducing a 24-hour response guarantee. Within a year, customer satisfaction
scores improved and repeat order rates went up. Additionally, an internal staƯ survey 
revealed employee turnover in the sales department was higher than industry norms.
This insight led to new training and incentive programs, which improved employee
retention and enthusiasm, further enhancing customer service quality.

8. Innovation & Digital Readiness – Examine Innovation Pipeline and Digital Capabilities

 Innovation Pipeline: Review the company’s commitment to innovation – is there a
pipeline of new products, services, or process improvements? A culture of innovation
and a portfolio of intellectual property (patents, trademarks) can secure a
competitive edge and future earnings. Companies that consistently innovate and
diƯerentiate themselves are more likely to capture market share and sustain growth.

 Technology Adoption: Assess the business’s digital maturity. In today’s
environment, adopting modern technologies is imperative for eƯiciency and 
competitiveness. Look at whether the company uses up-to-date IT systems (ERP,
CRM), data analytics, automation, or digital marketing. Embracing digital tools helps
SMEs improve productivity and stay ahead of competitors.

 Digital Strategy: Consider how the company is leveraging digital channels and
business models. For example, if applicable, evaluate the e-commerce presence,
online customer engagement, or use of emerging tech (cloud services, AI, IoT) in
operations. Digital readiness is increasingly critical for SMEs to remain
competitive in a fast-changing market. Firms that lag in digital transformation may
face higher costs or lose tech-savvy customers.

 Case Example: AlphaCo’s internal review highlighted that many processes (from
order handling to maintenance scheduling) were still manual. Competitors had
launched customer portals and predictive maintenance apps, whereas AlphaCo had
no digital oƯerings. Realizing this gap, the CEO invested in a new ERP system and
formed a small R&D team to develop a telematics feature for AlphaCo’s machines.
Within 18 months, the company introduced a mobile app for clients to track
equipment performance – a value-added service that improved customer retention.
Internally, the new digital tools improved data visibility, helping managers make
faster, data-driven decisions and boosting overall agility.
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9. ESG and Sustainability Alignment – Review Environmental, Social, and Governance
Initiatives

 Environmental Impact: Evaluate the company’s environmental footprint and
sustainability practices. This includes energy eƯiciency, waste management, carbon 
emissions, and resource use in operations. Aligning with sustainability best practices
not only ensures compliance with environmental regulations but can also reduce
costs (e.g. through energy savings) and future-proof the business. In fact, investors
increasingly view ESG factors as indicators of long-term financial viability and
resilience.

 Social Responsibility: Consider how the company manages relationships with
employees, customers, and the community. Healthy labor practices, diversity and
inclusion, community engagement, and customer safety all contribute to the “Social”
aspect. A business that treats its people and community well is likely to enjoy better
loyalty and a stronger brand. Those that exploit natural or human resources for
short-term gain risk long-term success.

 Governance & Disclosure: Ensure the governance structures (covered in checkpoint
6) support ESG goals – for example, oversight of sustainability goals at the board level.
Transparency in reporting ESG performance (such as publishing sustainability
metrics or targets) is considered a best practice and builds trust with stakeholders.
With IVS updates from 2025, valuers are guided to consider ESG criteria in valuations,
reflecting how closely ESG alignment and enterprise value are intertwined.

 Case Example: AlphaCo’s CEO realized the company had no formal ESG policy, even
as customers and regulators were starting to demand it. A sustainability audit showed
high power consumption and waste in the production process. In response, AlphaCo
set a goal to cut factory carbon emissions by 30% over three years by upgrading to
energy-eƯicient machinery and sourcing 50% of its power from renewables. They also 
started an employee wellness program and strengthened community outreach (e.g.
sponsoring local farming initiatives). Within a year, AlphaCo achieved a minor
certification for environmental stewardship, which became a selling point in
marketing. Moreover, a prospective institutional investor noted the company’s
improved ESG stance as a positive factor during a due diligence valuation, aligning
with the notion that good ESG practices can reduce risk and enhance value in the
eyes of stakeholders.
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Conclusion

Using this 9-point internal evaluation checklist, an SME CEO can systematically identify
strengths, weaknesses, and opportunities for value enhancement. Each checkpoint –
from financial health to ESG alignment – reflects domains emphasized by IVS/EVS
valuation standards and consulting best practices. By regularly reviewing these areas,
leadership can not only ensure compliance with international valuation benchmarks but
also drive strategic actions that improve business performance, sustainability, and long-
term stakeholder value. The case of AlphaCo illustrates how such a holistic review can lead
to concrete improvements across the board, ultimately making the enterprise more resilient
and attractive in the marketplace.

Sources: The checklist criteria are informed by international valuation guidelines and expert
insights on key value drivers including financial performance, competitive positioning,
operational excellence, intangibles like management quality and brand strength, risk
management, and ESG factors. These reflect the convergence of standards (IVS, EVS) and
consulting practices (e.g. McKinsey’s emphasis on holistic organizational health) in
evaluating a business. Each domain has a direct impact on a company’s valuation and
strategic success, as evidenced by industry research and valuation literature. By following
this checklist, SMEs can align internal reviews with globally recognized frameworks and drive
continuous improvement in their business.


