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Share	—	copy	and	redistribute	the	material	in	any	medium	or	format	for	any	purpose,	even	commercially.	Adapt	—	remix,	transform,	and	build	upon	the	material	for	any	purpose,	even	commercially.	The	licensor	cannot	revoke	these	freedoms	as	long	as	you	follow	the	license	terms.	Attribution	—	You	must	give	appropriate	credit	,	provide	a	link	to	the
license,	and	indicate	if	changes	were	made	.	You	may	do	so	in	any	reasonable	manner,	but	not	in	any	way	that	suggests	the	licensor	endorses	you	or	your	use.	ShareAlike	—	If	you	remix,	transform,	or	build	upon	the	material,	you	must	distribute	your	contributions	under	the	same	license	as	the	original.	No	additional	restrictions	—	You	may	not	apply
legal	terms	or	technological	measures	that	legally	restrict	others	from	doing	anything	the	license	permits.	You	do	not	have	to	comply	with	the	license	for	elements	of	the	material	in	the	public	domain	or	where	your	use	is	permitted	by	an	applicable	exception	or	limitation	.	No	warranties	are	given.	The	license	may	not	give	you	all	of	the	permissions
necessary	for	your	intended	use.	For	example,	other	rights	such	as	publicity,	privacy,	or	moral	rights	may	limit	how	you	use	the	material.	A	proper	due	diligence	report	is	key	to	finalizing	an	investment,	merger,	acquisition,	or	legal	agreement.	It	offers	a	comprehensive	exploration	and	explanation	of	a	property,	a	company’s	financial	records,	or	a
target	company’s	overall	standing	in	the	marketplace.	The	information	in	the	report	varies	depending	on	the	industry	and	the	purpose.	If	two	companies	are	partnering,	both	parties	will	provide	an	M&A	due	diligence	report.	On	the	other	hand,	a	financial	institution	may	create	a	customer	due	diligence	report	to	determine	any	potential	risk	a
customer	may	pose	to	the	bank.	Who	Writes	a	Due	Diligence	Report?		The	people	who	participate	in	the	due	diligence	process,	likewise,	vary	based	on	the	type	of	due	diligence	report.	In	general,	stakeholders	in	the	deal	will	contribute	their	knowledge,	as	well	as	subject	matter	experts	within	the	organization.		Often,	a	company	will	have	a	due
diligence	team	that	will	spearhead	the	research,	organize	the	financial	information,	and	write	the	report.	A	company’s	attorneys	will	also	play	a	role.	Sometimes,	companies	will	bring	in	a	third-party	organization	to	assist	with	conducting	the	due	diligence	process.	If	you	choose	this	option,	it’s	important	for	your	own	attorneys,	company	stakeholders,
and	subject	matter	experts	to	collaborate.	Due	diligence	shouldn’t	be	fully	outsourced.		What	Is	a	Due	Diligence	Questionnaire?		A	due	diligence	questionnaire	helps	guide	the	investigation	process,	where	parties	gather	information	to	compile	the	report.	You	will	present	the	due	diligence	questionnaire	to	the	other	party	in	the	deal,	so	they	can	answer
questions	that	will	help	you	complete	your	report.		The	questionnaire	may	also	go	out	to	potential	buyers,	customers,	partners,	or	suppliers,	depending	on	the	investment	or	deal	in	question.	In	each	case,	it	will	present	different	questions.	You	can	download	due	diligence	questionnaire	templates	and	then	customize	them	for	your	particular	needs,
whether	you	are	doing	M&A	transactions,	due	diligence	for	real	estate,	or	due	diligence	if	you’re	purchasing	a	business.		What	To	Include	in	a	Comprehensive	Due	Diligence	Report	In	broad	terms,	your	report	should	begin	with	an	introductory	statement	describing	the	purpose	of	the	report:		Is	it	to	find	private	equity	investors	or	secure	funding?	Is	it
to	initiate	a	sale,	merger,	or	acquisition?		Is	it	to	invest	in	property?		Is	it	to	go	public	with	a	company?	The	purpose	of	the	report	will	drive	its	structure,	the	research	needed,	and	the	data	presented.	Across	most	industries,	a	comprehensive	due	diligence	report	should	include	the	company’s	financial	data,	information	about	business	operations	and
procurement,	and	a	market	analysis.	It	may	also	include	data	about	employees	and	payroll,	taxes,	intellectual	property,	and	the	board	of	directors.		Your	Complete	Due	Diligence	Checklist	Your	due	diligence	report	can	help	determine	a	company’s	valuation	and	enable	private	equity	investors,	business	partners,	and	other	stakeholders	to	make	a	more
informed	decision	regarding	the	target	business’s	future.		Following	a	due	diligence	checklist	can	ensure	your	due	diligence	report:	Conveys	all	the	information	necessary	for	educated	business	decisions	Is	easy	to	follow	Is	factually	accurate	Supports	all	financial	data	with	background	materials	or	supporting	documentation	When	you	first	begin
putting	together	your	report,	review	the	following	due	diligence	checklist	to	ensure	you’re	including	all	the	necessary	elements:		Financial	statements,	including	balance	sheets,	cash	flow	statements	and	profit	&	loss	reports	Company	valuation		Capital	structure	Financial	projections	Products	or	services	Capital	assets	Real	estate	assets	Company
structure	Listing	of	officers/Board	of	Directors	Intellectual	property	(patents	and	trademarks)	Legal	documents	Tax	information	Regulation	Inspections	Employees	and	payroll	Procurement	data	List	of	suppliers	Agreements	(including	licensing,	distribution,	or	franchise	agreements)		SWOT	analysis	Relevant	market	research	and	data	Policies	and
procedures	How	To	Write	a	Due	Diligence	Report		Due	diligence	reports	may	be	a	combination	of	financial	statements,	spreadsheets,	written	reports,	pie	charts	and	bar	graphs.	So,	how	do	you	write	a	due	diligence	report?	Make	sure	to	present	the	information	in	a	clear	and	compelling	way	—	with	illustrations	that	can	help	readers	more	readily	grasp
the	relevance	of	your	data.	In	addition,	the	information	should	be	comprehensive.	For	instance,	financial	reports	should	be	accompanied	by	background	information	and	in-depth	analysis	that	will	help	parties	better	understand	the	data	presented.		While	a	report	can	get	unwieldy	with	so	many	must-have	items,	it’s	also	important	to	keep	it	concise	and
engaging.	When	you’re	writing	the	report,	stay	on	target.	That	means	keeping	the	information	most	important	to	your	audience	at	the	forefront.		At	the	same	time,	you	don’t	have	to	include	everything	you	found	during	the	investigative	process.	Focus	on	the	relevant	information	that	can	help	stakeholders	make	the	best	decision	for	the	company’s
future.		Finally,	remember	to	re-read	and	revise	as	needed.	You	don’t	want	to	wait	until	the	last	minute	to	put	your	due	diligence	report	together.	Leave	plenty	of	time	to	review	your	work	for	errors,	revisions,	and	improvements		—	as	making	a	mistake	at	this	stage	can	be	detrimental	to	closing	a	deal.	When	you	can	share	information	in	fewer	words,
or	even	with	a	chart	or	illustration,	do	so.		How	To	Write	a	Due	Diligence	Report	Summary		Your	due	diligence	report	summary	is	the	final	stage	—	before	sharing	your	report,	of	course	—	in	the	due	diligence	process.		A	due	diligence	report	summary	shares	the	highlights	of	the	report	and	lets	readers	know	what	to	expect.	It	also	outlines	the	due
diligence	process	and	how	the	information	in	the	report	was	uncovered.	If	there	are	any	areas	of	concern	or	exceptional	details,	your	summary	should	highlight	these.		Types	of	Due	Diligence	Reports	Many	industries	and	professionals	use	different	types	of	due	diligence	reports	to	assess	investment	opportunities	or	improve	operations,	processes,	and
results	within	the	organization.	Below	are	a	few	industries	that	regularly	rely	on	due	diligence	reports,	along	with	other	types	of	due	diligence	reports	useful	in	various	businesses.	M&A	Due	Diligence	Report	If	a	company	is	undergoing	a	merger	or	acquisition,	planning	an	IPO,	or	considering	an	expansion,	a	business	valuation	is	necessary	for	better
decisions.	An	M&A	due	diligence	report	should	cover	financial	statements	and	projections,	capital	structure,	and	a	SWOT	analysis,	or	an	exploration	of	the	company’s	strengths,	weaknesses,	opportunities,	and	threats	in	the	marketplace.		Real	Estate	Due	Diligence	Report	Real	estate	investors	and	developers	use	due	diligence	reports	to	determine	the
environmental	impact	of	a	project,	the	potential	profitability	of	a	property,	the	CAP	ratio,	expected	vacancy	rates,	and	capital	improvements	that	may	be	needed.		Other	Situations	Requiring	a	Due	Diligence	Report	Other	professionals,	industries,	and	situations	also	rely	on	due	diligence	reports.	Some	examples	of	other	types	of	due	diligence	reports
include		How	a	Virtual	Data	Room	Makes	It	Easy	to	Compile	and	Share	a	Due	Diligence	Report	CapLinked	makes	it	easier	to	compile	your	due	diligence	report	by	enabling	your	staff	to	securely	share	and	organize	all	of	the	data	needed	to	create	the	report.	They	can	also	track	changes	in	files,	manage	file	permissions,	and	even	revoke	access	after
download.	Each	department	can	focus	on	the	aspects	of	the	report	they	need	to	contribute	while	collaborating	in	real-time	across	departmental	silos.		Tracking	and	managing	documents	that	belong	in	your	due	diligence	report	through	a	cloud-based	virtual	data	room	can	help	readers	absorb	the	information	more	easily,	keep	track	of	what	they’ve
already	reviewed,	and	make	comments	and	questions	for	follow-up	within	the	files.		When	it	comes	time	to	share	your	report,	CapLinked	makes	it	easy	and	intuitive.	Start	your	free	trial	today!		Dawn	Allcot	is	a	full-time	freelance	writer	specializing	in	business,	finance	and	technology.	CFI	is	a	global	provider	of	financial	modeling	courses	and	of
the	FMVA	Certification.	CFI’s	mission	is	to	help	all	professionals	improve	their	technical	skills.	If	you	are	a	student	or	looking	for	a	career	change,	the	CFI	website	has	many	free	resources	to	help	you	jumpstart	your	Career	in	Finance.	If	you	are	seeking	to	improve	your	technical	skills,	check	out	some	of	our	most	popular	courses.	Below	are	some
additional	resources	for	you	to	further	explore:	Careers		CFI’s	Most	Popular	Courses	All	CFI	Resources	Finance	Terms	The	Financial	Modeling	Certification	Below	is	a	break	down	of	subject	weightings	in	the	FMVA®	financial	analyst	program.	As	you	can	see	there	is	a	heavy	focus	on	financial	modeling,	finance,	Excel,	business	valuation,
budgeting/forecasting,	PowerPoint	presentations,	accounting	and	business	strategy.	A	well	rounded	financial	analyst	possesses	all	of	the	above	skills!	Additional	Questions	&	Answers	CFI	is	the	global	institution	behind	the	financial	modeling	and	valuation	analyst	FMVA®	Designation.	CFI	is	on	a	mission	to	enable	anyone	to	be	a	great	financial	analyst
and	have	a	great	career	path.	In	order	to	help	you	advance	your	career,	CFI	has	compiled	many	resources	to	assist	you	along	the	path.	In	order	to	become	a	great	financial	analyst,	here	are	some	more	questions	and	answers	for	you	to	discover:	M&A	success	largely	depends	on	quality	due	diligence	(DD).	Thus,	poor	due	diligence	is	among	the	top
contributors	to	60%	of	mismatched	M&A	expectations	and	unrealized	synergies.	While	diligence	is	critical,	it’s	meaningless	unless	it	encapsulates	the	findings	in	an	actionable	due	diligence	report.		This	article	contains	13	key	elements	of	the	due	diligence	report,	five	steps	to	write	one,	six	common	mistakes	you	can	make,	and	three	best	practices	for
delivering	the	findings.	A	due	diligence	report	outlines	and	summarizes	critical	findings	of	the	due	diligence	process.	The	due	diligence	report	meaning	is	critical	to	the	transaction.	It	communicates	DD	findings	to	the	executive	team	and	lays	the	foundation	for	informed	deal	closing	and	successful	post-merger	integration.	A	due	diligence	report	has
the	following	functions:	Business	assessment.	It	collects,	digests,	and	delivers	business	data	to	confirm	(or	dismiss)	a	strategic	fit.	Synergy	assessment.	It	identifies,	validates,	and	communicates	M&A	synergies	and	recommendations	for	post-merger	integration.	Risk	assessment.	It	describes	existing	and	potential	risks	and	opportunities	within
business	functions	and	facilitates	risk	management	processes.	Financial	analysis.	It	summarizes	the	target	company’s	financial	health	data,	reviews	financial	projections,	and	gives	the	executive	team	a	big	picture	of	the	deal’s	value.	To	better	understand	what	a	due	diligence	report	is,	let’s	compare	a	good	and	bad	one.	AspectGood	DD	reportPoor	DD
reportClarityClear,	well-structured,	and	easy	to	readConfusing,	disorganized,	and	hard	to	followDetail	levelCovers	all	key	focus	areas	(financial,	legal,	operational,	etc.)Misses	important	details	or	sectionsAccuracyBased	on	verified	facts	and	reliable	dataIncludes	assumptions,	errors,	or	outdated	informationObjectivityUnbiased,	presenting	both	risks
and	opportunitiesOne-sided,	ignoring	risks	or	exaggerating	benefitsActionable	insightsProvides	conclusions	and	recommendations	for	decision-makingLacks	clear	takeaways,	making	it	hard	to	act	onSupporting	evidenceIncludes	documents,	references,	and	data	sourcesLacks	proof	or	supporting	materials	A	quality	due	diligence	report	results	from	a
collective	effort	of	the	company’s	due	diligence	team.		Based	on	our	experience,	quality	reports	are	written	by	contributors	who	conduct	due	diligence	within	specific	functions	—	financial	analysts,	legal,	HR,	technology	experts,	project	managers,	and	subject-matter	experts.		A	successful	business	may	also	hire	a	diligence	report	vendor	or	several
external	advisors	with	experience	in	the	target	company’s	industry.	They	provide	invaluable	insights	into	specific	business	functions,	like	cybersecurity	and	financials.	Thus,	up	to	85%	of	non-financial	companies	take	additional	diligence	costs	and	hire	financial	advisors	during	M&A.	Meanwhile,	only	14%	of	businesses	retain	in-house	advisors.	A	due
diligence	report	must	reflect	the	due	diligence	requirements.	It	refers	to	the	target’s	core	business	functions,	such	as	financials,	commerce,	operations,	IT	technology,	taxes,	human	resources,	legal	information,	and	risk	management.	It	also	relies	on	the	due	diligence	questionnaire.		While	there	is	no	set-in-stone	due	diligence	report	format,	a	typical
piece	may	have	the	following	structure:	Executive	summary	Corporate	structure	and	ownership	Financials	Business	model	Sales	and	marketing	Human	resources	Operations	Information	technology	Corporate	culture	Legal	Synergies	Risks	and	issues	Recommendations	and	observations	Below,	you	can	read	the	diligence	checklist	of	content	analyzed
and	summarized	in	the	report.	An	executive	summary	due	diligence	is	a	high-level	overview	of	the	target	company.	It	concisely	highlights	the	key	findings	from	the	entire	report.	Purpose	Content	summary	Provide	decision-makers	with	key	transaction	insights	without	diving	deep	into	the	details	of	the	entire	piece.	–	Business	data	on	the	target
company,	including	foundation	date,	address,	revenue,	employee	count,	and	industry.	–	Key	findings	from	each	report	section,	including	the	transaction	structure,	synergies,	risks,	and	crucial	observations.	–	Key	metrics,	including	financials,	operations,	sales,	HR,	and	legal	compliance	matters.	–	Key	recommendations	on	risk	mitigation,	synergies,	and
post-merger	integration.	The	corporate	structure	and	ownership	section	provides	insights	into	the	target’s	leadership	framework	and	organizational	structure.	Purpose	Content	summary	Explain	the	target’s	governance	structure	and	leadership	style.	–	Legal	structure,	organizational	chart,	ownership	distribution,	and	ownership	history.	–	Key
shareholders,	investors,	business	partners,	subsidiaries,	and	affiliates.	–	Shareholder	agreements	and	related	data,	including	voting	rights,	dispute	resolution,	and	ownership	transfer.	–	Board	governance,	including	structure,	composition,	and	succession	planning.	The	financial	section	outlines	the	target’s	financial	records	and	performance,	providing
key	financial	metrics	and	observations.	It	evaluates	the	deal’s	overall	viability	and	projects	post-transaction	financial	performance.	Purpose	Content	summary	Summarize	the	target	company’s	financial	health	and	understand	the	deal’s	viability.	–	The	target	company’s	budgets,	financial	trends,	and	investment	strategies.	–	Financial	statements	(cash
flows,	balance	sheets,	income	statements,	operating	costs)	and	annual	reports.	–	Physical	assets,	such	as	real	estate,	intangible	assets,	liabilities,	asset	valuation,	and	debt	structure.	–	Financial	margins	(EBITDA,	earnings	per	share,	return	on	sales,	price-earnings	ratio,	and	others).	–	Tax	returns,	statements,	policies,	audits,	liabilities,	and	filings.	–
Financial	projections	and	analyses,	including	risks	and	synergies.	–	Financial	policies,	systems,	and	procedures.	The	business	model	evaluation	outlines	the	target	company’s	strategic	development	and	evaluates	its	risk-based	approach.	It	breaks	down	the	target	company’s	short-term	objectives	and	long-term	goals.	Purpose	Content	summary
Understand	the	target	company’s	business	direction	and	alignment	with	the	acquirer’s	strategic	goals.	–	The	target	company’s	mission,	business	model,	and	growth	strategy.	–	The	company’s	risk	management	frameworks	and	ESG	practices.	–	The	target	company’s	market	analysis	and	SWOT	analysis.	–	Revenue	streams,	products,	services,	plans	for
service	improvement	and	product	scaling.	–	The	target	company’s	research	and	development	(R&D)	strategies.	–	Business	alignment	and	related	synergies.	The	sales	and	marketing	section	of	the	due	diligence	report	describes	the	target	company’s	approach	to	revenue	generation.	It	gives	the	bigger	picture	of	the	target’s	business	model.	Purpose
Content	summary	Evaluate	the	efficiency	of	the	target’s	marketing	efforts	and	their	alignment	with	its	business	model.	–	Marketing	strategies,	including	types,	efficiency,	and	key	metrics.	–	Sales	channels	by	type	and	efficiency.	–	Customer	base,	including	segmentation,	retention,	and	feedback	mechanisms,	and	key	customers.	–	Marketing	risks	and
synergies.	The	human	resources	section	of	the	DD	report	analyzes	and	summarizes	findings	about	the	target’s	human	capital.	It	focuses	on	HR	integration	and	optimization	opportunities	in	the	post-deal	phase.	Purpose	Content	summary	Understand	further	actions	regarding	the	target	company’s	HR.	–	Complete	workforce	overview,	including
employee	count,	demographics,	employment	type,	engagement,	and	turnover.	–	HR	management	aspects,	including	talent	management,	compensation	and	benefits,	retirement	planning,	diversity	and	inclusion,	health	and	safety.	–	Performance	management,	including	goal	setting	and	rewards.	–	Workforce	synergies,	including	optimization
opportunities	and	performance	projections	in	various	scenarios.	The	operations	section	evaluates	the	target’s	production	processes	and	researches	potential	operations	synergies.	The	operational	review	emphasizes	improvement	opportunities,	including	cost	reduction,	supply-chain	consolidation,	and	scaling.	Purpose	Content	summary	Understand
how	to	merge	and	optimize	operations	in	the	post-deal	phase.	–	Core	operations,	including	production,	operational	excellence,	sustainability,	and	waste	management.	–	Supply	chains,	including	sourcing,	procurement,	inventory	management,	and	key	suppliers.	–	Quality	control	management,	including	standardization	and	testing	frameworks.	–	Asset
management	and	maintenance	practices,	including	asset	tracking,	preventive	measures,	and	longevity	practices.	–	Operational	risks,	including	production	bottlenecks,	supply	chain	disruptions,	processing	errors,	and	quality	issues.	–	Operational	optimizations	and	synergies.	The	IT	section	reviews	the	target	company’s	digital	capabilities,	technology
value	drivers,	integration	opportunities,	and	risks.	It	often	emphasizes	the	results	of	cybersecurity	due	diligence	in	M&A	transactions.	Purpose	Content	summary	Discover	cost-reduction	opportunities	in	technologies	and	understand	how	to	merge	IT	systems.	–	IT	governance,	including	frameworks	used,	policies,	and	procedures.	–	The	target
company’s	hardware	and	cloud	IT	infrastructure.	–	Software	applications	and	systems,	including	types,	business	involvement,	efficiency,	and	business	impact.	–	Data	governance,	including	storage,	accessibility,	and	integrity,	and	migration	specifics.	–	Cybersecurity,	including	frameworks,	measures,	and	risks.	–	Technology	synergies,	including	cost-
reduction	and	consolidation	opportunities	within	the	infrastructure	and	software	systems.	The	corporate	culture	section	summarizes	respective	diligence	investigations	and	provides	insights	into	the	core	beliefs	and	values	of	the	target	company.	It	emphasizes	culture	compatibility	and	points	out	potential	integration	issues.	Purpose	Content	summary
Understand	the	corporate	culture	and	maximize	successful	collaboration	in	the	post-deal	phase.	–	Key	values	and	beliefs	of	the	target	company.	–	Core	leadership	principles	and	decision-making	approaches,	including	leaders’	impact	on	corporate	culture.	–	Communication	channels,	including	types,	frequency,	and	degree	of	formality.	–	Employee
relationships,	including	teamwork,	work-life	balance,	employee	engagement,	and	social	responsibility	approaches.	–	Company’s	approach	to	risk-taking	and	response	to	failure.	–	Company’s	willingness	to	change	in	the	upcoming	merger	or	acquisition.	–	The	target	company’s	cultural	match	and	potential	issues.	Here,	you	conduct	legal	due	diligence,
which	investigates	the	deal’s	regulatory	landscape	and	reviews	legal	risks,	including	intellectual	property	infringements,	breaches	of	warranties,	contract	violations,	and	money	laundering	or	tax	evasion	litigations.	Purpose	Content	summary	Understand	the	merger’s	legal	specifications	and	reveal	legal	risks.	–	Legal	documents,	including	contracts
and	agreements	within	all	business	functions,	including	HR,	supply	chains,	and	technology.	–	Legal	status	of	intellectual	property	assets	and	franchise	agreements.	–	Compliance	with	federal	and	local	laws	and	industry	standards.	–	Legal	issues	and	risks,	including	contracts,	litigations,	regulations,	and	policies.	–	Legal	compliance	checklist.	The
synergies	section	of	the	due	diligence	report	summarizes	potential	synergies	and	calculates	the	cost	benefits.	Purpose	Content	summary	Understand	the	merger’s	benefits	and	map	post-merger	integration	directions.	–	Cost-saving	opportunities,	including	financials,	operations,	HR,	and	technology.	–	Revenue	synergies,	such	as	cross-selling,	upselling,
and	combined	distribution.	–	Financial	synergies,	including	debt	restructuring,	tax	optimization,	and	improved	cash	flows.	–	Cultural	synergies,	including	shared	values,	similar	decision-making	approaches,	and	willingness	to	change.	The	risks	and	issues	section	summarizes	key	transaction	risks	and	reviews	risks	within	each	business	function	of	the
target	company.	It	also	communicates	existing	and	potential	issues	at	different	M&A	stages.	Purpose	Content	summary	Address	and	prevent	M&A	risks	and	issues.	–	Risks	under	each	business	function,	including	financial	technology,	cybersecurity,	operational,	HR,	commercial,	and	legal.	–	M&A	issues	within	due	diligence,	communication,
governance,	and	culture.	–	Risk	and	issue	management	recommendations.	The	recommendations	and	observations	section	provides	key	post-merger	directions	and	observations.	Purpose	Content	summary	To	provide	in-depth	insights	into	post-merger	integration	and	business	improvement.	–	Post-merger	integration	recommendations	on	each	business
function.	–	Post-deal	business	continuity	recommendations.	–	Risk	management	and	risk	prevention	recommendations.	–	Important	observations	affecting	the	business	relationship.	The	process	of	due	diligence	review	and	report	creation	might	face	certain	bottlenecks,	which	can	impact	the	quality	of	the	report	and	overall	due	diligence	efforts.		Let’s
take	a	look	at	the	common	mistakes	that	might	appear	and	how	they	can	potentially	be	solved:	Ignoring	key	risks.	Sometimes,	reports	focus	only	on	positive	aspects	and	fail	to	highlight	risks	like	legal	disputes	or	hidden	debts.	This	can	lead	to	costly	surprises	after	a	deal	is	signed.	To	avoid	this,	always	investigate	potential	risks	and	include	them	in	the
report.	Using	outdated	or	incorrect	data.	Relying	on	old	financial	statements	or	incomplete	records	can	mislead	decision-makers.	If	the	data	is	outdated,	the	company’s	current	financial	health	may	be	different	from	what’s	reported,	which	can	significantly	impact	the	deal	outcomes.	Always	verify	sources	and	ensure	that	the	most	recent	information	is
used.	Lack	of	clarity	and	structure.	Reports	generally	mix	financial,	legal,	and	operational	findings,	which	sometimes	can	result	in	a	document	without	a	clear	format.	As	a	result,	a	poorly	structured	report	can	make	it	hard	for	decision-makers	to	find	important	details,	causing	delays.	To	fix	this,	follow	a	structured	approach	with	clear	sections	or	opt
for	ready-to-use,	pre-made	templates.	Being	too	optimistic.	Overestimating	growth	potential	or	downplaying	risks	can	lead	to	unrealistic	expectations.	If	a	report	only	highlights	strengths,	investors	may	be	unprepared	for	real	challenges.	That’s	why	it’s	important	to	maintain	objectivity	by	presenting	both	opportunities	and	risks	instead.	Skipping
expert	review.	A	general	M&A	team	may	miss	key	compliance,	legal,	financial,	or	tax	issues.	Without	expert	input,	critical	risks	might	be	overlooked.	To	avoid	that,	always	involve	corresponding	specialists	to	review	relevant	details	before	submission.	This	can	become	especially	helpful	when	running	a	red	flag	due	diligence,	where	the	team	needs	to
identify	key	risk	areas	quickly	and	efficiently.	Rushing	the	process.	Conducting	DD	too	quickly	increases	the	risk	of	missing	crucial	details.	Take	enough	time	to	verify	all	aspects	before	finalizing	the	report.		Here	are	the	five	steps	to	write	a	due	diligence	report:	Decide	on	the	report	structure.	Draft	the	report’s	sections	based	on	the	due	diligence
scope.	A	financial	due	diligence	report	may	focus	on	financial	matters,	whereas	a	full	report	may	cover	all	business	functions	within	80–100	pages.	Collect	due	diligence	findings.	Have	instant	access	to	necessary	due	diligence	findings,	metrics,	statistics,	and	analyses.	It	will	help	you	reference	materials	while	drafting	the	report.	Draft	the	report.
Process	the	main	findings	from	each	due	diligence	area	and	summarize	key	points.	Collaborate	with	contributors,	DD	experts,	and	external	advisors	on	the	findings	to	ensure	data	clarity	and	accuracy.	Review	the	draft.	Check	the	report	for	accuracy,	clarity,	and	conflict	of	interest.	It’s	a	massive,	time-consuming	work	that	requires	several	reviews
before	final	submission.	Approve	and	submit	the	final	draft.	Make	final	edits,	approve	the	report,	and	submit	it	to	the	acquisition	team.	Prepare	for	a	series	of	Q&As	regarding	due	diligence	findings.	Based	on	our	observations,	the	following	industry	practices	help	to	refine	due	diligence	reports,	improving	information	delivery,	consistency,	and	clarity:
Ensure	data	traceability	Maintain	communication	Use	M&A	technology	Let’s	provide	more	detail	on	what	each	practice	entails.	Data	availability	and	quality	have	always	been	limiting	factors	in	the	due	diligence	exercise.	The	inability	to	check	source	materials	for	accuracy	may	lead	to	miscalculations,	over	and	underestimations,	and	unrealized	M&A
benefits.	It’s	advisable	to	ensure	that	data	points	are	easily	traceable	within	your	report	and	readily	available	for	review	and	validation.		Best	practice:	Specify	the	investigation	process	methodology	and	include	key	metrics,	projections,	analyses,	and	reference	materials	in	dedicated	pages.	Connect	numerical	data	to	reference	materials,	online
sources,	and	databases	to	ensure	data	verification	and	traceability.	As	much	as	50%	of	transactions	point	out	unclear	reporting	lines	as	the	main	pain	point	during	the	M&A,	while	about	30%	mention	a	lack	of	general	communication,	according	to	a	PwC	survey.	It’s	crucial	to	establish	and	maintain	effective	communication	during	due	diligence
reporting.			Best	practice:	Establish	Q&A	workflows	between	executives	and	due	diligence	teams	with	due	diligence	software.	Maintain	continuous	communication	for	instant	feedback,	fast	issue	tracking,	and	informed	decision-making.	About	63%	of	dealmakers	use	tools	other	than	email	and	spreadsheets	for	various	M&A	activities,	while	the	rest
plan	to	enhance	digital	capabilities	to	hold	a	competitive	edge.	Secure	workspaces,	such	as	virtual	data	rooms	(VDRs),	have	become	inseparable	due	diligence	tools	from	M&A	success.	A	virtual	data	room	improves	due	diligence	reporting	with	the	following	capabilities:	24/7	communication.	Data	rooms	allow	dealmakers	to	establish	uninterrupted
Q&A	workflows	with	subject-matter	experts	and	approvers.	It	helps	DD	teams	maintain	24/7	communications	and	manage	real-time	feedback	from	executives.	Easy	data	referencing.	DD	teams	can	collect,	store,	and	share	due	diligence	documentation	in	one	secure	system	with	role-based	access,	digital	rights	management,	and	advanced	data
encryption.	Encrypted	links	and	version	control	simplify	data	referencing	in	due	diligence	reports.	Enhanced	data	accuracy.	The	full	audit	trail	that	records	document	edits,	logins,	page	views,	and	other	detailed	stats	complements	data	reviews,	data	referencing,	and	issue	tracking.	It	improves	the	quality	and	accuracy	of	due	diligence	reports.		Best
practice:	Use	the	leading	due	diligence	data	room	to	secure	the	process,	enhance	data	accuracy,	and	improve	reporting.	Access	controls	Built-in	viewer	Full-text	search	Auto-indexing	Customizable	branding	Advanced	Q&A	In-app	live	chat	support	24/7	30-second	chat	response	time	Visit	Website	Access	controls	Built-in	viewer	Full-text	search	Auto-
indexing	Customizable	branding	Advanced	Q&A	In-app	live	chat	support	24/7	30-second	chat	response	time	View	Profile	Access	controls	Built-in	viewer	Full-text	search	Auto-indexing	Customizable	branding	Advanced	Q&A	In-app	live	chat	support	24/7	30-second	chat	response	time	View	Profile	Access	controls	Built-in	viewer	Full-text	search	Auto-
indexing	Customizable	branding	Advanced	Q&A	In-app	live	chat	support	24/7	30-second	chat	response	time	View	Profile	Access	controls	Built-in	viewer	Full-text	search	Auto-indexing	Customizable	branding	Advanced	Q&A	In-app	live	chat	support	24/7	30-second	chat	response	time	View	Profile	A	business	due	diligence	report	of	a	company	is	the
critical	link	between	the	due	diligence	process	and	the	final	M&A	decision.	It	is	a	detailed	summary	of	the	target	company	that	communicates	due	diligence	findings	to	the	executive	team.	The	report’s	sections	vary	based	on	its	scope	and	the	deal’s	nature.	A	thorough	report	always	communicates	the	risks	and	opportunities	of	the	transaction	and	gives
actionable	insights	into	post-merger	integration.	Due	diligence	best	practices	include	data	traceability,	continuous	communication,	and	the	use	of	virtual	data	rooms.	Category	Due	diligence	This	article	is	written	by	Prachi	Gupta	who	is	pursuing	a	Diploma	in	M&A,	Institution	Finance	&	Investment	Laws	(PE	&	VC	Transactions)	from	Lawsikho.
Introduction	We	come	across	several	business	deals	every	day.	People	investing	millions	of	dollars	for	acquiring	a	whole	company.	If	one	does	not	have	much	knowledge	about	business	deals	then	he	would	have	certainly	wondered	as	to	how	business	people	entrust	companies	for	investing	their	millions	of	dollars?	Certainly,	investing	such	hefty
amounts	is	not	an	overnight	process.	Before	investing	even	a	hundred	rupees,	investors	or	companies	carry	out	a	lot	of	research.	This	research	is	often	referred	to	as	“Due	Diligence”.		Analysing	the	term	“Due	Diligence”,	one	can	infer	that	it	is	an	act	of	consciously	analysing	something	before	acting	on	it.	Now	talking	of	it	technically,	it	can	be	referred
to	as	a	conscious	analysis	and	research	done	by	reasonable	businesses	or	companies	before	investing	or	carrying	out	any	transaction.	It	is	when	this	act	is	summarised	in	the	form	of	a	report,	it	is	known	as	a	“Due	Diligence	Report”.		In	this	article,	we	are	going	to	seek	answers	for	various	questions	like	what	is	a	Due	Diligence	Report,	what	is	the	need
for	a	Due	Diligence	Report,	how	is	a	Due	Diligence	Report	prepared,	what	are	the	elements	of	a	Due	Diligence	Report,	and	what	are	some	things	a	person	must	keep	in	mind	before	preparing	a	Due	Diligence	Report.			Due	Diligence	Report	Due	Diligence	Report	is	the	summary	of	the	data	collected	in	the	process	of	Due	Diligence.	Due	Diligence	is	a
process	of	estimating	the	commercial	potential	of	an	entity,	comprehensive	evaluation	of	the	financial	viability	of	the	entity	concerning	its	assets	and	liabilities,	and;	an	examination	and	verification	of	the	operations	and	material	facts	in	relation	to	a	proposed	transaction.	There	are	essentially	3	types	of	Due	Diligence:	Business	Due	Diligence:	It
includes	the	thorough	check	of	the	parties	involved	in	a	deal,	the	future	likelihood	of	the	business,	and	the	standard	of	the	investment.	Financial	Due	Diligence:	It	is	an	important	part	wherein	the	financial,	operational,	and	commercial	prospects	of	the	business	are	validated.	It	gives	a	clear	picture	to	the	acquiring	company	as	to	whether	the	deal	is
worthy	or	not.	It	involves	the	review	in	detail	of	the	following:	accounting	policies,	audit	practices,	tax	compliances	and	internal	controls.		Legal	Due	Diligence:	It	covers	mainly	the	legal	aspects	of	a	transaction.	It	looks	for	any	legal	red	flags	or	pitfalls.	It	usually	incorporates	both	the	intra-corporate	transactions,	and	inter-corporate	transactions.
Drafting	a	Due	Diligence	report	is	essentially	followed	by	the	investigation	process.	After	collecting	all	the	relevant	information	from	extensive	research	and	investigations,	one	must	produce	the	results	into	an	organized	report.	There	are	various	transactions	for	which	Due	Diligence	is	performed.	The	kind	of	transaction	determines	the	scope	and
length	of	the	Due	Diligence	Report.		The	various	transactions	include:		Mergers	&	Acquisitions:	In	such	due	diligence,	the	buyer	checks	various	factors	like	the	commercial	presence	of	the	company,	financial,	litigation,	patents,	and	other	relevant	information	of	the	seller.	Whereas,	the	seller	checks	the	background	of	the	buyer,	financial	capabilities,
and	various	factors	to	ensure	that	the	party	will	commit	to	the	transaction	and	is	capable	of	paying	the	negotiated	transaction	amount.		Joint	Venture	&	Collaboration:	When	a	company	collaborates	with	another,	the	most	important	factor	that	is	considered	is	the	market	reputation	of	the	company	and	the	acceptability	of	resources	at	its	end.	
Partnership:	In	cases	of	partnership,	due	diligence	is	done	for	strategic	partnerships,	strategic	alliances,	or	such	other	partnerships.	Public	Offer:	The	aspects	such	as	a	decision	on	public	issues,	disclosure	in	a	prospectus,	post	issue	compliance,	etc	require	due	diligence	in	Public	Offer.	Elements	of	a	due	diligence	report	A	Due	Diligence	Report	can
have	various	formats	depending	on	the	targeted	audience.	But	a	Due	Diligence	Report	typically	may	include	the	following:	A	Statement	describing	the	subject	of	research.	Documents	in	support	of	the	research	such	as	corporate	reports,	legal	documents,	transaction	copies,	market	research,	etc.	SWOT	Analysis	i.e.	an	overview	of	the	strengths,
weaknesses,	opportunities,	and	threats	linked	with	the	proposal.	Information	regarding	any	liabilities,	debts,	or	financial	obligations	that	might	affect	the	terms	of	any	business	dealing.		Statistics	and	other	information	such	as	surveys,	valuation	reports,	inspections,	market	analysis,	and	sometimes	public	input.	The	variation	in	the	format	of	a	due
diligence	report	can	be	seen	with	an	example.	For	instance,	due	diligence	conducted	by	a	buyer	before	entering	into	a	real	estate	deal	might	create	a		summary	of	findings	related	to	zoning	and	the	usage	of	land;	regulatory	and	compliance	issues;	inspection	reports;	and,	property	assessment	and	taxes.		Drafting	a	due	diligence	report	Drafting	a	Due
Diligence	Report	requires	to	address	three	questions:		Who	is	the	target	audience?	What	is	the	objective	of	the	report?	What	are	the	main	aspects	of	decision	making?	The	various	areas	focused	by	a	due	diligence	report	are:	It	assesses	the	viability	of	the	company	which	can	be	done	by	a	thorough	study	of	the	business	and	the	financial	aspects	of	the
target.	It	analyses	the	ratio	and	financial	data	to	understand	the	monetary	aspect	of	the	proposed	deal.	It	even	focuses	on	analyzing	the	macro	environment	of	the	company	and	its	impact	on	the	same.	This	is	necessary	as	no	business	operates	in	isolation.	An	important	factor	that	is	considered	is	the	capability	and	credibility	of	the	people	who	are
operating	the	company.	A	due	diligence	report	also	covers	any	kind	of	pending	litigations	and	regulatory	issues.	An	important	analysis	in	today’s	time	is	the	kind	of	technology	available	with	the	company.	It	becomes	important	as	technology	plays	a	major	role	in	deciding	the	future	actions	of	any	company.	It	also	focuses	on	creating	a	synergy	between
the	two	companies	that	could	help	in	decision	making.	Sections	of	a	due	diligence	report	The	various	sections	of	a	due	diligence	report	can	be	categorised	as	follows:		Corporate	Records:	The	legal	counsel	seeks	to	review	the		principal	formation	documents	of	a	target	company,	including	the	articles	or	certificate	of	incorporation	and	bylaws	if	the
target	company	is	a	corporation,	or	the	articles	or	certificate	of	organization	and	operating	agreement	if	the	target	company	is	a	limited	liability	company,	including	all	amendments.		Financial	Informations:	It	involves	the	review	of	the	copies	of	financial	statements	for	the	past	five	years	that	have	been	audited,	including	all	notes	and	management’s
discussion	and	analysis.	Indebtedness:	It	involves	an	analysis	of	the	indebtedness	of	the	seller	in	terms	of	loan	agreements,	mortgages,	notes	and	security	agreements;	reviewing	the	relation	with	lenders	and	constant	commercial	code	searches	with	each	daughter	company.	Employment	and	Labour:	It	includes	the	detailed	lists	of	officers,	directors,
and	all	the	employees;	documents	related	to	pensions,	any	profit	sharing,	pensions,	deferred	compensation,	stock	plans,	and	other	non	salary	compensation	or	benefits;	and	any	pending	litigations	related	to	labour	and	employment	law.		Real	estate:	It	includes	the	copies	of	documents	like	insurance	policies	of	the	real	property,	appraisals	and	all
studies,	site	evaluations,	and	government	filings	and	reports	prepared	by	consultants.		Agreements:	All	agreements	of	the	company	and	its	subsidiaries,	real	estate	leases,	partnership	or	joint	venture	agreements;	marketing,	sales,	commission,	distributor,	franchise	agreement;	brokerage	or	investment	banker	agreements;	client	agreements;	licenses
and	subscriptions	and	other	material	contracts.	Supplier	and	Customer	information:	It	includes	the	list	of	material	customers	and	suppliers,	correlation	with	the	customers	or	suppliers	related	to	disputes.		Legal:	It	includes	copies	of	reports	filed	with	government	agencies,	details	of	all	the	litigation	and	legal	matters,	copies	of	government	licenses	and
any	liabilities	relating	to	environmental	laws.		Need	for	a	due	diligence	report	In	a	due	diligence	process,	the	main	objective	is	to	find	any	red	flags	before	the	deal	is	closed.	It	helps	in	checking	for	any	potential	risks	in	the	future.		The	information	collected	through	the	means	of	this	report	is	crucial	for	decision	making.	In	case,	during	the	process	of
due	diligence	the	company	comes	across	any	flaws,	this	could	enable	negotiations.	The	report	enables	the	company	to	understand	how	the	target	plans	to	generate	additional	earnings.	It	plays	like	a	reckoner	in	understanding	the	state	of	affairs	at	the	time	of	the	sale	or	purchase,	etc.		The	main	objective	of	this	report	is	to	give	the	dealing	party	a
clear	picture	of	how	the	business	will	perform	in	the	future.	Checklist	for	due	diligence	One	could	look	for	the	following	documents	for	performing	a	due	diligence	process:	Memorandum	of	Association,	Articles	of	Association,	Shareholding	pattern,	Certificate	of	Incorporation	of	the	Company,	Financial	statements	including	Balance	sheets	,	Profit	and
Loss	Accounts,	Income	and	expense	statement.;	Bank	Statements;	Income	Tax	Returns;	Details	and	Information	of	the	Directors	and	management	of	the	Company;	Statutory	Registers;	Utility	Bills;	Employee	records;	Intellectual	Property	Registration	and	other	application	Documents;	Tax	Registration	Certificates;	Property	Documents	;	Operational,
Legal,	other	Financial	Documents;	etc.		The	various	information	one	should	look	for	during	due	diligence:	Information	on	the	company’s	finances.	This	consists	of	financial	statements	for	past	years,	tax	returns	filed	and	documents	from	accounts	receivable.	Information	related	to	debt	and	loans	could	also	be	included	in	this	category.	Information	on
the	employees	of	the	company.	This	category	includes	information	on	the	people	holding	positions	in	the	company	with	their	work	experience.	It	may	also	include	the	data	of	the	retired	employees	and	their	pension	details.	Information	on	the	company’s	assets.	This	category	houses	the	details	about	the	company’s	different	facilities,	technology,	and
assets	like	intellectual	property	rights	and	copyrights.	Information	on	partners,	suppliers,	and	customers.	This	incorporates	data	about	the	different	parties	in	the	company’s	supply	chain	and	their	relationships	with	each	other.	Legal	information	about	the	company.	This	includes	data	regarding	any	pending	litigations,	contracts,	licences	and	permits
with	the	company.		Some	of	the	aspects	reviewed	during	due	diligence:	Reviewing	Articles	of	Association	&	Memorandum	of	Association	could	enable	in	knowing	the	powers.	Statutory	Registers	of	the	Company	Financial	Statements	and	Bank	Accounts	Taxation	Aspects	Legal	Aspects	Operational	Aspects	Tips	that	could	be	considered	while	drafting	a
due	diligence	report	While	drafting	a	Due	Diligence	report	if	any	issue	is	identified,	one	could	consider	discussing	the	same	and	its	probable	consequences.	For	instance,	if	it	is	identified	that	the	target	company	is	not	compliant	with	a	particular	law,	one	could	mention	the	possible	consequences	of	such	non-compliance	and	the	ways	to	mitigate	such	
non	compliance.	One	could	consider	avoiding	the	following	mistakes:	Poor	understanding	of	the	task	in	question	or	purpose	of	Due	Diligence.	An	incomplete	list	of	documents	required.	Failure	to	analyze	issues	or	the	challenges	which	the	client	will	land	for	missing		key	issues	such	as	expired	licenses,	hidden	dues,	etc.					To	keep	the	report	brief	one
must	avoid	superfluous	information.	One	must	be	patient,	thorough,	and	attentive	to	the	details.	One	must	ensure	that	only	the	relevant	and	the	most	important	information	are	being	added	to	the	report.	While	investigating	one	must	ask	questions	if	something	looks	off.	Even	though	one	wants	to	trust	the	client,	they	might	fluff	information	in	the
Confidentiality	Information	Memorandum	(CIM).	If	a	person	does	not	have	a	legal	background	he	must	seek	assistance	from	a	lawyer	or	an	attorney	while	drafting	the	report.	A	Due	Diligence	Report	is	equally	important	as	the	business	transaction.	It	should	be	done	as	diligently	as	possible.	Every	significant	detail	should	be	included	in	the	report.	The
various	elements	of	a	report	vary	with	different	transactions.	Thus,	a	report	incorporates	all	the	important	findings	of	a	due	diligence	process.	Further,	it	gives	a	better	picture	to	the	investor	of	the	investigated	company.	A	complete	and	a	well	documented	Due	Diligence	Report	supplements	the	decision	making	process.	A	Due	Diligence	Report	thus
becomes	an	important	part	of	a	transaction.	Drafting	a	Due	Diligence	Report	often	seems	an	intimidating	task	but,	following	the	right	process	and	using	the	right	checklists	can	help	in	making	the	task	easier.		References	Students	of	Lawsikho	courses	regularly	produce	writing	assignments	and	work	on	practical	exercises	as	a	part	of	their	coursework
and	develop	themselves	in	real-life	practical	skill.	LawSikho	has	created	a	telegram	group	for	exchanging	legal	knowledge,	referrals	and	various	opportunities.	You	can	click	on	this	link	and	join:	Serato	DJ	Crack	2025Serato	DJ	PRO	Crack	Standard	of	care	before	entering	into	a	contract	with	another	party	For	other	uses,	see	Diligence
(disambiguation).	The	examples	and	perspective	in	this	article	deal	primarily	with	the	United	States	and	do	not	represent	a	worldwide	view	of	the	subject.	You	may	improve	this	article,	discuss	the	issue	on	the	talk	page,	or	create	a	new	article,	as	appropriate.	(October	2016)	(Learn	how	and	when	to	remove	this	message)	This	article	is	part	of	a	series
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Company	portal	Law	portalvte	Due	diligence	is	the	investigation	or	exercise	of	care	that	a	reasonable	business	or	person	is	normally	expected	to	take	before	entering	into	an	agreement	or	contract	with	another	party	or	an	act	with	a	certain	standard	of	care.	Due	diligence	can	be	a	legal	obligation,	but	the	term	more	commonly	applies	to	voluntary
investigations.	It	may	also	offer	a	defence	against	legal	action.	A	common	example	of	due	diligence	is	the	process	through	which	a	potential	acquirer	evaluates	a	target	company	or	its	assets	in	advance	of	a	merger	or	acquisition.[1]	The	theory	behind	due	diligence	holds	that	performing	this	type	of	investigation	contributes	significantly	to	informed
decision	making	by	enhancing	the	amount	and	quality	of	information	available	to	decision	makers	and	by	ensuring	that	this	information	is	systematically	used	to	deliberate	on	the	decision	at	hand	and	all	its	costs,	benefits,	and	risks.[2]	The	term	"due	diligence"	can	be	read	as	"required	carefulness"	or	"reasonable	care"	in	general	usage,	and	has	been
used	in	the	literal	sense	of	"requisite	effort"	since	at	least	the	mid-fifteenth	century.[3]	It	became	a	specialized	legal	term	and	later	a	common	business	term	due	to	the	United	States'	Securities	Act	of	1933,	where	the	process	is	called	"reasonable	investigation".	Under	Section	11b3,	a	person	could	avoid	liability	for	an	untrue	statement	of	a	material
fact	if	they	had,	"after	reasonable	investigation,	reasonable	ground	to	believe	and	did	believe,	at	the	time",	the	truth	of	the	statement.[4]	The	defense	at	Section	11,	referred	to	later	in	legal	usage	as	the	"due	diligence"	defense,	could	be	used	by	broker-dealers	when	accused	of	inadequate	disclosure	to	investors	of	material	information	with	respect	to
the	purchase	of	securities.	In	legal	and	business	use,	the	term	was	soon	used	for	the	process	itself	instead	of	how	it	was	to	be	performed,	so	that	the	original	expressions	such	as	"exercise	due	diligence	in	investigating"	and	"investigation	carried	out	with	due	diligence"	were	soon	shortened	to	"due	diligence	investigation"	and	finally	"due	diligence".	As
long	as	broker-dealers	exercised	"due	diligence"	(required	carefulness)	in	their	investigation	into	the	company	whose	equity	they	were	selling,	and	as	long	as	they	disclosed	to	the	investor	what	they	found,	they	would	not	be	found	liable	for	non-disclosure	of	information	that	was	not	discovered	in	the	process	of	that	investigation.	The	broker-dealer
community	quickly	institutionalized,[when?]	as	a	standard	practice,	the	conducting	of	due	diligence	investigations	of	any	stock	offerings	in	which	they	involved	themselves.	Originally	the	term	was	limited	to	public	offerings	of	equity	investments,	but	over	time	it	has	become	associated	with	investigations	of	private	mergers	and	acquisitions	(M&A)	as
well.	Due	diligence	takes	different	forms	depending	on	its	purpose:	The	examination	of	a	potential	target	for	merger,	acquisition,	privatization,	or	similar	corporate	finance	transaction	normally	by	a	buyer.	(This	can	include	self	due	diligence	or	"reverse	due	diligence",	i.e.	an	assessment	of	a	company,	usually	by	a	third	party	on	behalf	of	the	company,
prior	to	taking	the	company	to	market.)	A	reasonable	investigation	focusing	on	material	future	matters.	An	examination	being	achieved	by	asking	certain	key	questions,	including,	how	do	we	buy,	how	do	we	structure	an	acquisition,	and	how	much	do	we	pay?	An	investigation	of	current	practices	of	process	and	policies.	An	examination	aiming	to	make
an	acquisition	decision	via	the	principles	of	valuation	and	shareholder	value	analysis.[5]	A	due	diligence	process	can	be	divided	into	nine	distinct	areas:[5]	Compatibility	audit.	Financial	audit.[6][7]	Macro-environment	audit.[6][7]	Legal/environmental	audit.[6][7][8]	Marketing	audit.[6][7]	Production	audit.[6][7]	Management	audit.[6][7]	Information
systems	audit.[6][7]	Reconciliation	audit.	It	is	essential	that	the	concepts	of	valuations	(shareholder	value	analysis)	be	considered	in	a	due	diligence	process.	This	is	in	order	to	reduce	the	number	of	failed	mergers	and	acquisitions.[5]	In	this	regard,	two	new	audit	areas	have	been	incorporated	into	the	Due	Diligence	framework:[5]	the	Compatibility
Audit	which	deals	with	the	strategic	components	of	the	transaction	and	in	particular	the	need	to	add	shareholder	value	and	the	Reconciliation	audit,	which	links/consolidates	other	audit	areas	together	via	a	formal	valuation	in	order	to	test	whether	shareholder	value	will	be	added.[5]	The	relevant	areas	of	concern	may	include	the	financial,	legal,	labor,
tax,	IT,	environment	and	market/commercial	situation	of	the	company.	Other	areas	include	intellectual	property,	real	and	personal	property,	insurance	and	liability	coverage,	debt	instrument	review,	employee	benefits	(including	the	Affordable	Care	Act)	and	labor	matters,	immigration,	and	international	transactions.[9][10][11]	Areas	of	focus	in	due
diligence	continue	to	develop	with	cybersecurity	emerging	as	an	area	of	concern	for	business	acquirers.[12]	Risk	is	a	key	factor	in	determining	'duty	of	care'.[13]	Regulations	require	'reasonable	security'	in	cybersecurity	programs,	and	litigators	examine	whether	'due	care'	was	practiced.	Due	diligence	findings	impact	a	number	of	aspects	of	the
transaction	including	the	purchase	price,	the	representations	and	warranties	negotiated	in	the	transaction	agreement,	and	the	indemnification	provided	by	the	sellers.	Due	Diligence	has	emerged	as	a	separate	profession	for	accounting	and	auditing	experts	and	is	typically	referred	to	as	Transaction	Services.[further	explanation	needed]	Main	articles:
Foreign	Corrupt	Practices	Act	and	Bribery	Act	2010	With	the	number	and	size	of	penalties	increasing,	the	United	States'	Foreign	Corrupt	Practices	Act	(FCPA)	has	caused	many	U.S.	institutions	to	look	into	how	they	evaluate	all	of	their	relationships	overseas.	The	lack	of	a	due	diligence	of	a	company's	agents,	vendors,	and	suppliers,	as	well	as	merger
and	acquisition	partners	in	foreign	countries	could	lead	to	doing	business	with	an	organization	linked	to	a	foreign	official	or	state	owned	enterprises	and	their	executives.	This	link	could	be	perceived	as	leading	to	the	bribing	of	the	foreign	officials	and	as	a	result	lead	to	noncompliance	with	the	FCPA.	Due	diligence	in	regard	to	FCPA	compliance	is
required	in	two	aspects:	Initial	due	diligence	–	this	step	is	necessary	in	evaluating	what	risk	is	involved	in	doing	business	with	an	entity	prior	to	establishing	a	relationship	and	assesses	risk	at	that	point	in	time.	Ongoing	due	diligence	–	this	is	the	process	of	periodically	evaluating	each	relationship	overseas	to	find	links	between	current	business
relationships	overseas	and	ties	to	a	foreign	official	or	illicit	activities	linked	to	corruption.	This	process	will	be	performed	indefinitely	as	long	as	a	relationship	exists,	and	usually	involves	comparing	the	companies	and	executives	to	a	database	of	foreign	officials.	This	process	should	be	performed	on	all	relationships	regardless	of	location[14]	and	is
often	part	of	a	wider	Integrity	Management	initiative.[failed	verification]	In	the	M&A	context,	buyers	can	use	the	due	diligence	phase	to	integrate	a	target	into	their	internal	FCPA	controls,	focusing	initial	efforts	on	necessary	revisions	to	the	target's	business	activities	with	a	high-risk	of	corruption.[15]	While	financial	institutions	are	among	the	most
aggressive	in	defining	FCPA	best	practices,	manufacturing,	retailing	and	energy	industries	are	highly	active	in	managing	FCPA	compliance	programs.	In	the	United	Kingdom,	the	Bribery	Act	2010	requires	companies	using	an	"adequate	procedures"	defence	to	a	charge	of	bribery	to	have	undertaken	due	diligence	on	their	business	partners.	Due
diligence	is	described	as	"knowing	exactly	who	you	are	dealing	with".	Official	guidance	suggests	that	"ask[ing]	a	few	questions	and	do[ing]	a	few	checks"	can	help	to	protect	an	organisation	from	taking	on	untrustworthy	partners.[16]	Passed	on	May	25,	2011,	the	OECD	member	countries	agreed	to	revise	their	guidelines	promoting	tougher	standards
of	corporate	behavior,	including	human	rights.	As	part	of	this	new	definition,	they	utilized	a	new	aspect	of	due	diligence	that	requires	a	corporation	to	investigate	third	party	partners	for	potential	abuse	of	human	rights.	The	OECD	Guidelines	for	Multinational	Enterprises	(a	government-backed	international	agreement	that	provides	guidance	on
responsible	business	conduct)	state	that	multinational	enterprises	will	"Seek	ways	to	prevent	or	mitigate	adverse	human	rights	impacts	that	are	directly	linked	to	their	business	operations,	products	or	services	by	a	business	relationship,	even	if	they	do	not	contribute	to	those	impacts".[17]	The	term	'due	diligence'	was	originally	put	forward	in	this
context	by	UN	Special	Representative	for	Human	Rights	and	Business	John	Ruggie,	who	used	it	as	an	umbrella	to	cover	the	steps	and	processes	by	which	a	company	understands,	monitors	and	mitigates	its	human	rights	impacts.	Human	Rights	Impact	Assessment	is	a	component	of	this.	The	UN	formalized	guidelines	for	Human	Rights	Due	Diligence
on	June	16,	2011,	with	the	endorsement	of	Ruggie's	Guiding	Principles	for	Business	and	Human	Rights.[18]	This	section	does	not	cite	any	sources.	Please	help	improve	this	section	by	adding	citations	to	reliable	sources.	Unsourced	material	may	be	challenged	and	removed.Find	sources:	"Due	diligence"	–	news	·	newspapers	·	books	·	scholar	·	JSTOR
(July	2023)	(Learn	how	and	when	to	remove	this	message)	Due	diligence	in	civil	procedure	is	the	idea	that	reasonable	investigation	is	necessary	before	certain	kinds	of	relief	are	requested.	For	example,	duly	diligent	efforts	to	locate	and/or	serve	a	party	with	civil	process	is	frequently	a	requirement	for	a	party	seeking	to	use	means	other	than	personal
service	to	obtain	jurisdiction	over	a	party.	Similarly,	in	areas	of	the	law	such	as	bankruptcy,	an	attorney	representing	someone	filing	a	bankruptcy	petition	must	engage	in	due	diligence	to	determine	that	the	representations	made	in	the	bankruptcy	petition	are	factually	accurate.	Due	diligence	is	also	generally	prerequisite	to	a	request	for	relief	in
states	where	civil	litigants	are	permitted	to	conduct	pre-litigation	discovery	of	facts	necessary	to	determine	whether	or	not	a	party	has	a	factual	basis	for	a	cause	of	action.	In	civil	actions	seeking	a	foreclosure	or	seizure	of	property,	a	party	requesting	this	relief	is	frequently	required	to	engage	in	due	diligence	to	determine	who	may	claim	an	interest
in	the	property	by	reviewing	public	records	concerning	the	property	and	sometimes	by	a	physical	inspection	of	the	property	that	would	reveal	a	possible	interest	in	the	property	of	a	tenant	or	other	person.	Due	diligence	is	also	a	concept	found	in	the	civil	litigation	concept	of	a	statute	of	limitations.	Frequently,	a	statute	of	limitations	begins	to	run
against	a	plaintiff	when	that	plaintiff	knew	or	should	have	known	had	that	plaintiff	investigated	the	matter	with	due	diligence	that	the	plaintiff	had	a	claim	against	a	defendant.	In	this	context,	the	term	"due	diligence"	determines	the	scope	of	a	party's	constructive	knowledge,	upon	receiving	notice	of	facts	sufficient	to	constitute	"inquiry	notice"	that
alerts	a	would-be	plaintiff	that	further	investigation	might	reveal	a	cause	of	action.	In	criminal	law,	due	diligence	is	the	only	available	defense	to	a	crime	that	is	one	of	strict	liability	(i.e.,	a	crime	that	only	requires	an	actus	reus	and	no	mens	rea).	Once	a	criminal	offence	is	proven,	the	defendant	must	prove	on	balance	that	they	did	everything	possible
to	prevent	the	act	from	happening.	It	is	not	enough	that	they	met	the	normal	standard	of	care	in	their	industry	–	they	must	show	that	they	took	every	reasonable	precaution.	The	term	"due	diligence"	is	also	used	in	criminal	law	to	describe	the	scope	of	the	duty	of	a	prosecutor	to	make	efforts	to	turn	over	potentially	exculpatory	evidence	to	(accused)
criminal	defendants.[citation	needed]	In	criminal	law,	"due	diligence"	also	identifies	the	standard	a	prosecuting	entity	must	satisfy	in	pursuing	an	action	against	a	defendant,	especially	with	regard	to	the	provision	of	the	Federal	and	State	Constitutional	and	statutory	right	to	a	speedy	trial	or	to	have	a	warrant	or	detainer	served	in	an	action.	In	cases
where	a	defendant	is	in	any	type	of	custodial	situation	where	their	freedom	is	constrained,	it	is	solely	the	prosecuting	entity's	duty	to	ensure	the	provision	of	such	rights	and	present	the	citizen	before	the	court	with	jurisdiction.	This	also	applies	where	the	respective	judicial	system	and/or	prosecuting	entity	has	current	address	or	contact	information
on	the	named	party	and	said	party	has	made	no	attempt	to	evade	notice	of	the	prosecution	of	the	action.[19]	In	the	United	Kingdom,	"proper	use	of	a	due	diligence	system"	may	be	used	as	a	defence	against	a	charge	of	breach	of	regulations:	for	example,	under	the	Timber	and	Timber	Products	(Placing	on	the	Market)	Regulations	2013[20]	and	the
Environmental	Protection	(Microbeads)	(England)	Regulations	2017,[21]	businesses	may	be	able	to	defend	a	charge	of	non-compliance	with	regulations	if	they	can	show	that	they	have	undertaken	supplier	due	diligence	to	a	necessary	standard.	References	to	"due	diligence"	and	the	maintenance	of	a	"due	diligence	system"	in	the	regulation	concerning
timber	are	drawn	from	the	European	Union's	Regulation	995/2010,	which	covers	the	legal	obligations	of	"operators	who	place	timber	and	timber	products	on	the	market".[20]	Bias	ratio	(finance)	Data	room,	Virtual	data	room	Duty	of	care	Hydropower	Sustainability	Assessment	Protocol	Integrity	management	Management	due	diligence	Model	audit
Non-disclosure	agreement	Operational	due	diligence	(ODD)	Standard	of	care	Vetting	^	Hoskisson,	Robert	E.;	Hitt,	Michael	A.;	Ireland,	R.	Duane	(2004).	Competing	for	Advantage.	Mason,	OH:	South-Western/Thomson	Learning.	p.	251.	ISBN	0-324-27158-1.	^	Chapman,	C.	E.	(2006).	Conducting	Due	Diligence.	Practicing	Law	Institute,	New	York,	NY.
^	'Due	Diligence'	Merriam-Webster	entry	^	Securities	Act	of	1933	Section	11(b)(3),	accessed	11	July	2023	^	a	b	c	d	e	Gillman,	Luis	(2010).	Due	Diligence,	a	Strategic	and	Financial	Approach	(2nd	ed.).	Durban:	LexisNexis.	ISBN	978-0-409-04699-1.	^	a	b	c	d	e	f	g	Harvey,	M.	G.;	Lusch,	R.	F.	(1995).	"Expanding	the	Nature	and	Scope	of	Due	Diligence".
Journal	of	Business	Venturing.	10	(1):	5–21.	doi:10.1016/0883-9026(94)00020-U.	^	a	b	c	d	e	f	g	Kroener,	P.	H.;	Kroener,	M.	H.	(1991).	"Towards	more	successful	Mergers	and	Acquisitions".	International	Journal	of	Technology	Management.	6	(1/2):	33–40.	doi:10.1504/IJTM.1991.025872	(inactive	November	1,	2024).{{cite	journal}}:	CS1	maint:	DOI
inactive	as	of	November	2024	(link)	^	Scott	Feeley,	Michael;	Potash,	Aron.	"The	Oft-Overlooked	Importance	of	Air	Emission	Credits	in	M&A".	Transaction	Advisors.	ISSN	2329-9134.	Archived	from	the	original	on	January	5,	2019.	Retrieved	July	21,	2015.	^	Truax,	Margret.	"M&A	Transactions:	Affordable	Care	Act	Due	Diligence	Considerations".
Transaction	Advisors.	ISSN	2329-9134.	Archived	from	the	original	on	December	23,	2017.	Retrieved	May	23,	2016.	^	Gary	M.	Lawrence,	Due	Diligence	in	Business	Transactions,	(Law	Journal	Press	1994,	updated	as	needed).	ISBN	978-1-58852-066-1.	^	Tanenbaum,	William.	"Avoiding	IP	Business	Risks	in	Corporate	Transactions".	Transaction
Advisors.	ISSN	2329-9134.	Archived	from	the	original	on	December	22,	2017.	Retrieved	July	23,	2015.	^	Cunard,	Jeffrey;	Pastore,	James;	Ford,	Christopher.	"Cybersecurity:	Evaluating	Transactional	Risk".	Transaction	Advisors.	ISSN	2329-9134.	Archived	from	the	original	on	December	23,	2017.	Retrieved	July	21,	2015.	^	"Duty	of	Care	Risk	Analysis
Standard".	DoCRA.	2022.	^	"FCPA	Definition	-	Foreign	Corrupt	Practices	Act".	Archived	from	the	original	on	August	30,	2010.	Retrieved	2010-01-07.	WorldCompliance.com	^	Brooks,	Robin;	Stacey,	Oliver;	Jarman,	Daniel.	"Tackling	Corruption	and	Regulatory	Risk	in	M&A	Transactions".	Transaction	Advisors.	ISSN	2329-9134.	Archived	from	the
original	on	October	18,	2015.	Retrieved	July	21,	2015.	^	Ministry	of	Justice,	The	Bribery	Act	2010:	Quick	Start	Guide,	accessed	24	December	2023	^	[1]	Archived	September	4,	2011,	at	the	Wayback	Machine	^	"Report	of	the	Special	Representative	of	the	Secretary-General	on	the	issue	of	human	rights	and	transnational	corporations	and	other
business	enterprises,	John	Ruggie"	(PDF).	Human	Rights	Council.	Retrieved	May	21,	2021.	^	Hawaii	Revised	Statues	353-66.5	and	604-7.2	^	a	b	Timber	and	Timber	Products	(Placing	on	the	Market)	Regulations	2013,	SI	233/2013	^	Environmental	Protection	(Microbeads)	(England)	Regulations	2017,	SI	1312/2017	Retrieved	from	"	Due	diligence	is
one	of	the	most	vital	components	of	valuing	and	finalizing	an	investment.	​​A	due	diligence	report	is	a	comprehensive	analysis	that	compiles	detailed	information	about	a	company,	commonly	conducted	before	a	business	transaction	such	as	mergers,	acquisitions,	or	investments.	It’s	an	essential	tool	for	decision-makers	to	understand	the	risks,	benefits,
and	liabilities	associated	with	a	potential	deal.	A	due	diligence	report	is	a	critical	aspect	of	major	business	transactions.	It	combines	financial,	legal,	and	market	insights	to	ensure	that	stakeholders	have	a	complete	understanding	of	the	asset	they’re	investing	in	or	acquiring.	This	comprehensive	report	safeguards	investments	and	fosters	informed
business	decisions,	minimizing	risk	and	enhancing	potential	returns.	At	DealRoom,	we	help	hundreds	of	companies	organize	their	due	diligence	process,	and	in	this	article,	we’ll	review	due	diligence	report	fundamentals,	explain	due	diligence	questionnaires,	and	show	how	DealRoom’s	due	diligence	software	streamlines	the	diligence
process.Download	Due	Diligence	Sample	Report	&	FormatOrganizing	all	of	the	facts	and	data	gathered	from	due	diligence	into	a	clean	report	can	seem	rather	daunting.	To	make	things	easier,	we’ve	compiled	a	sample	due	diligence	report	you	can	follow	to	ensure	you	aren’t	missing	anything.	Download	our	free	due	diligence	checklist	to	better



understand	what	to	include	in	your	due	diligence	report.Why	Do	We	Need	to	Make	a	Report?A	due	diligence	report	captures	the	findings	of	the	diligence	process.	In	turn,	it	allows	investors	to	have	a	clearer	understanding	of	the	investigated	firm.A	complete	and	well-documented	report	supplements	the	decision-making	process	for	investors	and
businesses	considering	finalizing	deals	and	contracts.	Additionally,	it	substantiates	forecasts	for	the	target	company’s	future	and	lifespan.Take	businesses	'A'	and	'B'	for	example.Business	'A'	has	done	its	financial	due	diligence	and	has	its	report.	On	the	other	hand,	business	'B'	has	not	completed	any	due	diligence	or	a	report.Assume	that	both
businesses	require	loans	from	the	bank.	Business	'A'	can	refer	to	their	due	diligence	report	and	precisely	predict	how	long	it	will	take	to	repay	the	loan.	They	can	more	accurately	discern	what	to	do	with	the	loan	to	yield	the	most	effective	and	efficient	results.Business	'B',	on	the	other	hand,	can	only	make	loose	assumptions	and	estimations.	Without
background	knowledge,	these	assumptions	and	estimations	are	more	likely	to	be	incorrect.Virtually	every	essential	detail	of	the	process	should	be	included	in	the	report.	Exact	details	typically	vary	depending	on	the	type	of	due	diligence,	the	investment,	and	the	deal	at	hand.Nonetheless,	listed	are	some	core	items	that	should	be	included	in	the
report:	Information	on	the	company’s	finances.	This	section	includes	financial	statements	or	financial	records	for	past	years,	tax	returns,	and	documents	from	accounts	receivable.	If	there	is	no	separate	section	for	loans	and	debts,	then	they	should	also	be	included	here.Information	about	the	company's	employees.	This	section	captures	details	about
individuals	in	key	company	roles,	including	their	work	histories	and	responsibilities.	It	may	also	include	records	of	former	and	retired	employees	and	their	associated	pension	information.Information	on	the	company’s	assets.	This	section	includes	documentation	on	the	company’s	different	facilities,	machinery,	and	intangible	assets	such	as	intellectual
property	or	copyrights.Information	on	partners,	suppliers,	and	customers.	These	details	are	more	focused	on	the	different	parties	in	the	firm’s	supply	chain	and	their	relationships	with	them.Legal	information	about	the	company.	This	refers	to	items	such	as	historical	and	outstanding	lawsuits,	contracts,	licensing,	and	permits.How	to	Write	a	Due
Diligence	ReportWriting	a	due	diligence	report	may	seem	as	intimidating	as	the	research	portion	of	the	investigation,	but	if	you	stay	organized	it	shouldn’t	be	as	daunting.The	following	considerations	will	keep	you	on	track	when	drafting	a	report,	but	remember,	no	two	will	be	exactly	the	same:	​Don’t	include	everything.	There	is	certainly	a	temptation
to	include	all	of	the	information	the	diligence	team	has	gathered;	however,	this	is	a	nearly	impossible	task—and	it’s	also	a	waste	of	time,	as	the	executives	won’t	have	the	time	or	patience	to	sift	through	an	excessively	lengthy	report.	Focus	on	your	company’s	objectives	(why	is	it	engaging	in	M&A?)	and	align	the	content	with	the	report’s	purpose.
​Know	your	audience.	Building	off	the	previous	point,	you	must	keep	your	target	audience	at	the	forefront	of	your	mind	when	writing.	Most	likely,	it	will	be	your	CEO,	or	perhaps	your	CFO,	reading	the	report;	he/she	is	very	busy	and	will	only	want	to	read	information	relevant	to	making	a	sound	decision	on	the	deal.	Again,	aiming	to	be	clear	and
concise	will	help	your	audience	work	through	the	report	with	ease	and	absorb	the	critical	information.	This	being	said,	you	might	consider	including	an	“Executive	Summary”	section	in	your	report	for	additional	C-suite	level	executives	(or	members	of	the	board	of	directors)	to	utilize	if	they	do	not	have	time	to	digest	the	full	report.	​Use	a	due	diligence
report	template.	Clearly,	one	of	the	best	tips	or	strategies	for	writing	a	due	diligence	report	is	to	use	a	due	diligence	sample	document	or	a	due	diligence	report	template.	While	the	internet	is	cluttered	with	resources	related	to	M&A	practices,	it	should	go	without	saying,	you	will	want	to	use	a	technical	due	diligence	report	template	created	by	actual
M&A	practitioners	(Like	the	one	included	in	this	blog).Reread	and	revise	(edit,	edit,	edit!).	As	with	any	written	work,	what	happens	after	you	finish	your	draft	is	of	the	utmost	importance.	Editing	will	help	ensure	you	accomplish	the	first	two	guidelines	of	not	trying	to	include	everything	and	knowing	your	target	audience.	As	you	revise,	ask	yourself	if
the	information	is	related	to:	the	operation	of	the	company,	the	purchase	price	or	purchase	agreement,	risks	(with	the	company’s	operations,	legal	standing,	or	retention	of	key	personnel),	and	critical	financial	information	and	financial	statements.A	due	diligence	summary	report	ties	your	investigation	together	and	helps	decision-makers	see	the	full
picture.	A	poorly	prepared	or	careless	report	risks	undermining	all	the	work	completed	up	to	this	point.Here	are	some	suggestions	for	a	solid,	investigative	report:Be	patient,	thorough,	and	attentive	to	details.	Preparing	a	strong	report	takes	time	and	care—it’s	not	something	that	can	be	thrown	together	at	the	last	minute.	To	fully	capture	the	value	of
your	investigation,	you	must	document	your	findings	carefully	and	completely.	Without	a	comprehensive	report	to	reference,	it’s	as	if	all	the	painstaking	investigations	and	research	were	wasted.Don’t	lose	focus	on	what’s	important.	With	that	being	said,	make	sure	your	writing	stays	aligned	with	the	report’s	purpose.	While	the	volume	of	information
you	gather	may	be	overwhelming,	focus	only	on	what’s	relevant	to	the	task	at	hand.	For	instance,	if	you’re	writing	a	customer	due	diligence	report,	you	don't	need	to	spend	much	time	discussing	a	business’s	liabilities.Be	concise.	Avoid	letting	the	report	drag	on	unnecessarily.	Investors	likely	won’t	have	the	time—or	the	patience—to	sift	through	every
minute	detail.	Overloading	the	report	defeats	its	purpose:	to	present	clear,	focused	insights.		Ask	questions.	You	want	to	believe	that	a	seller	is	honest.	However,	it’s	not	uncommon	for	them	to	stretch	details	in	the	confidential	information	memorandum	(CIM).	Anytime	you	see	something	that	looks	off,	ask	questions.	Additionally,	you	should	interview
people	who	are	not	directly	related	to	the	transaction	for	a	more	holistic	view	of	a	firm.Seek	legal	assistance.	Unless	you’re	an	attorney,	property	manager,	or	investment	manager,	you	should	seek	legal	help	and	advice.	Doing	so	helps	you	avoid	potential	legal,	jurisdictional,	or	compliance	issues	later	on.How	Much	Does	A	Due	Diligence	Report	Cost?
With	no	two	deals	being	exactly	the	same,	costs	related	to	diligence	can	vary.	Many	practitioners	feel	diligence	costs	should	not	exceed	about	5%	of	the	purchase	price.When	it	comes	to	the	report	itself,	there	are	functional	free	due	diligence	report	templates	and	sample	documents	online.Additionally,	fees	for	producing	reports	can	vary	depending	on
the	industry	and	country.Types	of	Due	Diligence	ReportsThe	areas	of	concentration	for	the	report	are	dependent	on	what	type	of	due	diligence	you	are	utilizing.For	example,	a	report	resulting	from	financial	due	diligence	will	look	and	have	different	information	compared	to	one	from	customer	due	diligence.Likewise,	a	financial	due	diligence	report
created	for	administrative	purposes	will	differ	from	those	written	in	preparation	for	mergers	and	acquisitions.You	wouldn’t	expect	an	administrative	due	diligence	report	to	contain	more	information	on	customers	than	the	administration	of	a	business.When	performing	hedge	fund	due	diligence,	you	would	assess	a	reservoir	of	investment	funds	and	the
general	partners	who	own	it.There	are	as	many	different	types	of	reports	as	types	of	due	diligence	itself.	Each	corresponding	report	type	has	distinguishing	properties	and	format.Some	examples	include:Who	Creates	the	Report?Due	diligence	summary	reports	are	generally	compiled	by	a	company’s	internal	due	diligence	team	or	a	paid	third-party
group.	Your	team	may	be	composed	of	attorneys,	financial	consultants,	and	any	relevant	subject	matter	experts.Overall,	the	collective	expertise	should	encompass	the	various	business,	legal,	technical,	and	financial	matters	relevant	to	the	deal	at	hand.	However,	in	smaller-scale	instances,	such	as	buying	a	small	business,	it	may	not	require	more	than
one	or	two	professionals.Conducting	due	diligence,	creating,	and	reviewing	the	report	should	be	a	team	effort.Meaning,	if	contracting	with	an	external	party,	you	should	not	entirely	outsource	a	due	diligence	report.	Some	information	may	not	be	meant	for	them.	Internal	employees	should	also	be	involved	in	the	process.It’s	equally	important	to	use	an
efficient	PDF	editor	to	ensure	convenient	and	smooth	collaboration	with	internal	or	external	teams.Most	importantly,	you	need	to	be	certain	that	the	individuals	on	your	team	are	people	whom	you	trust,	service	agreements	aside.	The	last	thing	you	want	is	to	be	left	with	a	faulty	investment	because	of	a	team’s	lackadaisical	diligence.A	due	diligence
questionnaire	is	a	list	of	investigative	questions	sent	to	the	selling	company	to	gather	critical	information.	Depending	on	the	type	and	scope	of	due	diligence,	it	may	also	be	sent	to	their	partners,	suppliers,	and	even	customers.	These	questionnaires	should	be	detailed	and	comprehensive,	prompting	for	relevant	information	that	supports	a	full	analysis
of	the	business.	Before	an	investment	manager	or	potential	buyer	begins	reviewing	sensitive	business	information,	they	must	sign	a	Letter	of	Intent	(LOI).	The	LOI	formally	expresses	interest	in	purchasing	or	investing	in	the	company	or	private	equity,	though	it	is	typically	non-binding.Why	Do	You	Need	a	Due	Diligence	Questionnaire?Due	diligence
questionnaires	are	a	critical	early	step	in	the	process,	providing	a	structured	way	to	gather	essential	information.	They	give	the	team	handling	the	investigation	an	early	understanding	of	what	to	expect	and	how	to	navigate	the	process	effectively.	A	well-prepared	questionnaire	also	helps	focus	the	team’s	efforts,	ensuring	priorities	are	clear	and
resources	aren’t	wasted	on	irrelevant	areas.	Like	due	diligence	reports,	questionnaires	must	be	tailored	to	the	specific	nature	of	the	investigation.	For	example,	a	buy-side	due	diligence	questionnaire	should	be	somewhat	different	from	an	acquisitions	due	diligence	questionnaire.Due	Diligence	Questions	when	Buying	a	BusinessBy	asking	the	right
questions,	a	prospective	investor	or	buyer	will	be	on	the	path	to	well-performed	due	diligence.	Below	are	some	questions	to	ask	the	seller	when	purchasing	a	firm:Why	is	the	company	being	sold?	This	should	always	be	asked	during	potential	acquisitions.	In	some	cases,	the	liabilities	of	the	company	are	getting	too	much	for	the	current	owner	to	bear.	
If	you	uncover	why	the	company	is	being	sold,	you	can	better	decide	if	the	company	is	still	worth	buying.	This	question	may	not	be	relevant	in	all	circumstances.	For	example,	investors	or	stock	purchasers	may	not	need	to	have	this	question	answered.	​What	are	the	major	commodities	of	this	company?	As	a	potential	investor	or	buyer,	you	should	know
what	commodities	generate	the	most	income	and	losses	for	the	company.		This	can	help	you	pinpoint	areas	of	improvement	and	where	you	should	try	to	maintain	prosperity.​What	are	the	major	markets	for	these	commodities?	It’s	important	to	know	which	markets	the	company	operates	in	to	assess	its	competitive	positioning.	You	should	also
understand	the	company’s	customer,	client,	or	member	base.	This	insight	will	allow	you	to	develop	better	strategies	and	make	informed	decisions,	always	keeping	the	broader	market	landscape	in	mind.​Are	the	company’s	revenues	sufficient	to	sustain	its	operations?	If	not,	are	there	opportunities	to	secure	partnerships	or	sponsorships	to	bolster
financial	stability?	The	last	thing	you	want	is	to	see	profits	collapse	just	a	few	months	after	acquiring	or	heavily	investing	in	a	company.	​Is	the	company	positioned	for	expansion?	Is	expansion	even	possible?	After	acquiring	a	company,	you	don’t	want	it	to	sit	stagnant.	In	areas	where	the	company	doesn't	currently	operate,	you’ll	want	to	assess	the
potential	for	growth	and	market	entry.	Are	there	any	distinguishing	product	features	that	are	critical	to	the	sales	of	any	products?	Are	there	any	intellectual	properties	worth	protecting?	You’ll	need	to	understand	what	drives	a	company’s	competitive	advantage	and	what	unique	company	property	must	be	secured.	​Are	there	any	ongoing	or	suspended
legal	proceedings?Licenses	and	permits?	Some	companies	become	entangled	in	legal	situations	that	are	almost	impossible	to	recover	from.	You	don’t	want	to	acquire	a	firm	burdened	by	unresolved	legal	issues	and	inherit	the	risks.	Likewise,	you	need	to	ensure	that	all	required	licenses	and	permits	are	valid	and	properly	maintained.Access	a	Due
Diligence	QuestionnaireYou	can	utilize	a	due	diligence	questionnaire	on	DealRoom's	platform.	Our	M&A	lifecycle	management	software	includes	a	variety	of	pre-built,	ready-to-use	questionnaires	to	help	teams	start	due	diligence	processes	easily	and	without	time	waste.Visit	our	playbooks	gallery	to	find	the	questionnaire	you	need.Frequently	Asked
QuestionsWhat	should	be	included	in	a	due	diligence	report?	A	due	diligence	report	typically	includes	an	overview	of	the	target	company,	key	findings	on	financials,	legal	compliance,	operations,	assets,	liabilities,	contracts,	intellectual	property,	and	market	positioning.	It	also	highlights	risks,	opportunities,	and	any	issues	that	could	affect	the	value	or
viability	of	the	transaction.	How	do	you	write	a	due	diligence	report?To	write	a	due	diligence	report,	gather	all	relevant	documents	and	data,	analyze	each	area	of	the	business	systematically	(financials,	legal,	operations,	etc.),	identify	risks	and	discrepancies,	and	summarize	your	findings	clearly.	The	report	should	end	with	actionable
recommendations	or	a	risk	assessment	to	guide	decision-making.		Who	prepares	a	due	diligence	report?	A	due	diligence	report	is	typically	compiled	by	a	company’s	internal	due	diligence	team	or	a	contracted	third-party	group.	Your	team	may	include	attorneys,	financial	consultants,	and	subject	matter	experts	relevant	to	the	seller’s	business.	Their
combined	expertise	should	cover	the	business,	legal,	technical,	and	financial	aspects	critical	to	the	transaction.	What	is	a	due	diligence	questionnaire?	A	due	diligence	questionnaire	is	a	standardized	list	of	questions	used	to	collect	detailed	information	from	a	company	during	the	due	diligence	process.	It	covers	topics	like	corporate	structure,	financial
performance,	legal	matters,	contracts,	employees,	and	regulatory	compliance.Can	I	use	a	due	diligence	report	template?	Yes,	you	can	use	a	due	diligence	report	template	to	streamline	the	process	and	ensure	all	critical	areas	are	covered.	However,	the	template	should	be	customized	to	fit	the	specific	nature	of	the	transaction	and	the	risks	associated
with	the	target	company.Key	TakeawaysA	due	diligence	report	is	a	detailed	summary	of	financial,	legal,	operational,	and	market	findings	on	a	company,	helping	investors	assess	risks,	opportunities,	and	overall	deal	viability.Effective	reports	are	clear,	focused,	and	built	around	verified	information,	using	structured	templates	and	due	diligence
questionnaires	to	streamline	the	process	and	avoid	information	overload.Internal	teams	or	trusted	third	parties	typically	prepare	these	reports,	with	platforms	like	DealRoom	enhancing	collaboration,	document	management,	and	task	tracking	for	faster,	more	accurate	diligence.Due	diligence	is	just	as	important	as	the	deal	itself	and	should	be	done	as
meticulously	as	possible.Utilizing	tools,	such	as	DealRoom’s	due	diligence	management	software,	helps	teams	complete	due	diligence	summary	reports	thoroughly	and	accurately.With	DealRoom,	you	can:Create	a	diligence	task	listFulfill	tasks	and	share	critical	information	with	team	membersAssign	users	to	key	diligence	rolesTrack	real-time
diligence	progressSecurely	store	and	manage	all	documents	and	filesDealRoom	is	easy	to	use.	You	can	populate	DealRoom	with	your	due	diligence	folders	and	create	due	diligence	lists	right	inside	the	room,	instead	of	sending	the	due	diligence	list	separately	to	your	clients.-	Ovais	A.,	Investment	Banking	AssociateDealRoom	is	a	functional	due
diligence	software	that	helps	streamline	the	process.	Traditionally,	you	would	find	yourself	creating	folders	within	a	software	and	then	separately	forwarding	the	due	diligence	list	to	clients.With	DealRoom,	you	are	able	to	seamlessly	populate	due	diligence	folders	and	create	lists	within	the	same	room.Article	updated	·May	2,	2025·	4	min	read


