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How to examine your own company 
as if you were the buyer, prepare it 
for sale and enhance its value.
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This lite paper addresses how a business can conduct 
financial due diligence on itself, with an eye on under-

standing and enhancing value to prospective buyers. 
It is designed to be a general overview of the reverse due 

diligence process. We recommend that you conduct further 
evaluation, with a professional advisor, to apply these concepts 

to the specific circumstances of your company.

“Due diligence” typically describes 
a series of examinations undertaken                                                                              

by a potential buyer of a company to 
clearly and objectively evaluate its tar-

get’s financial position and operational 
health.

When commissioned early in the sale process, or 
even years before an owner is ready to sell, this 

practice of “reverse due diligence” gives sell-
ers a critical, introspective look at their own 

company, and the opportunity to make 
value-enhancing adjustments.

Reverse due diligence allows a sell-
er to assess the organization’s 

financial position as well as any factors 
that buyers may see as risks, prior to sale. 
It objectively analyzes the quality of the 
company’s historical earnings, the rea-
sonableness of forecast assumptions, 
the quality of assets and working capital        
requirements, tax positioning, and various 
operational aspects of the company, such 
as customer and vendor relationships.

SELLERS HAVE FOUND THAT REVERSE 
DUE DILIGENCE CAN REDUCE THE RISK 
OF THE M&A PROCESS.

It helps the seller to prepare, mitigate and 
even avoid potential issues that can arise 
in the sale process. Ideally, the examination 
will be an eye-opener revealing more than 
one value-enhancement opportunity. When 
conducted far enough ahead of sale, own-
ers can leverage such opportunities – and 
of course correct or modify any identified 
concerns – prior to their planned exit.

WHAT IS REVERSE DUE 
DILIGENCE?

SELLERS, HOWEVER, ARE BECOMING INCREASINGLY 
AWARE OF THE VALUE OF SIMILARLY EVALUATING 
THEIR OWN COMPANIES BEFORE GIVING BUYERS 
THE CHANCE.
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In reverse due diligence, the seller turns the        
tables on typical M&A negotiations. The owner 
engages professional valuators and trans-
action specialists from a CPA firm to 
perform due diligence on its business in 
exactly the same manner as if they 
were representing a prospective 
buyer evaluating the company 
as an acquisition target.

THIS GIVES OWNERS THE SAME INFORMATION THAT 
A BUYER WOULD EXPECT TO SEE IN A BUY-SIDE DUE   
DILIGENCE REPORT.

It should include quality of earnings and related reve-
nue – profitability, and cash flow analysis; analysis of the          
organization’s balance sheet, including analysis of work-
ing capital requirements and indebtedness; identification 
of related parties, contingent and offbalance sheet liabil-
ities; overviews of significant accounting policies, controls, 
and financial management processes; and evaluation of 
tax compliance and potential exposure.

When a CPA firm performs reverse due diligence it is 
not an attest function. The report presents findings and 
recommendations that the seller can act on, but doesn’t       
issue an opinion. Prospective buyers view reverse due      
diligence reports to be objective because the CPA firm 
does not have a stake in the transaction’s outcome.

HOW DOES A COMPANY CONDUCT REVERSE 
DUE DILIGENCE?

IN MANUFACTURING, THERE’S BEEN A NOTABLE                 
INCREASE IN THE FREQUENCY OF SELLERS CONDUCT-
ING REVERSE DUE DILIGENCE.
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SELLERS ARE INCREASINGLY 
RECOGNIZING THAT BEING IN 
THE POWER POSITION WHEN 
IT COMES TO SHARING THEIR 
FINANCIAL INFORMATION 
ALLOWS THEM TO CRAFT 
THEIR VALUE PROPOSITION 
TO BUYERS.

Reverse due diligence is be-
coming more common because 
it can diminish surprises, shine 
a light on hidden value, reduce 
the buyers’ negotiating power, 
and ease the transaction pro-
cess.

IT DIMINISHES UNWELCOME 
SURPRISES.

It’s common that owners 
may want to ignore a known          
company issue (and every 
company has some kind of is-
sue), in the hopes a buyer just 
might not notice it. But the re-
ality is that the buyer’s CPAs 
will leave nothing uncovered 
when they do their due dili-
gence. And that means the 
seller will be in a defensive   
position – not a power position 
– when explaining any surpris-
es uncovered by the buyer.

It’s counter-intuitive to some, 
but being transparent about 
any unfavorable company sit-
uation makes an owner more 
credible and trustworthy, and 
this goes a long way in the    
negotiation process. Con-
ducting reverse due diligence                
allows you to acknowledge - 
or even eliminate - an existing    
issue before the sale. This gives 
you strength in negotiating the 
transaction, and that often 
leads to greater value in the 
sale.

IT CAN ENHANCE VALUE.

A buyer’s assessment of the 
value of your company will be 
based on both the quality of 
recurring earnings, and their 
perception of risk. Conducting 
reverse due diligence will shine 
a light on how to improve both 
sides of the value equation.

NO ONE KNOWS YOUR COM-
PANY BETTER THAN YOU – 
THE OWNER.

So when you engage a firm to 
conduct reverse due diligence, 
you’ll have a unique perspec-
tive on the findings in the 
report, and may be able to 
resolve any issues before they 
are truly a problem. In fact, 
owners are commonly engaging 
reverse due diligence services 
well before they are ready to 
exit, giving them time to move 
the needle on value before en-
tering the sale process.

If they cannot fully resolve 
an issue, at least sellers 
can
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report to buyers that the necessary steps are already 
under way to rectify the situation. Even this small step 
can help sellers attain higher valuations.

This can actually make your com-
pany a more attractive target, 
improving your value in the 
market.

IT STRENGTHENS BIDS.

If you have a variety of interested parties, a reverse due 
diligence report can be shared with all of them, provid-
ing the information they need to be confident about your       
financials and operations. Buyers’ bids will then be based 
on a deeper knowledge about the significant matters of 
your company. That forces them to put all their cards on 
the table early, reducing their ability to further negoti-
ate terms at a later date, when other prospective buyers 
have exited the process.

IT FACILITATES A SMOOTHER TRANSACTION.

A reverse due-diligence report will include all the                     
information that a buy-side due diligence report should             
contain, and that means that it will streamline the buyer’s 
own   examination. 

Once a letter of intent is in place, the potential buyer will 
still want to conduct its own due diligence. But rather 
than the buyer’s due diligence exercise being a nail-biting, 
cross-your-fingers-they-don’t-uncover-a-surprise expe-
rience, as it often can be for sellers, the buyer’s analysis 
will become akin to a  mere technicality.

BY DEMONSTRATING THAT THERE 
ARE CORRECTIVE ACTION PLANS IN 
PLACE TO MITIGATE RISKS, SELLERS 
INCREASE THEIR BELIEVABILITY AND 
LEGITIMACY.
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CONDUCTING REVERSE DUE DILIGENCES IS A SMART INVESTMENT.

By introspectively taking a good, hard look at your company the way a buyer 
would, sellers can enhance deal value and improve negotiations. This is partic-
ularly true because a reverse due diligence report can move you from the defen-
sive position to the power position at the negotiating table. Reverse due diligence 
enables sellers and their advisers to identify value, minimize uncertainty and speed the 
transaction process.

Visit www.cshco.com for more information.
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