
General Due Diligence Guide 
 
This guide has been established for you to understand the pieces to a true 
due diligence as well as know your ultimate goals for performing this step in 
the buying process. This guide is general in nature and not specific to any 
particular industry.  
 
The toolkit also comes with industry specific guides to use as well. If you 
think you need a specific guide not included, please contact us about it from 
the business-buying-help.com website. 
 
Pre- Due Diligence Work & Reminders 
 
• Have the broker, or you/your attorney if there is no broker involved, remind the Seller 

that due diligence will not begin until you have all of the requested documentation in 
your hands. 

 
• Get all Materials present as necessary on your LOI before the due diligence officially 

begins  
 

• Compile a list of everything that needs investigating, note the person responsible and 
set target completion dates  

 
• Arrange with seller to meet all key employees that have been notified of the Seller’s 

desire to sell the business 
 

• Know what must be done during working hours and what can be done after hours. Make 
a point to schedule on/off hour meetings with the seller ahead of time.  

 
• Let parties helping you (accountant, broker, business advisor) know your timeline for 

the due diligence period, confirm their availability and keep them on track.  
 

• Plan on finishing with a few days to spare so you have time to go over questionable 
items and have the time to make your decision on proceeding to contract or not without 
being rushed. 
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Topics To Cover: 
 
• Financials  

 
• Assets  

 
• Marketing  

 
• Sales  

 
• Employees  

 
• Competition  

 
• Customers  
 
• Location 

 
• Vendors & Suppliers 

 
• Licenses/Insurance  

 
• Ultimate Analysis 
 



Ultimate Goals: 
 

1. Are the financials you were originally shown from the profile of the business 
accurate in portraying the true performance of the business (gross, COGS, 
expenses, net)? How is the cash flow on a weekly and monthly basis? 

 
2. Are the furniture, fixtures and equipment (FFE) as well as any other stated assets 

in a condition that allows them to not need replacement in the near future (3 
years or less)?  

 
3. Does the amount of inventory on hand seem to make sense based on how much 

the business grosses? Is there a lot of old inventory that can’t be sold? 
 

4. Are sales people used? How effective are they and how are they paid? 
 

5. Is there a sales system in place? Are the sales repeatable, or one time, or long 
term contract based? 

 
6. Does the business use customer contracts for guaranteed income and what are 

the odds of those contracts continuing with a new company owner? 
 

7. Does the business have 3 or more current & effective sources of marketing being 
used? If not, can you get that number to 3 or more?  

 
8. How much is each employee paid and how much does each ultimately cost the 

business (taxes, benefits, etc)? Are they possibly over/under staffed? Do they 
have family members working there and what happens to them after a sale? 

 
9. What employees will be staying, what are their roles and how good are they at 

their job? If possible, interview the key employees (staying or not) for their 
opinion on the business and what they actually do for the company (not what you 
were told by the seller). 

 
10. Will you be replacing the Seller in his/her current role in the business and if so, 

can you handle the job or will you need to spend money to hire someone? 
 

11. Who are the main competitors? How do they impact the viability of this business 
currently and in the future? 

 
12. Who are their customers and how many regular ones do they have? Is there a 

customer database?  
 

13. You want to know if too much revenue is dependent on a small amount of 
clients/customers (i.e. are there too many eggs in one basket?). 

 
14. What kind of deals are they in with their suppliers and what are the details?  

 
15. What is the status of the relationship with each vendor and supplier? 

 
16. Get your hands on every business, vendor & employee related contract and 

license they have. 
 

17. What can you do to increase the Revenues and Profits?  
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18. Does the business look like it is able to at least remain stable and ultimately grow 

based on the outlook of the industry, the competition and the company location?  
 

19. Can you ultimately make enough money currently to pay off loans and pay 
yourself? Can you improve the business over the next 3 years if necessary? 

 
20. Is it really worth the price you offered on the LOI? 

 
21. Will you be happy performing the necessary roles inside of the business and 

ultimately taking full responsibilities required to own and/or operate this 
business? 

 
22. Would you be able to turn around and sell this business for more than you paid 

for it in 3 years? 
 

 

Page 4 of 15 
 

Copyright © Business-Buying-Help.com & Action Business Partners, Inc. 
(To Be Used By Clients/Toolkit Purchasers Only) 

 



Financials  
 

Verify the Seller financials claimed verbally and from the listing profile. Besides bank 
statements, actual bills and receipts, great sources include accountant verified income 
and balance sheet statements as well as getting these statements from an accounting 
system (quick books, etc). Also grab their tax documents. You should get 3 years of this 
information if possible. 2 years worth minimum. 
 
• Verify expenses through actual bills and income statements per month and annually.  
 
• Verify income through register receipts, invoices, daily journals, income statements. 

High cash businesses are best to use receipts (if they keep them) or daily journals. 
 
• Verify payroll from journals and payroll company reports.  
 
• Verify the payments for any loans or leases or lines you are assuming from the 

business. 
 

• Can you possibly reduce and expenses upon takeover? 
 
• Let your accountant or business advisor check for discrepancies and areas to 

improve on the income statements, balance sheets and tax documents. 
 

• Especially with a cash based business, tax documents will not be reliable so just 
use them as a reference. Expenses that must be paid by check like utilities will be 
accurate but all else will probably be on the low side from the actual.  

• Sometimes things such as inefficient marketing, high COGS, too many 
employees, high insurance rates and exorbitant professional fees can be reduced, 
raising the net and value of the business.  

• Also high legal fees could indicate a major problem that has or still hasn’t been 
resolved. 

 
• Has the business revenue/expenses/net been steady, dropping or rising in the past 3 

years?  
 
• Can you possibly reduce any expenses upon takeover?  
 
• Are there particularly high contractor or professional service (accountant, lawyers, etc) 
fees in any year? (this may indicate significant recent troubles that should be inquired 
about.  
 
• Do they have slow moving accounts receivable that is way off from industry standards 

as far as the amount of time to collect payments (ie what is a typical collection 
period put on an invoice due upon receipt, 30 days, 45 days, etc)?  

 
• Has the account receivable been getting worse or better this year and in comparison to 

previous years?  
 
• Is this a business that absolutely requires you to have an established line of credit 

(very important with a typically long sales cycle, payment cycle or season business). 
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Assets  
 

Assets being purchased separately (such as inventory) or inside of the purchase price 
(such as furniture/equipment) can often cause a problem. Pay close attention to what is 
included and what is not as well as the points below. 
 
You will most likely need an inventory report, an asset list including when purchased, 
manufacturer and for how much, any maintenance reports/contracts, leasing documents 
and a depreciation schedule that has been used for tax purposes. 
 
 
• Inventory counting is not necessary at this point but take a look to see if claimed 

inventory seems to match 
 
• Verify what inventory moves on a regular basis and consider slow or no moving 

inventory as not able to sell and therefore should not be included in what you are 
being asked to pay for. 

 
• Verify that normally moving inventory is not overstocked causing you to unnecessarily 

buy a large quantity during the purchase. It can be requested that this inventory be 
diminished by the time of the sale to a level that makes sense in comparison to how 
quickly it moves. 

 
• Verify the condition of all furniture, fixtures and equipment. If replacement is 

necessary in 3 years or less, consider an adjustment to the asking price accordingly 
using the cost to replace the equipment as new. 

 
• Verify what you will be responsible for in terms of maintenance versus contract 

maintenance as well as taking over leased equipment. 
 
• Are there any warrantees still in place? 
 
• Verify how often the equipment has needed to be repaired in the last 3 years. 
 
• If deemed necessary, don’t hesitate to call the manufacturer of any major equipment 

and ask if they can evaluate the machinery/equipment for you in terms of the useful 
life left. 

 
• If this is a stock sale instead of an asset sale, verify with any suppliers how much is 

owed. Your portion should reflect only what is being taken over and nothing that has 
already been used/diminished (i.e. if they owe for 10 boxes of paper and there are 
only 5 left, you can only be responsible for half the bill). 
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Marketing  
 
How a business gets its customers is extremely important. This is the life-blood of the 
company and something you as the owner should always have a hand in. Marketing is how 
you find your clients/customers, not how you close the deal. It has a distinct difference from 
sales and must be done consistently and in a manner that does not waste your cash flow, 
but keeps it coming in. 

 
• What forms of marketing are used (newspaper ads, magazine ads, yellow pages, website, 
web ads, coupons, direct mail, word of mouth, tradeshows, seminars, joint ventures, etc.) 
 
• Do they track their marketing to see what works and what doesn’t (if they don’t you may 
be looking at wasted marketing dollars where you can quickly save money by tracking and 
eliminating marketing that isn’t working)? If so, find out what has not worked well for them 
and ask them why they think it doesn’t work (just so you know, even if it didn’t work for 
them, it may not me the type of marketing but how poorly they may have executed it). 
 
• Do they have customer lists and do they regularly market to them? If so how? 
 
• Do they have a list of potential customers collected from their marketing efforts and do 
they contact them? If so how? 
 
• Do they use their marketing to feed sales people with warm to hot leads or do they make 
them resort to cold calling (a call never needs to be cold and this is a very good way to 
quickly have a sales department with heavy turnover)? 
 
• Do you truly see any way that you can better the current marketing to your advantage to 
add to the bottom line without increasing your expenses? 
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Sales  
 
Once you know how a business is getting its leads and dealing with its clients and 
prospects, you need to know how the sales are actually handled.  
 
 
• Does the business have an actual sales force? If the sales force is strictly the seller, be 
ready to jump into their shoes or hire someone? Either way this should be somewhat of a 
red flag to you. First, you don’t want to really buy yourself a job, especially if sales are not 
your thing. Second, this should automatically de-value the business in your eyes since you 
will probably lose a lot of business just by the owner no longer being there unless some sort 
of agreement can be made to keep them aboard long enough to complete a full transition 
from his face to yours (or someone else’s) that keeps clients paying you. 
 
• If there is a sales force (or person) how are they paid, are they guaranteed to stay on 
with you, how do they do their jobs, how is their performance tracked, and does the way 
the sales force is handled make since to you? 
 
• If there is a sales force (or person) are their any problems with excessive turnover? 
 
• Are there any sales systems in place and do they tie into the marketing systems? 
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Contractors and Employees  
 
Any business that you buy should have employees of some sort. If not, it really isn’t much 
of a business. Even an internet based business needs some sort of help such as outside 
contractors for webmaster, graphic, or hosting services. Many businesses these days often 
have very little “inside” employees but hire independent contractors and businesses to 
perform many duties that cost less than an actual employee would. You need to know how 
this whole business keeps itself humming.  
 
Keep in mind that during due diligence, you will probably have limited access to these 
people for confidentiality reasons regarding the sale. Many will not be available for an actual 
conversation until you are ready to get the purchase paperwork ready and the seller is 
confident that it’s time to let people know about the sale. For this reason, observation and 
good questions to the seller become important. Be prepared to interview employees 
immediately if given the chance or right after the sale is complete. 
 
 
• How many employees are full time, part-time? Are they office people or telecommuter? 
 
• What are their titles, job descriptions? 
 
• How long have they been their? 
 
• How/what are they paid as well as other compensation (401k, insurance, etc)? 
 
• How many contractors and virtual employees? (this includes regular services such as 
managed service contracts to IT people or occasionally used “virtual” assistant services) 
 
• Are contractors on long term contracts? 
 
• Can problem employees be readily seen or do you have people ready to replace anyone in 
a particular position? 
 
• Who are the key employees and are they going to stay on? 
 
• How do employees interact with each other and customers? 
 
• Are there any problem employees that the seller is willing to tell you about? 
 
• Does it seem that you will be inheriting a good staff or will you have to clean house and 
start all over (it’s rarely a good thing to have to clean house, especially if you can see the 
writing on the wall already at this point) 
 
• Is there an organization chart you can get a hold of (or have the seller make one with 
you)? 
 
• Are there any employment agreements, employee handbooks or contractor contracts? If 
so grab every one of them.  
 
• Does the Seller have any written agreements with any employees as to promised added 
benefits, salary increases, etc that you may need to adhere to. (Remember that if it’s not in 
writing, you do not have to honor it. Period.)
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Competition  
 
In this part of the due diligence process, I guarantee that you will not get a lot of help from 
the seller so be prepared to do some research. There may be a hidden reason why they are 
selling and a tough competitor working their way into the territory may be the reason. 
 
  
• Are there competitors in business serving the same target market in the same area as the 
business you are looking to buy? Is there customer base exactly the same (i.e. do they 
serve a different niche such as affluent households versus middle class for the business you 
are looking at)? 
 
• Are there competitors getting ready to move into the same physical area or move into the 
same market (if not a local type business such as a store or restaurant)? 
 
• Is there information available on the competitors from resources like the internet or Dunn 
& Bradstreet available to research the effect this competition could have on the business 
you are looking to buy? 
 
• Is the competition bigger and/or have they been around much longer? If so, is there a 
chance they serve the exact same target market and can therefore push you out of 
business? Is this already happening to the current owner? 
 
• What market share is there in the business as far as their target market is concerned (i.e. 
if you are buying a store in a neighborhood of 10,000 possible customers, how many come 
to this business versus the competition)? 
 
• Is there an opportunity to gain market share by taking from the competition? 
 
• What are the major differences between this business and the competition as far as size 
and how they get/keep their customer base (price, service, quality, etc)? Do you think 
you/the business can overcome any possible barriers with this competition? 
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Customers  
 
This is sacred territory. The odds are very strong that you will not be introduced to any 
clients/customers or even showed who they are on paper. If this is a retail type 
environment, you will most likely also be forewarned not to hang around the shop and 
speak to customers going in or out. You shouldn’t be offended and should also understand 
the position of the Seller. 
 
With this said, my advice is this: 
 
For retail based businesses, spend time during due diligence at the establishment disguised 
as a customer every day of the week and at different times. Make a mental note as best you 
can. Repeat this act for an additional week to see if there is a trend of repeat customers. 
This can also be accomplished by doing part of your due diligence as an employee of the 
business. This is a fairly common practice in retail especially food related businesses. It 
allows you to see a lot of the inner workings, check out customers, and also see for yourself 
what a typical week at the cash register looks like. Keep in mind bad weather or seasonality 
of a business when looking at the cash coming in as well. 
 
For a non-retail or non-main street type of business, you will have to be a little slicker. In 
these cases it is best to pose as an employee, such as a customer service person or sales 
rep and arrange to go to meeting as a “new employee” to meet the bigger clients. The 
Seller needs to understand (use their broker or your advisor to convince them of this) that 
you have to be able to check out that their clients aren’t just on paper but real.  
 
In addition, you will need to see all contracts that they may have with any clients, which is a 
sign of a great business to buy if typically there are long term contracts in place. Keep in 
mind you also need to see customer contracts to know if you have pricing agreements you 
have no choice but to honor and for how long. 
 
Lastly check to see if they have and utilize a customer database. Besides contracts, these 
are one of the most valuable assets a business has and it should absolutely be included in 
the sale. See the Marketing section again for more on customer lists/databases. 
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Location/Building  
 
This subject is more important to retail and in-house service type businesses (like auto 
repair for example). If the location is really just for office purposes, then it only becomes 
important if meetings would typically be held there or if it needs to be a favorable location 
to attract new employees. Obviously, a good spot for manufacturing is also important for 
several factors including environmental issues and ease of transportation/shipping. 
 
Retail Issues 
• Are there “anchor” businesses in the area? Many retail businesses, especially those that 
rely heavily on walk-ins, need to have other businesses in the area that attract these 
people. For example, an card/stationary store would love to have a big retailer like a Home 
Depot or Wal-Mart drawing people into the complex. 
 
• How are the surrounding businesses doing? 
 
• Are the anchor businesses doing well enough to stick around? Do they have long leases?   
 
• Is the location conducive to foot and car traffic? 
 
• Does the landlord allow/provide roadside signs that tell passers-by what stores are in the 
complex? If a standalone, is there already a road sign? If not, does the town allow it? 
 
 
General Issues 
• What is the condition of the building? If not good, will the landlord/Seller make necessary 
repairs? (a smart Seller would have taken care of this type of issue before hand but Sellers 
are funny people and may refuse even if encouraged by a Broker)) 
 
• If leased, what is the leasee responsible to take care of/replace inside of the building? 
 
• If leased, what does the rent cover (does it include taxes, outside maintenance charges 
etc, garbage, etc)? 
 
• What are the current rent increments per year? 
 
• Will the lease be transferred or will a new one be made? Is this a favorable position for 
you to be in? 
 
• If lease length can be changed what are your options? In my opinion the best deal is 
something that is 2 to 5 years with 2 two to three 5 year extensions but some restaurant 
people like a long lease right off the bat to know their costs since rent expense is extremely 
important in this tight margin business. That’s only a good idea if you really know you have 
a cash cow. Some businesses like bars and restaurants can be very fickle and getting a 
small lease to start with many extensions is the best way to go so you don’t put yourself in 
a bad spot. Realize there is a 90% shot that you will be personally guaranteeing the lease. 
See the manual for more details. 
 
• Ask other owners, if in a complex, about how reliable and helpful the landlord is? 
 
• How many parking spots would be yours and what is your responsibility concerning the 
parking area? 
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Vendors and Suppliers  
 
You may have vendors and suppliers in mind to use, but either way you must do a little 
checking to who is already being used. Suppliers especially should be looked at. There are 
very important factors that may be considered for certain merchandise that you, as the new 
owner, may need to qualify for and therefore may no longer be able to sell if you do not 
qualify due to your lack of experience or poor personal credit worthiness. 
 
 
• Get all contract copies from vendors and suppliers and look at the prices and terms. Are 
they favorable deals? 
 
• Talk to each contract holder about the ability to transfer or renegotiate and outstanding 
contracts. 
 
• If major/necessary contracts will not be renewed for you, this deal may need to be 
reconsidered. The Seller needs to help you out here or there will be no sale.  
 
• If major contracts are going to expire soon and you are not guaranteed a renewal, make 
sure you speak with your advisor/lawyer about holding money from the sale in escrow that 
won’t be released until renewal of said contract(s). Drop the deal if there is no cooperation 
since there is no business to actually buy. 
 
• Are there any leased equipment contracts that you will need to take over? If so, are they 
favorable or can they be cancelled by the Seller with you able to secure equipment from 
another source? 
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Licenses & Insurance  
 
Many businesses require various licenses to be obtained by the owner/business and may 
vary based on each state if not a federal type of license. Also, every business utilizes some 
sort of insurance with many being required depending on the type of business. The licenses 
all need to be known upfront or you will be buying a business that you will not even be 
allowed to operate. Insurance becomes tricky because your rates may be considerable 
different from the current owner when you are doing an asset deal, which is the typical 
format with small businesses. Most insurance is not transferable unless you are buying the 
stock of the company and not just the assets. 
 

  
• Have the Seller reveal all insurance held within the business. At a minimum you should be 
told what type of insurance they have and their supplier for it. Try your best to get copies of 
each policy. The current insurance supplier/broker is usually more than happy to take your 
information and give you a quote but of course it is best to shop around when the time 
comes to do so. 
 
• Verify with an insurance specialist for this business’s industry what insurance the business 
is required to have and the typical coverage based on how this business operates. 
 
• Verify with the suppliers what insurance that is necessary to carry is transferable (again, 
in most cases nothing will be transferable in an asset sale and some in a stock sale). 
 
• Verify with the Seller the minimum coverage needed by clients and suppliers. This is 
typical in many industries especially where bonding is necessary. 
 
• Verify with the Seller/landlord/lease what the minimum coverage is for the leased 
building. 
 
• Once you know the possible total cost of insurance to you, it’s time to determine if the 
expense is too high compared to what the Seller is not paying. This would signal a post due 
diligence offer adjustment or outright dropping the deal unless some kind of other favorable 
adjustment can be agreed upon with you and the Seller. 
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Ultimate Analysis  
 
So now you have done your due diligence work and have a pile of data to see if your 
decision to buy is the right one as well as determining if your original offer still makes 
sense. In some rare cases you may actually be getting a bargain and a half. Often though, 
you will find that some things didn’t quite pan out as you thought or items such as income 
could not be completely proved. 
 
Now is the time when you must be clear and unwavering on what the business is really 
worth to you. 
 

• Is this going to be more work for you as the owner than you anticipated? 
• Were you looking to be the CEO and not actually in the trenches? Is this feasible? 
• Will you need to dole out more money in a few years or immediately to the loss of 

equipment, contracts, employee, etc? 
• Were the revenues all proved? 
• Were there new expenses discovered? 
• Are your expenses going to be much higher than the current owner due to major 

rent increases or greater insurance costs for you? 
• Are there new competitors getting ready to establish themselves in the area? 
• Are the things/businesses that attract customers staying in place? 
• Is this business already peaking in the amount of money it can make the owner with 

very little room for change or expansion? 
 
 
These are all important factors, as well as others, that you should be mulling over from the 
information you have gathered through this guide. Keep in mind that you are NOT 
committed in any way, shape or form (even to yourself) to purchase this business if it does 
not make sense. But your decision needs to be timely or you will lose your good faith 
deposit. 
 
Rework the numbers if necessary and perform another valuation. Come up with any 
contingencies for the sale that will be a must for you to have, and those you would like to 
have. For example, an important contingency could be that the lease include the same type 
of rent increases the current owner has or the deal is off. 
 
This is the time to determine if negotiations are worth it or if this business will just be too 
much trouble. If you really want it and think you can turn any bad things you discovered 
around, maybe the purchase would make sense at a very reduced rate. In a case like this, 
just make sure you have all of your facts straight to present a viable case to the Seller. 
They may be much more open to a heavy discount when you bring to light very glaring 
problems with the deal. 
 
For some hints and help with negotiating points and such, make sure you refer back to the 
Toolkit Book as a reference. 
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