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EXECUTIVE SUMMARY

The room shows you what to fear.
The risk lives elsewhere.

“The documents tell you what the seller chose to disclose. The market tells you everything
else.”

Deal activity is running hot and timelines are tight. Buyers are asked to form conviction on a target in weeks — yet the
single richest source most of them rely on, the seller's data room, is structurally blind to the risks that most often sink a
deal. Those risks do not sit in the room. They sit in courts, registries, regulators, and the open market, and they require
cross-referencing under time pressure that manual review cannot deliver.

~60% 4-8 wks $226B

of executives name poor due diligence typical confirmatory diligence window 2025 venture funding into Al — proof
the root cause of deal failure once a deal is exclusive* the tooling is here 2

The thesis of this paper is simple: the data room was built to host and secure documents, not to screen targets or
analyze risk. It is seller-owned, opens only after a letter of intent, and is different on every deal. The intelligence that
decides whether to advance a target — and the monitoring that protects the investment after close — has to come from
somewhere the seller does not control. That is the diligence gap, and Al is now mature enough to close it.

But the gap cuts both ways. The same external intelligence that surfaces hidden risk also reveals opportunity — the
market structure, competitive landscape, growth vectors, and roll-up adjacencies that a seller’s room will never
volunteer. Read together, public, private and commercial data lets a buyer engage a target from a position of
knowledge, compete on conviction rather than on price alone, and advise with a differentiated point of view. The
discipline that protects a deal from a deal-killing surprise is the same discipline that wins the deal in the first place.

n The funnel is brutal. A private-equity firm screens on the order of 80 targets for every one it closes, and the
deepest analysis happens last, on a handful — exactly where time is scarcest.®

a The room is room-bound. Virtual data rooms secure and track documents; they do not screen the market or
analyze what isn't in them. The buyer sees a different, seller-curated room on every deal.

a The risk is external. Litigation, sanctions, IP, beneficial ownership, liens, cyber posture, and reputation live in
public and commercial sources — and the classic failure is not cross-referencing them in time.

n Al is now trusted enough. Vertical Al for finance and legal is funded at scale and, critically, built to cite its
sources — turning weeks of cross-referencing into minutes, with a verifiable trail.

A data room is a vault. Diligence is an investigation. The winning model brackets the deal
with intelligence the seller's room was never built to provide — before, during, and dfter.
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SECTION 01

The deal environment: more capital,
less time

Dealmaking has re-accelerated into a market defined by abundant capital and scarce time. Both halves of
that equation push diligence in the same direction — toward speed, and toward the risk of missing
something.

START wiTH VOLUME. US M&A reached roughly $1.2 trillion in announced value across the first five months of 2026
— about double the same period a year earlier, as larger transactions returned and sponsors re-entered the market in
force.! Behind the headline sits a structural tailwind: private-equity firms are holding near-record uncommitted capital,
estimated at roughly $1.1 trillion in dry powder, with 9,000-plus US private-equity deals transacted in a typical
year.? Capital that must be deployed, against a finite supply of quality assets, produces exactly what the market now
shows: more bidders per process, and less patience.

THEN THE cLocK. Competitive auctions and sponsor-to-sponsor processes have compressed the window in which a
buyer can actually investigate. Once a deal goes exclusive under a letter of intent, confirmatory diligence commonly
runs just four to eight weeks, and complex or larger transactions still rarely afford the months that thorough cross-
referencing of external risk would ideally take.* The buyer is asked to underwrite a multi-year hold on the basis of a
few weeks of curated documents.

Figure 1 — A market built for speed

US M&A, first 5 months of 2026 vs. 2025 ~2x

9,000+

Typical confirmatory diligence window _ 4-8 wks

Sources: PwC US Deals 2026 outlook;' McKinsey Global Private Markets Report;?2 industry diligence-timeline references.* Bars are indicative
scale, not a shared axis.

US PE deals in a typical year

Why this raises the stakes on diligence

Abundant capital and compressed timelines are not independent pressures — they compound. More competition means
a buyer must move faster to win; moving faster means less time to look; and less time to look means more of the deal's
true risk profile goes un-examined precisely when the check size is largest. The result is a market in which the quality
of diligence, not merely its existence, has become the differentiator. As the next section shows, the conventional
process was not designed for this tempo.

THE PRESSURE, IN ONE LINE

When capital is plentiful and time is scarce, the binding constraint on a deal is no longer access to documents — it is

the speed and breadth of analysis. That is a different problem than the one the data room was built to solve.
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SECTION 02

How diligence works today — and
where it breaks

The modern diligence process is a funnel: a wide top of sourced targets narrowing to the few that close. It
is effective at filtering — and fragile exactly where it matters most, at the deep end, under deadline.

THE FUNNEL. Sourcing teams cast a wide net. A widely cited account of the private-equity pipeline describes firms
reviewing on the order of 80 opportunities for every transaction they complete — a roughly 80:1 ratio from first
look to close.® Early stages are fast and shallow: a screen on size, sector, and basic financials. The expensive work —
confirmatory legal, financial, commercial, and operational diligence — concentrates on the final one or two targets,
where the timeline is already tightest.

Figure 2 — The diligence funnel (illustrative, ~80:1)

Fast, shallow — size, sector,

~80 targets screened ) .
financials

~15-20 meetings & I0Is Management calls, initial interest

~4-6 LOls / data-room access Deeper read once in the room

LG CEINGELE M  Deepest scruting — least time

llustrative funnel based on commonly reported PE sourcing-to-close ratios.® Stage counts vary by firm and strategy.

Four places it breaks

The funnel's logic is sound, but its execution rests on manual document review by people working against a clock. Four
failure modes recur:

Errors under deadline Confirmatory diligence compresses thousands of pages into a few weeks. Fatigue and volume
make omissions inevitable; the most consequential issues are often the least obvious. It is no
surprise that ~60% of executives attribute deal failure to diligence that failed to surface a
critical issue. "

Buried clauses Change-of-control provisions, unusual indemnities, auto-renewals, and most-favored-nation terms
hide in long-form contracts. A single missed clause can rewrite the economics of a deal after
signing.

Fragmented workflows Findings scatter across email, spreadsheets, memos, and advisors' reports. Knowledge is not
cross-referenced; a litigation flag from one workstream rarely meets the contract or credit signal
that would have explained it.

No memory between Each process starts near zero. Patterns a firm has seen before — a recurring counterparty, a

deals problematic vendor, a litigious founder — are not systematically carried forward.

THE COST OF A MISSED RISK

A missed risk is not a line item — it is a repricing event: a post-close write-down, a purchase-price dispute, an

indemnity claim, or an integration that quietly underperforms the model. Bain finds that poor diligence — not poor
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integration — is the most common root cause of deal failure, pointing to where the leverage actually is: earlier, and

broader. 1
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The data room's blind spot

The virtual data room is one of the great quiet successes of modern dealmaking. It is also widely
misunderstood as a diligence tool. It is not one. It is a vault.

A virtual data room (VDR) does three things superbly: it stores documents securely, controls who can see what, and
produces an audit trail of access. Those are real and valuable functions. But notice what they have in common — they
are all about custody, not analysis. A VDR does not tell a buyer which clauses are unusual, whether the founder is
named in litigation three states away, or whether a key supplier is sanctioned. It hosts the documents the seller chose to
include and waits.

Three structural limits

LIMIT WHY IT CONSTRAINS THE BUYER

Seller-owned The room is assembled and controlled by the seller and its advisors. Its contents are, by
design, a curated subset. Absence of a document is not evidence of absence of a problem.

Opens post-LOI Meaningful access typically begins only after a letter of intent — after the buyer has already
committed time, money, and exclusivity. The screening decision that mattered most was made
with the least information.

Room-bound The room contains only what is inside it. It has no view of courts, registries, regulators,
patents, liens, or media. It cannot screen a target it has never been opened for.

Put plainly: the buyer sees a different room on every deal, owned by a different seller, opened too late to inform
the decision to pursue, and blind to everything outside its four walls. The room is necessary. It is nowhere near
sufficient.

The market is voting for intelligence

If hosting were enough, the VDR category would be a mature utility. Instead it is growing quickly and consolidating
toward intelligence. The virtual data room market is projected to expand from roughly $3.4 billion to $7.7 billion over
the coming years, a compound annual growth rate near 22%.% More telling than the size is the direction of capital: in
2025, the incumbent platform Datasite acquired the private-market intelligence firm Grata with a $500 million
investment commitment, and moved to acquire Sourcescrub shortly after — explicitly to bolt sourcing and intelligence
onto document hosting. %7

WHAT THE ACQUISITIONS TELL US

When the largest document-hosting platforms spend aggressively to buy intelligence companies, they are conceding
the core point of this paper: buyers no longer want a better vault. They want analysis. The open question is whether

that analysis should be owned by the platform that hosts the seller's documents — or be buy-side and room-agnostic.

That open question is the hinge of the whole argument. Intelligence welded onto a seller-oriented hosting platform still
inherits the room's original sin: it begins at the document, post-L.OI, one deal at a time. The alternative is an
intelligence layer that belongs to the buyer, starts before the room, and persists after the close. To build that, we first
have to be precise about what external risk actually consists of — the subject of the next section.
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The anatomy of external risk

Most deal-ending risk is a matter of public, private and commercial record. It is not hidden — it is
scattered. The discipline of diligence is knowing which sources to read, what each one reveals, and how to
cross-reference them before the clock runs out.

Below are seven categories of risk that live outside the data room, the authoritative sources that reveal each, and the
classic failure mode when they go un-connected. Read for what they reveal about the business — not only its liabilities
— these same sources also carry market & competitive signal (the opportunity side covered next). Treat this as a
reading map for any buy-side team.
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Litigation
PACER - STATE COURTS

Reveals: active and historical lawsuits, judgments, and patterns of disputes involving the target, its executives, and affiliates. Classic
miss: a founder's litigation history in another jurisdiction never matched to the entity acquired.

E) Regulatory & Sanctions
SEC - OFAC - FTC / DOJ

Reveals: enforcement actions, consent decrees, sanctioned counterparties, and antitrust exposure. Classic miss: a supplier or
beneficial owner on a sanctions list found after signing, not before.

a Intellectual Property
USPTO PATENTS & TRADEMARKS

Reveals: the strength, ownership, and encumbrance of the IP the thesis depends on, plus freedom-to-operate. Classic miss: the
“owned” core patent is assigned elsewhere, or a rival's filing blocks the roadmap.

@) corporate & Ownership
SECRETARY OF STATE REGISTRIES

Reveals: corporate standing, entity structure, and beneficial ownership — who ultimately controls and benefits. Classic miss: an
opaque ownership chain hides a related-party conflict or a politically exposed person.

B Credit & Financial Health
UCC LIENS - JUDGMENTS - BANKRUPTCIES

Reveals: secured creditors with claims on assets, unpaid judgments, and distress signals across the target and key counterparties.
Classic miss: a UCC lien on a critical asset surfaces only at financing.

) cyver Posture
BREACH HISTORY - SECURITY RATINGS

Reveals: prior breaches, exposed credentials, and an external security rating that proxies operational hygiene. Classic miss: an
undisclosed historical breach becomes a remediation liability post-close.

Reputation & Media
NEWS - ADVERSE MEDIA - SENTIMENT

Reveals: adverse media, executive conduct, customer and employee sentiment, and emerging controversies. Classic miss: a pattern
visible across years of coverage is never assembled into a single view.

THE DISCIPLINE ISN'T ACCESS — IT'S CROSS-REFERENCE

Any one of these sources is reachable by a diligent analyst. The failure is almost never that a record was unreachable;
it is that the litigation flag, the sanctioned supplier, the lien, and the ownership chain were each found by a different
person, in a different tool, on a different day — and never placed side by side while there was still time to act.

External risk is a graph problem, and humans under deadline are poor graph-traversal engines.
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SECTION 05 - THE OTHER HALF OF THE GAP

Intelligence as an edge, not just a
safeguard

The same external record that surfaces deal-killing risk also surfaces deal-winning opportunity. Read only
for danger, it is a safeguard. Read in full, it is an edge — the difference between underwriting a target and
genuinely understanding it before anyone else does.

Section 04 mapped the risks that hide outside the room. But public, private and commercial data is not only a catalogue
of liabilities — it is a map of the business, its market, and its competitive position. The litigation, ownership, IP, and
credit records that flag risk also describe how a company actually competes, who it depends on, and where it could
grow. A buyer who reads that record well does not merely avoid a bad deal; they arrive at the table already fluent in the
asset.

Three ways the same intelligence creates an edge

Engage from knowledge  The edge: external market, competitive and customer signals let a buyer enter the first

walk in already fluent management meeting already conversant in the business — its end-markets, its rivals, its growth
levers — rather than spending that meeting being educated. Conviction built before contact reads
as seriousness, and earns access.

Compete on conviction The edge: in a competitive auction, the bidder who understands the asset most deeply can move

win the process faster and price with confidence rather than padding for the unknown. With roughly 80 targets
screened for every deal closed,? the firms that win are the ones that turn breadth of looking into
depth of knowing on the few that matter.

Originate & advise with @ The edge: the same engine that screens for risk can scan a fragmented market for roll-up and

POV expansion adjacencies — the consolidation targets, white-space, and add-ons that a generic

a differentiated thesis process never surfaces. That is how a buyer originates proprietary deals and advises with a point
of view rather than reacting to a banker’s book.

THE FRAGMENTATION LENS. Many of the most valuable theses are structural: a fragmented sector ripe for consolidation,
an under-penetrated geography, an adjacency a target could enter. These are visible in market and competitive data long
before they appear in a confidential information memorandum. An intelligence layer that already holds the graph of
who competes with whom, who owns what, and where the gaps are can frame a roll-up before a process even begins —
turning diligence from a defensive check into an offensive engine for sourcing.

RISK AND OPPORTUNITY ARE ONE READ, NOT TWO

The buyer does not run one search for danger and a separate search for upside. They are the same cross-reference
across the same public, private and commercial record — read once, for everything it reveals. The room shows you
the deal the seller wants you to see. External intelligence shows you the risk that would have killed it and the

opportunity that makes it worth winning.
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SECTION 06

The Al inflection: why now

Everything so far describes a gap the data room cannot close: external risk and opportunity, scattered
across the record, that no team can cross-reference by hand inside a four-week window. Al is what finally
makes closing that gap possible — and, for the first time, the technology is both funded at scale and
engineered to be verifiable. That is what makes “now” different from every prior wave of legal and
financial software.

THE CAPITAL SIGNAL. In 2025, AT companies raised $226 billion — 48% of all venture funding, the largest share on
record. ' Within that, vertical AI for the exact workflows diligence depends on is well capitalized and rapidly maturing:
legal-AT leader Harvey reached an $11 billion valuation;® financial-analysis platform Rogo raised at a $2 billion
valuation;® document-intelligence firm Hebbia and legal-AI firm Luminance drew major rounds for ingesting and
reasoning over dense corporate documents.'® This is not speculative R&D; it is production tooling already inside
banks, law firms, and funds.

What Al does well — and where it must be governed

Ingest Cross-reference Surface & cite

Read thousands of pages and records Connect a litigation record to an owner Flag what matters and link every flag
across formats in minutes, without to a lien to a contract — the graph back to its source document or record.
fatigue. humans miss.

The limits are equally important to state plainly. Large language models can hallucinate — generate confident, wrong
output. In diligence, a confident wrong answer is more dangerous than no answer. This is precisely why the design
principles below are non-negotiable, not optional polish:

PRINCIPLE WHAT IT MEANS IN PRACTICE

Cited answer, not summary Every claim links to the underlying record. A flag a user cannot click
through to a source is not evidence — it is a rumor. Verification, not
trust, is the unit of value.

Precision & recall vs. a human baseline  The right question is not “is the Al perfect?” but “does it find more, with
fewer misses, than an analyst at 2 a.m. in week six?” Measured against
that baseline, breadth and consistency are the win.

Human-in-the-loop AT surfaces and cites; a person decides. The system compresses the
search-and-assemble work so judgment is spent on judgment, not on
retrieval.

Data security Deal data is among the most sensitive information a firm handles.

Encryption, isolation, and access control are preconditions, not features.

THE INFLECTION IN ONE SENTENCE

Al did not become useful for diligence when it got fluent — it became useful when it learned to cite. That is precisely

what closes the diligence gap: a verifiable, source-linked answer surfaces the external risk — and opportunity — the
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data room never showed, at speed and with a trail a deal team can defend in an investment committee. The gap was

never one of access; it was one of synthesis under deadline, and that is now a solved problem.
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A lifecycle model for diligence

Diligence is conventionally treated as a phase — a few weeks between LOI and close. The more powerful
frame treats it as a continuous capability: one external-intelligence layer that brackets the deal — before
the room and after the close — informing the deal team’s own work in between.

The seller's room can only ever serve the middle moment, and only for the deal team that reads it. A buy-side, room-
agnostic intelligence layer brackets that moment on both sides — screening before the room opens and monitoring after
it closes — with analysis the seller's room was never built to provide.

BEFORE THE ROOM INSIDE THE ROOM

The deal team’s work

AFTER THE CLOSE

Screen Monitor

Apply external intelligence before
committing time or exclusivity. Pull
litigation, sanctions, ownership, IP,
liens, cyber, media — and market &
competitive context — on a target,
and decide what advances on
evidence and opportunity, not on a

Reading the seller’s documents is the
deal team’s job, not the intelligence
layer’s. The graph’s role here is to
frame the read inside the room —
feeding the external record alongside
it so the team knows what to test and
reconcile.

Diligence does not end at signing.
Continuously watch the portfolio for
new litigation, regulatory action,
liens, breaches, and adverse media —
so risk that emerges post-close is
caught early.

Fixes: no memory, no continuous watch.

teaser. Rubicon stays outside the room —

Fixes: decisions made with least informing, not reading.

information.

One layer, two moments — bracketing a third. The same external-intelligence engine that decides whether to
advance a target informs the deal team’s work inside the room and then watches the asset for the length of the hold. The
Intelligence Graph brackets the room; it does not enter it. Crucially, it accumulates memory: a counterparty, a litigant,
or a vendor flagged on one deal is recognized on the next. The room resets to zero every time; the intelligence layer
compounds.

AN IMPLEMENTATION OF THE MODEL

Rubicon is built as this layer. Deal Screen applies external intelligence before the room to decide what advances and
where the opportunity lies; Investment Monitor provides continuous post-close watch; and an Intelligence Graph
runs Al across public, private and commercial data, connecting entities, people, and records so findings cross-
reference automatically and persist across deals. Rubicon brackets the room — it never goes inside to read the seller’s
documents; that remains the deal team’s job. The product is one expression of the framework — the framework stands

on its own.

The point is not the product names. It is the architecture: buy-side ownership, room-agnostic reach, and a single graph
that brackets the deal from first screen to final exit. That is what the seller's room structurally cannot be.
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SECTION 08

Implementation considerations

For a firm evaluating Al diligence, the questions that matter are practical and verifiable. Five tests separate
a defensible capability from a demo.

CONSIDERATION WHAT TO REQUIRE

Security & encryption Encryption in transit and at rest, tenant isolation, and granular access controls. Deal
data should never train shared models, and provenance of every source should be
preserved.

Accuracy & auditability Every flag must cite its source and be reproducible. Demand a click-through from

claim to record. If a finding cannot be traced, it cannot go in a memo.

Human-in-the-loop The system should augment judgment, not replace it. Analysts move from retrieval to
decision; the tool earns trust by making its reasoning inspectable.

Integration with the stack Intelligence should meet the deal team where it works — sourcing, the data room, the
IC memo — rather than becoming one more siloed tool that fragments the workflow
further.

Adoption path Start narrow and prove value on a real workflow — typically pre-deal screening —
then expand. Land on a seat, demonstrate a caught risk, and let the surface area grow
with trust.

A pragmatic sequence

The lowest-risk way to adopt is to begin where the gap is widest and the seller's room is absent entirely: pre-deal
screening. It is the moment with the least information and the highest leverage, and it does not depend on data-room
access. A firm can validate the intelligence layer on targets it is already evaluating, measure what it surfaces against its
own manual baseline, and only then extend into post-close monitoring across the portfolio. Adoption tracks trust, and
trust is earned one cited, verifiable flag at a time.

THE EVALUATION QUESTION THAT CUTS THROUGH

Ask any AT diligence vendor a single question: “Show me a flag, and let me click through to the primary source.” If
every claim resolves to a verifiable record, you are looking at an instrument. If it resolves to a confident paragraph
with no source, you are looking at a liability.

What good looks like

A mature deployment is quiet. It does not replace the deal team; it removes the part of the job that should never have
been human in the first place — the manual hunt across a dozen disconnected sources. The analyst's time shifts from
assembling the picture to interrogating it. The investment committee sees the same evidence the analyst saw, sourced
and reproducible. And the firm builds an institutional memory that no single departing associate can take with them.
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THE BOTTOM LINE

The room shows you the deal.
Intelligence shows you the
risk — and the opportunity.

The market is fast, the capital is abundant, and the timelines are short — and the seller's data room, for
all its merits, was built to host documents, not to screen targets or read the world around them. The risks
that most often end a deal — and the opportunities that make one worth winning — live outside the
room, in public, private and commercial records, and they reward whoever can cross-reference them
first. Al is now funded, trusted, and — most importantly — built to cite its sources, which is what finally

makes it safe to put in front of an investment committee.

The winning model is not a better vault. It is a buy-side, room-agnostic intelligence layer that brackets
the deal: screen before the room, monitor after the close — informing the deal team’s own diligence in
between, never reading the documents for them. The room shows you the deal; external intelligence
shows you the risk it hides and the opportunity it holds. That is the intelligence the seller’s room can

never provide.

For deal teams For ops & risk For the IC

Move screening upstream. Decide what Treat diligence as continuous. Monitor the Demand cited evidence. Every flag should
advances on evidence, before time and portfolio for emerging litigation, liens, and resolve to a primary source you can inspect.
exclusivity are spent. breaches.

SEE IT ON A LIVE DEAL

Close your diligence gap. For more information,

visit www.rubiconos.com and book a demo
today.

www.rubiconos.com

This white paper is provided for educational and informational purposes only and does not constitute legal, financial, or investment
advice. Statistics are drawn from the cited public sources as of June 2026; figures described as illustrative are intended to convey scale
and process, not precise measurement. Source names (PACER, USPTO, OFAC, SEC, FTC, DOJ) refer to public systems and agencies
and do not imply endorsement.
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