
©	
  Dabney	
  Financial,	
  Inc.	
  	
  	
   CONFIDENTIAL	
  	
   	
  
May	
  not	
  be	
  copied	
  or	
  shared	
  without	
  the	
  express	
  permission	
  of	
  Dabney	
  Financial,	
  Inc.	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  1	
  |	
  P a g e 	
  May	
  not	
  be	
  copied	
  or	
  shared	
  without	
  the	
  express	
  permission	
  of	
  Dabney	
  Financial,	
  Inc.	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  1	
  |	
  P a g e 	
  

 
 
 

DUE DILIGENCE WORKBOOK 
Dabney Financial, Inc. © 

August 19, 2015 V5.3 

These materials are copyrighted and intended for use only by members of the Dabney organization. Do not use 
or access without permission. 

 

 

 

 

 

 

 

 

 

 

 

 

  



©	
  Dabney	
  Financial,	
  Inc.	
  	
  	
   CONFIDENTIAL	
  	
   	
  
May	
  not	
  be	
  copied	
  or	
  shared	
  without	
  the	
  express	
  permission	
  of	
  Dabney	
  Financial,	
  Inc.	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  2	
  |	
  P a g e 	
  May	
  not	
  be	
  copied	
  or	
  shared	
  without	
  the	
  express	
  permission	
  of	
  Dabney	
  Financial,	
  Inc.	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  2	
  |	
  P a g e 	
  

Table of Contents 

I Rapid Interest Checklist 4 
II Due Diligence Report Generator 5 
II Due Diligence Background Materials 18 

A. Format 19 
B. Components 20 

 1. Market & Competitive Analysis  
 2. Company Financials  
 3. Management, Founder, Board Analysis  
 4. Document Review & Legal Analysis  
 
III Due Diligence Process 20 

A. Market & Competitive Analysis  
 1. Business Plan & Presentation Review  
 2. Market Analysis  
 a. Market Opportunity  
 b. Validation of Market Opportunity  
 3. Competition  

B. Company Financials 25 
C. Founders, Management and Board Analysis 29 

 1.  Background Verification  
 2.  Social Networking Analysis  
 3.  Relationship Analysis  

D. Document Review & Legal Analysis 19 
 1. Document Collection  
 2. Document Review Process  
 3. Legal Due Diligence  

 
IV Graphics  

A. Impact of Time on Due Diligence 18 
B. Competitive Analysis Example: Vidrunner 23 
C. Use of Google Alerts for Due Diligence 24 
D. Use of Ngram Viewer for Due Diligence 24 
E. Example of Google Alert: Staleness 25 
F. Example of an Interview Grid 29 
G. Example: Excel Document Management System 35 
H. Domain Name Verification 37 
I. Domain Name Tools 38 
J. Request for Tax Filings 39 

K. Board & Investor Relationship Analysis Matrix 40 
L. Example: DD Write-up of Board Relationships: Pathsensors, Inc. 41 

M. Organizational Chart 42 
 
V Tables  

A. Cap Table Fully Diluted: Pathsensors, Inc. 27 
B. Cap Table by Tranche & Date: Lukabloom 28 



©	
  Dabney	
  Financial,	
  Inc.	
  	
  	
   CONFIDENTIAL	
  	
   	
  
May	
  not	
  be	
  copied	
  or	
  shared	
  without	
  the	
  express	
  permission	
  of	
  Dabney	
  Financial,	
  Inc.	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  3	
  |	
  P a g e 	
  May	
  not	
  be	
  copied	
  or	
  shared	
  without	
  the	
  express	
  permission	
  of	
  Dabney	
  Financial,	
  Inc.	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  3	
  |	
  P a g e 	
  

C. Social Networking Due Diligence Analysis 29 
 
VI Exhibits  

A. Due Diligence List: Excel: Request, Manage & Track Documents – VAAN 29 
  



©	
  Dabney	
  Financial,	
  Inc.	
  	
  	
   CONFIDENTIAL	
  	
   	
  
May	
  not	
  be	
  copied	
  or	
  shared	
  without	
  the	
  express	
  permission	
  of	
  Dabney	
  Financial,	
  Inc.	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  4	
  |	
  P a g e 	
  May	
  not	
  be	
  copied	
  or	
  shared	
  without	
  the	
  express	
  permission	
  of	
  Dabney	
  Financial,	
  Inc.	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  4	
  |	
  P a g e 	
  

 

Exhibit C: Rapid Interest Checklist 

Preliminary Questions Clarifying Potential Investment Interest 
 

1) What assertions has the company made?  
2) Are there any claims that cannot be verified?  
3) What is the need? What is the customer problem being solved?  
4) Who has the need? How compelling is their need? Who is the target buyer? Does the customer need 

really exist? Does the company have data to prove this? How good is their data?  
5) Is there at least $1billion being spent today in this sector? Could $1billion be spent in this sector? How 

has the company sized the market? Do we agree? Can we size it ourselves? How difficult are the buyers 
to find and sell to?  

6) Is the company’s strategy clear from both the presentation and business plan?  
7) What is your analysis of the Balance sheet?  
8) Did the company address Sources and Uses of Funds for the upcoming round? 
9) How many investors does the company have already and who are they scheduled to meet? Already met? 
10) What is the timetable for funding? 
11) Are there any outstanding leadership characteristics immediately visit from founder’s previous work 

experience or bio? 
12) What is the EXIT? 

 

Documents Required: Executive Summary, Slide Deck (?) 
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Exhibit D: Due Diligence Report Generator  

	
  

A. Market Competition and Analysis 

 

1. Business Plan/ Presentation review 

1) What assertions has the company made?  
2) Are there any claims that cannot be verified?  
3) Are there any claims that the company is not willing to substantiate that they’ve made in presentations?  
4) Has the company used the information provided in a true but unfair manner?  
5) What claims might an investor rely on (Big Picture)? 

 

2. Market Analysis 

Here we examine the market for the product 

1) What is the need?  
2) Who has the need? How compelling is their need? Who is the target buyer?  
3) How does the product meet the need? How is the product different from and better than its competitors? 

Features? Is this a big customer play (Large Company X) or a common consumer play (Cell phone)? In 
what ways is the competitor’s product better? Performance? Do they intend to compete on price? How 
are potential customers meeting the need today?  

 

Validation of the market opportunity 

1) Does the customer need really exist? Does the company have data to prove this? How good is their data?  
2) Are there enough customers? Is there at least $1billion being spent today in this sector? Could $1billion 

be spent in this sector? How has the company sized the market? Do we agree? Can we size it ourselves? 
How difficult are the buyers to find and sell to?  

3) What competition is out there- either real or potential? Does the company know their competitor(s)? 
Have they made an evaluation of, and can they articulate their competitive advantage? Is this a race to 
be the first mover in the market and build consumer recognition? 

4) What does the competitive landscape look like from the overall perspective (saturated)? (Refer to tips on 
main guide for methods of exploration) 
 

Competition 

1) How are these other competitors competing? (Price, Quality, Features, manufacturing store brands, 
products sold through distributors)  

2) Is the company’s strategy clear from both the presentation and business plan?  
3) What comes up when you search for this area of industry?  What is your overall feel of the market? 

Examine various sources. (I.e. Internet searches and professional publications/analysis) 
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B. Company Financial Analysis 

1) Examine the company’s QuickBooks file.  How does the record keeping appear?  
2) Request the company’s tax statements.  Were they filed on time? Do the profits and losses match up 

with the numbers presented in the materials?  
3) What are the basic conditions of the business plan financials?  Examine the income statement, balance 

sheet, and cash flow statement.  What do these suggest about the overall health of the enterprise?  
4) What does the information found in the financial statement (presented at board meetings/ sent to 

investors periodically) say about the health of the company?  
5) Do the forward-looking budgets seem reasonable given the knowledge about the company and market?  

 

After receiving the above documents, perform basic financial analysis.  This task will likely include basic 
financial modeling 

1) What does your cash-flow analysis tell you (static, historically, next 12 months projected vs burn rate)?  
Is cash from a debt or equity raise?  

2) What was the burn rate for the past three-months average current and how does it compare to the last 
year’s average monthly burn rate in the same period.  Provide a graph indicating the trajectory of the 
latter.  

3) Examining the income statement, what can you deduce and determine about the company? (This is deal 
for startups/early stage companies, a 12-month trended monthly presentation of the income statement is 
ideal)  

4) What is your analysis of the Balance sheet?  
5) How is the Cap table situated?  Are there any irregularities or red flags?  
6) Graph the items that stand out (revenue, gross income, operating costs, and operating income) 
7) What does revenue, profit/loss, and burn rate look like? Monthly? Quarterly? Yearly? 
8) How do the financials presented at each shareholder and board meeting compare to the information 

you’ve been given?  
9) Do the Capital Accounts of funds paid in equity agree with the QuickBooks cap table, which was given 

to the DD team? (QB link) 
 

Funds 

 

1) Have you requested a Sources and Uses of Funds for the upcoming round? 
2) Request a forward looking Excel spreadsheet with historical data previously obtained but now with the 

intention going forward.  (A “best guess” scenario completed by founders) 
3) Does the company’s intended “Sources” and “Uses of Funds” from the business plan match up with how 

funds have been spent thus far?  Were they aligned historically?  Were the funds used to take the 
company in an entirely new direction or the original purposed direction? If there was a divergence, what 
was the cause? 

4) After verification and extrapolation, do the numbers align with the intended uses of funds and does the 
math actually back that up?  

5) After calculating the next year’s going forward average burn rate by extrapolating from past burn rates 
and use of funds, does the trajectory match the funds to be taken in?  

6) What are the top three reasons for change?  
7) Should the company be able to raise 100% of the planned funds, how many months will the company be 

able to operate if we add the current round plus the funds that are currently in the bank account if all 
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management/founder assumptions for this raise come to fruition?  What does the monthly picture look 
like? (This is called the company’s forward looking runway) 

8) What is the worse case scenario if all the funds are raised, but certain events do not occur?  What are the 
effects on the timelines and the consequence of extending? What are the best and worse case scenarios 
(timing, and amount if possible) on the next raise, or future raises affecting exit?  

9) Is there less than 3 months of runway left? 
10) Are there excessive liabilities and will my money principally be used to pay other investors? 

 

C. Founders, Management and Board: 

 

1) Are you able to tell that the founders exhibit good character, subject matter expertise, a willingness to 
learn or bring in others when required to succeed, and the skill set required to run and grow a company 
(which is different from the skill set required to create the product)? Personal Experience? 

 

2. Background Verification 

 

1) How were the interviews (customers, board members, management team, purchasers, and experts?  Use 
a grid to keep track of meetings and interviews.  (Refer to Corresponding section of DD report.)  

2) Do the resumes of the management (if a company is very small all employees) convey that the company 
has the skills to bring their claims and projections into fruition?  

3) Was there any unsettling body language from the CEO and Team whenever “Exit” and “Liquidity 
Event” is mentioned ( and unwilling to consider protecting me from the venture’s developing into a 
“Built To Keep” or lifestyle company via a redemption trigger) 

4) Does the Founder refuse to imbed the IP in the capital raise? 
 

3. Relationship Analysis 

 

1) How many investors are there and when did each initially become an investor (date and size).  
2) How many shareholders paid for their shares?  How many shares were given to shareholders? For what 

reasons?  
3) How should this look? A running cap table provides the most easily visible method for determining the 

life of each round.  
 

Cap Tables: Table A 

 

1) What is the true ownership representation of the company versus the influence?  
2) Which shareholders and/or board member were given shares rather than a check for compensation?  
3) Which shareholder participated in each round?  
Refer to corresponding report section in order to compete other mentioned objectives.  
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Relationship Influence Analysis 

 

1) How do the voting members know each other, and what are the relationships between the different 
entities comprising ownership?  Who introduced owners?  Is anyone related to another or to people who 
work at the firm?  Request relationships intersections from management and map them.  Is there 
anything peculiar?  

 

Negative Covenants 

 

1) Are you able to determine outsized influence through the existing negative covenants?  (Right of first 
refusal for decisions made by the board, such as hiring anyone with a salary over a certain amount, or 
having prior approval for any new financing round or dilution requests. This is likely a company inquiry 
or a request of absence submission) 

 

Side Letters 

 

1) Are there any agreements that the CEO or other management has made to bind the company without 
anyone else’s knowledge? (These include reimbursements for costs of a particular board member, 
paying the legal fees for an investor in a given round who won’t invest unless a company agrees to this.) 
Request all board members, advisory positions, founders and management to indicate in writing that 
there are no known side letter agreements.  If there were some previously, are they still in effect? 

2) Double check to see if any shareholders received stock without writing a check.  How much and Why? 
3) Request that each board member, founder, management and shareholder sign an agreement saying there 

are no side deals, no side “letters” made with anyone at the company for anything not already specified 
in the documents provided. Due diligence is about what has been done and is verifiable, and requesting 
written agreement that there has been nothing overlooked by the company’s due diligence team, to the 
best of managements’ knowledge (think estoppels in real estate financings). 

 

D. Document Verification and Review 

 

1) Follow DD report instructions for this section 
 

E. Board Analysis 

Board Meetings  

 

1) Examining the minutes of all board meetings, did you find any interesting conversations that might have 
occurred? 
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2) Using a grid, when were meetings held and who attended?  What were the meeting’s consistencies and 
inconsistences (times, meeting places, actual participants and attendees)? 

3) Were any motions taken, seconded, and implemented? 
 

Relationships  

 

1) Are you able to detail the relationship between each party?  (This is information typically not found in 
the business plan or other documents)  

2) After having interviewed founders/management, and all board members, board advisory participants, on 
how they met and know each other and if any is/was related to anyone else in the company, detail said 
information in a chart.  
 

Organization.  An organizational chart provided by the company permits several levels of inquiry.  However, in 
order to get some of this information additional information may have to be requested. 

1) What was the start date and salary history for each current employee?  
2) Read DD report and complete the instruction therein.  

 

3. Legal Analysis  

1) Follow instructions listed in the DD report 
2) Use Excel chart accompanying DD report to score company according to its current status 

 

F. Company Specific Risks 

3) Legal and Regulatory risk 
 

a. Are there any lawsuits or is there pending litigation?  (These are found in documents such as 
PACER record, state court records, and in legal documents provided by the company)  

b. What is the current state of regulatory approval and filings? (Filings should be provided by the 
company)  

c. Is the company registered and able to do business in all locations?(These documents can be 
obtained by the Secretary of State in the respective business location) 
 

4) Industry specific legal and regulatory risk (healthcare) 
 

a. Is FDA approval required for the company to be successful?,(Evaluation of this should be 
offered by company’s legal counsel) 

b. At what stage is the company in the FDA approval process?  
 

5) Contractual risk 
 

a. What are the statuses of the contracts with key vendors? 
b. What are the statuses of the contracts with key customers?  
c. What are the statuses of contracts with key employees?  
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d. Are there any debt financing agreements on the table?  
 

6) IP Risk 
 

a. What are the statuses of the patents? (Docs filed with Patent Office) 
b. What are the statuses of the trademarks? (Docs filed with Trademark Office) 
c. What are the statuses of the copyrights? (Docs filed with the Register of Copyrights) 
d. Are the patents defined broadly or narrowly? (Docs filed with Patent and Trademark Office) 
e. What are the times to patent expirations? 
f. What are the statuses of the trade secrets? 

 
7) Industry Specific IP risk (healthcare) 

 
a. What type of patent does the company hold?  
b. Is there any confidential information?  (HIPPA Protected) (Doc describing IT, information 

segregation, encryption)  
c. Are there other protections on confidential information? (IT Related) (Docs describing IT, 

information segregation, encryption)  
 

G. Investor specific risks 

Company Failure Scenario 

 

1) What is the priority of the investment instrument in Bankruptcy?  
2) Am I expected to sign an NDA? 
3) Am I allowed run personal background check on Management/Founder/CEO? 
4) Does Management/Founders/CEO have zero skin in the game but expect(s) a market wage? 
5) Does the current CEO lack the “Passion, Presence, and Conviction” necessary to present well to other 

funding sources (yet still expects to be the CEO)? 
6) Would the CEO rather be CEO than to have his/her venture prosper under another’s leadership? 
11) Is my level of trust increasing with each interaction /meeting with this CEO & team? Is there too much 

capital needed from here to the planned Liquidity Event?  Am I being exposed to too much dilution and 
control by other individuals I’ve yet to meet 

12) Are there too many family members on the payroll?  (They will likely lose their jobs under a new 
owner? 
 

Successful Exit Scenario 

 

1) What dilution protection is available?  
2) Is there a right to participate in additional rounds? 
3) What is the liquidity preference?  
4) What are the registration rights?  
5) What types of participation in decision making/ voting rights are available?  
6) Are there Pre-existing agreements that might cloud the exit as in a right of first refusal by partners 
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Growing Concern Scenario 

 

1) What ability is there to force a sale?  
2) What ability is there to redeem capital?  
3) What ability is there to transfer shares?  

 

Successful Exit Characteristics 

 

1) Is it likely that the share’s value will not only correspond with company value but has the potential to 
outperform the company’s growth rate? 

2) Is growth stretched over too long of a time period? 
3) Subscribers, customers, users of said technology are looking for this type of technology or approaching 

customers doesn’t require an extensive amount of capital  
4) Customers are large companies as opposed to independent consumers  
5) Willingness to accept outside guidance, direction and changes 

 

Documents requested: 

 

Corporate Documents 

 

1. Articles of Incorporation  
2. Bylaws  
3. Minutes of Board of Directors, Committee, and Shareholder meetings (including actions by 

unanimous written consent, written notices or waivers thereof and all written materials provided 
to directors, since incorporation—from inception) 

4. Documents furnished to shareholders and directors over the last two years 
5. Executive Summary  
6. Pitch Info  
7. List of states or countries in which the Company has qualified to do business 
8. List of states or countries in which the Company has offices, employees, and a significant 

consumer or otherwise transacts business 
9. List of subsidiaries 

 

Securities Issuance 

 

10. Sample of stock certificates, warrants and options  
11. Copies of Shareholder agreements  
12. Stockholder information, including dates of issuance, number of outstanding shares and percent 

ownership (Capitalization Table)  
13. Detail of any outstanding preferred stock, including covenants  
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14. Detail of any outstanding options, warrants or convertible securities  
15. Information on stock option, stock purchase or other employee stock benefit programs  
16. Copy of prior and current term sheets  
17. Investor Questionnaires from prior and current round(s) 
18. Copies of Private Placemen memoranda, business plans, projection and other documents 

provided to previous investors in prior offerings 
19. Equity investment documents, including an preferred stock agreements, convertible debt 

agreements, etc. 
20. Founder’s Stock purchase agreements 

 

Financial Information 

 

21. Audited financial statements since inception of the company (including Income Statements, 
Balance Sheets, Statements of Cash Flow and Changes in Equity Position)  

22. Detail of accounting methods and practices  
23. Letters to and from any auditors 
24. Internal monthly or quarterly statements  
25. Budgets and financial projections  
26. Full Business Plan  
27. Accounts Receivable 
28. Accounts Payable   
29. Detail of pricing plans and policies  
30. A breakdown of revenue and gross margins by product line or service  
31. Analysis of any extraordinary income or expenses  
32. Analysis of any material write-downs or write-offs  
33. A summary of any bad debt experience  
34. Detail of any outstanding contingent liabilities   
35. Any reports from outside consultants or accountants on the Company’s financial condition  
36. Three month average burn rate compared to three month average burn rate last year this time  
37. Sources and Use of Funds from round with itemized costs  
38. Best/Worse case scenario with missed benchmarks factored in the financial analysis 
39. Documents listing all federal, state funding applied for by the Company  

 

Operations 

 

40. Documents of title for major assets 
41. Equipment purchase or lease agreements 
42. Loan agreements, lines of credit, promissory notes, guarantees etc. 
43. All documents purporting to create liens, mortgages, security interests, pledges, charges or other 

encumbrances on real or personal property owned by the Company 
44. Financing (UCC) statements filed 
45. Insurance, including litigation tendered to and accepted by insurance companies in defense, and 

title insurance policies 
46. Material contracts 
47. Standard forms of ordinary contracts 
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48. Summary of any government contracts; copied of standard form contracts 
49. Permits, licenses, franchises, certificates and consents 
50. Documents relating to possible environmental pollution including, without limitation, 

correspondence with governmental agencies and internal and consultant reports regarding same 
51. Real estate leases, contracts 
52. Distribution, OEM, Reseller and other similar agreement 

 

Tax Status 

 

53. Federal and state income tax returns for the last five years  
 

Contracts and Agreements 

 

54. List of Bank and non-Bank lenders  
55. Join Venture and partnership agreements  
56. License Agreements  
57. Purchase agreements  
58. Any additional agreements or contracts relevant to the business of the Company including 

contracts with suppliers, vendors and customers  
59. List of all current and prior law firms, accounting firms, and consultants  

 

Government Regulations 

 

60. Copies of any permits and licenses  
61. Copies of reports made to government agencies  
62. Detail of any enquiries made by any local, state or federal agencies including OSHA, EPA, EEO, 

SEC and CFTC  
 

Litigation 

 

63. List of all pending or threatened litigation relating to or arising out of the operation or 
management of the Company since incorporation, including, without limitation, parties, remedies 
sought, and nature of actions. (Actual pleading may be required after examination of list) 

64. Material documents and filings in above-mentioned litigation 
65. Attorney’s letters to auditors since incorporation 
66. List of, and principal documents relating to, all pending or threatened inquiries or investigations 

by governmental agencies, including, without limitation, tax authorities 
67. Any decrees, orders or judgments of courts or governmental agencies 
68. List of all current and prior law firms, accounting firms and other consultants 
69. Warrant and returns policy  
 



©	
  Dabney	
  Financial,	
  Inc.	
  	
  	
   CONFIDENTIAL	
  	
   	
  
May	
  not	
  be	
  copied	
  or	
  shared	
  without	
  the	
  express	
  permission	
  of	
  Dabney	
  Financial,	
  Inc.	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  14	
  |	
  P a g e 	
  May	
  not	
  be	
  copied	
  or	
  shared	
  without	
  the	
  express	
  permission	
  of	
  Dabney	
  Financial,	
  Inc.	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  14	
  |	
  P a g e 	
  

Marketing 

 

70. List competitors and details of market share  
71. List of major clients 
72. List of pending clients  
73. Analysis of pricing strategy  
74. Current brochures and marketing materials  
75. Sales commission structure  
76. Sales projections by product line  
77. Any pertinent marketing studies conducted by outside partners  
78. Complimentary goods and inputs 
79. Strengths and weaknesses of product 
80. Benchmark against nearest competitor 
81. Competition percentage of the market (include stage, market share, funding and strategic 

outlook) 
 

Directors, Management, and Personnel 

 

82. List of Company’s Directors  
83. Management organization chart and bios of senior personnel  
84. Detail of any labor disputes  
85. Detail of various employee compensation plans including pension, option, profit sharing, 

deferred compensation and retirement  
86. Detail of various management incentive plans including pension, options, profit sharing, deferred 

compensation, and any non-cash compensation  
87. Confidentiality Agreements with employees  
88. Consulting Agreements  
89. Relatives, spouses, friends working at Company 
90. List of salaries and bonuses, including accrued but unpaid salaries and bonuses for officers, 

directors, and key employees 
91. Management employment agreements 
92. Offer letters to employees 
93. Personnel policies and procedures manuals 
94. Pension and retirement plans 
95. Labor/collective bargaining agreements and details of labor organizing efforts 
96. Details of grievances, terminations, etc. 
97. Noncompetition agreements 
98. Employee confidentiality and invention assignment agreements 
99. All other material agreements with any employee, consultant or agent past or present 
100. List of employees and job descriptions with organization chart. 
101. Summaries of oral arguments or promises of future benefits 
 

INTELLECTUAL PROPERTY 
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102. Agreements between shareholders or employees of the Company and other former employers 
(including employment agreements, termination agreements, non-disclosure agreements, patent 
assignments, and correspondence relating to intellectual property matters) 

103. List of all foreign and domestic patents and patent applications held by the company 
104. List of any copyrights, trademarks, trade names or service marks. (Copies of applications may 

be requested in follow-up requests) 
105. Copies of all agreements for licensing of technology from third parties.  
106. Copies of all material agreements for licensing of Company technology to third parties, 

including cross licenses and all exclusive licenses whether or not otherwise material 
107. Summary of any claims of infringement or misappropriation of intellectual property rights, 

including relevant litigation documents, if any 
108. Documents pertaining to or describing the Company’s policies regarding trade secrets and 

proprietary information. 
109. Copies of all agreements under which the Company developed, acquired or divested any 

Intellectual Property 
110. List of all royalty or other payment obligations of the company to third parties for Intellectual 

Property 
111. Nondisclosure and confidentiality agreements 
112. List of persons to whom intellectual property has been disclosed and the date of disclosure   
113. Government grant agreements or other agreements for funding of research or development	
  

	
   	
  



©	
  Dabney	
  Financial,	
  Inc.	
  	
  	
   CONFIDENTIAL	
  	
   	
  
May	
  not	
  be	
  copied	
  or	
  shared	
  without	
  the	
  express	
  permission	
  of	
  Dabney	
  Financial,	
  Inc.	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  16	
  |	
  P a g e 	
  May	
  not	
  be	
  copied	
  or	
  shared	
  without	
  the	
  express	
  permission	
  of	
  Dabney	
  Financial,	
  Inc.	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  16	
  |	
  P a g e 	
  

	
  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Co
m
pa
ny
(S
pe

ci
fic
(R
isk

So
ur
ce
(D
oc
um

en
ts

Gr
ee
n(
(lo

w
(ri
sk
)

Ye
llo
w
((s
om

e(
ris
k/
m
iti
ga
ta
bl
e(
ris
k)

Re
d(
(h
ig
h(
ris
k)

Bl
ac
k(
(u
na
cc
ep

ta
bl
e)

Le
ga
l(a
nd

(R
eg
ul
at
or
y(
Ri
sk

La
w
su
its
(o
r(p

en
di
ng
(li
tig

at
io
n

PA
CE

R(
Re

co
rd
s,(
st
at
e(
co
ur
t(

re
co
rd
s,(
Le
ga
l(d
oc
um

en
ts
(

pr
ov
id
ed

(b
y(
th
e(
co
m
pa
ny

No
ne

(o
ut
st
an
di
ng

Aw
ar
en

es
s(o

f(r
isk

(o
f(m

in
or
(la
w
su
its
(o
r(

un
pa
id
(b
ut
(se

tt
le
d(
m
in
or
(li
tig

at
io
n

Cu
rr
en

tly
(su

bj
ec
t(t
o(
ac
tiv

e(
lit
ig
at
io
n(
cl
ai
m
s

Cu
rr
en

tly
(su

bj
ec
t(t
o(
la
rg
e(
ac
tiv

e(
lit
ig
at
io
n(
cl
ai
m
s

Re
gu
la
to
ry
(a
pp

ro
va
l(a
nd

(fi
lin
gs
((l
ist
(b
el
ow

)
Fi
lin
gs
(p
ro
vi
de

d(
by
(th

e(
co
m
pa
ny

Cu
rr
en

t

Re
gi
st
er
ed

(a
nd

(a
bl
e(
to
(d
o(
bu

sin
es
s(i
n(
al
l(l
oc
at
io
ns

Fi
lin
gs
(w
ith

(e
ac
h(
re
le
va
nt
((

Se
cr
et
ar
y(
of
(S
ta
te

Pr
op

er
ly
(fi
le
d(
do

cu
m
en

ts
(in
(

ev
er
y(
st
at
e

In
du

st
ry
(sp

ec
ifi
c(
le
ga
l(a
nd

(re
gu
la
to
ry
(ri
sk
(

(h
ea
lth

ca
re
)

FD
A(
ap
pr
ov
al
(re

qu
ire

d?
Ev
al
ua
tio

n(
of
fe
re
d(
by
(c
om

pa
ny
's(

le
ga
l(c
ou

ns
el

No
ye
s((
if(
m
ed

ic
al
(d
ev
ic
e)

ye
s((
if(
dr
ug
)

FD
A(
ap
pr
ov
al
(st
ag
e?

Co
m
m
un

ic
at
io
n(
be

tw
ee
n(

co
m
pa
ny
(a
nd

(F
DA

Cl
as
s(I
(d
ev
ic
e(
th
at
(h
as
(b
ee
n(

fil
ed

;(C
la
ss
(II
(d
ev
ic
e(
w
ith

(a
(

re
as
on

ab
le
(p
re
di
ca
te

Un
fil
ed

;(C
la
ss
(II
I(D

ev
ic
e;
(E
ar
ly
(

st
ag
e(
Dr
ug

Co
nt
ra
ct
ua
l(r
isk

Co
nt
ra
ct
s(w

ith
(K
ey
(v
en

do
rs

Co
nt
ra
ct
s(w

ith
(K
ey
(c
us
to
m
er
s

Co
nt
ra
ct
s(w

ith
(k
ey
(e
m
pl
oy
ee
s

Em
pl
oy
m
en

t(a
gr
ee
m
en

ts
;(a
ny
(

do
cu
m
en

ts
(u
se
d(
in
(e
m
pl
oy
m
en

t(
ne

go
tia

tio
ns

Em
pl
oy
ee
s(w

/(n
on

Qc
om

pe
tit
io
n(

an
d(
no

nQ
so
lic
ita

tio
n(
ag
re
em

en
ts

in
de

pe
nd

en
t(c
on

tr
ac
to
rs
(w
/(n

on
Q

di
sc
lo
su
re
(a
gr
ee
m
en

ts
,(I
nv
en

tio
n(

as
sig

nm
en

t(a
gr
ee
m
en

ts

In
de

pe
nd

en
t(c
on

tr
ac
to
rs
(w
/(

ve
ry
(fe

w
,(i
f(a
ny
,(a
ux
ili
ar
y(

co
nt
ra
ct
s

De
bt
(fi
na
nc
in
g(
ag
re
em

en
t

IP
(ri
sk

St
at
us
(o
f(p

at
en

ts
Do

cu
m
en

ts
(fi
le
d(
w
ith

(th
e(
Pa
te
nt
(

an
d(
Tr
ad
em

ar
k(
O
ffi
ce

Pa
te
nt
(h
as
(b
ee
n(
iss
ue

d
Pa
te
nt
(h
as
(b
ee
n(
fil
ed

(b
ut
(n
ot
(g
ra
nt
ed

No
(p
at
en

t;(
ap
pl
ic
at
io
n(
ha
s(

al
re
ad
y(
be

en
(p
at
en

te
d(
in
(

an
ot
he

r(c
ou

nt
ry

A(
co
m
pe

tit
or
(h
as
(a
lre

ad
y(
pa
te
nt
ed

(a
(c
or
e(

el
em

en
t

St
at
us
(o
f(T

ra
de

m
ar
ks

Do
cu
m
en

ts
(fi
le
d(
w
ith

(th
e(
Pa
te
nt
(

an
d(
Tr
ad
em

ar
k(
O
ffi
ce

Re
gi
st
ra
tio

n(
w
ith

(th
e(
US

PT
O
;(

Co
ns
id
er
ed

(a
n(
"in

he
re
nt
ly
(

di
st
in
ct
iv
e(
m
ar
k"
(a
nd

(h
as
(b
ee
n(

us
ed

(in
(in
te
rs
ta
te
(c
om

m
er
ce
;(I
f(

"d
es
cr
ip
tiv

e(
m
ar
k,
"(h

as
(b
ee
n(

us
ed

(in
(c
om

m
er
ce
(a
nd

(h
as
(

de
ve
lo
pe

d(
a(
se
co
nd

ar
y(
m
ea
ni
ng

If(
"d
es
cr
ip
tiv

e(
m
ar
k,
"(h

as
(b
ee
n(
us
ed

(in
(

co
m
m
er
ce
(b
ut
(h
as
n'
t(d

ev
el
op

ed
(a
(

se
co
nd

ar
y(
m
ea
ni
ng

Ha
sn
't(
be

en
(u
se
d(
in
(

co
m
m
er
ce
,(i
sn
't(
re
gi
st
er
ed

(
w
ith

(st
at
e(
or
(fe

de
ra
l(P
TO

,(v
er
y(

sim
ila
r(t
o(
ex
ta
nt
(tr
ad
em

ar
ks

St
at
us
(o
f(c
op

yr
ig
ht
s

Do
cu
m
en

ts
(fi
le
d(
w
ith

(th
e(

Re
gi
st
er
(o
f(C

op
yr
ig
ht
s

Co
py
rig

ht
ed

(w
or
ks
(m

ad
e(
by
(

co
nt
ra
ct
ed

(e
m
pl
oy
ee
s(w

ho
(

di
dn

't(
sp
ec
ifi
ca
lly
(c
ed

e(
th
ei
r(

in
te
re
st
(in
(th

e(
w
or
k

Na
rr
ow

ne
ss
/(b

ro
ad
ne

ss
(o
f(p

at
en

t
Do

cu
m
en

ts
(fi
le
d(
w
ith

(th
e(
Pa
te
nt
(

an
d(
Tr
ad
em

ar
k(
O
ffi
ce

Cl
ai
m
s(a

re
(d
iff
er
en

tia
te
d(
bo

th
(in
(

sc
op

e(
an
d(
cl
as
s(

Ve
ry
(b
ro
ad
(p
at
en

t(c
la
im

s
Ti
m
e(
to
(p
at
en

t(e
xp
ira

tio
n

>(
5(
ye
ar
s(t
ill
(e
xp
ira

tio
n

2Q
5(
ye
ar
s(t
ill
(e
xp
ira

tio
n

<(
2(
ye
ar
s(t
ill
(e
xp
ira

tio
n

Tr
ad
e(
Se
cr
et
s?

Fu
lly
(im

pl
em

en
te
d(
tr
ad
e(
se
cr
et
(

po
lic
y

Ha
ve
(id
en

tif
ie
d(
tr
ad
e(
se
cr
et
s(a

nd
(h
av
en

't(
ex
po

se
d(
th
em

(to
(o
ut
sid

er
s,(
bu

t(d
on

’t(
ha
ve
(

a(
co
m
pr
eh

en
siv

e(
pr
ot
ec
tio

n(
pl
an

Ha
ve
n'
t(e

va
lu
at
ed

(w
he

th
er
(

an
y(
of
(th

e(
co
m
pa
ny
's(
IP
(w
ou

ld
(

fa
ll(
un

de
r(t
ra
de

(se
cr
et
(

pr
ot
ec
tio

n

Ha
ve
n'
t(i
m
pl
em

en
te
d(
tr
ad
e(
se
cr
et
(p
ro
te
ct
io
ns
(

an
d(
ha
ve
(e
xp
os
ed

(tr
ad
e(
se
cr
et
s(b

ey
on

d(
a(
po

in
t(

w
he

re
(p
ro
te
ct
io
n(
co
ul
d(
be

(e
xp
ec
te
d



©	
  Dabney	
  Financial,	
  Inc.	
  	
  	
   CONFIDENTIAL	
  	
   	
  
May	
  not	
  be	
  copied	
  or	
  shared	
  without	
  the	
  express	
  permission	
  of	
  Dabney	
  Financial,	
  Inc.	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  17	
  |	
  P a g e 	
  May	
  not	
  be	
  copied	
  or	
  shared	
  without	
  the	
  express	
  permission	
  of	
  Dabney	
  Financial,	
  Inc.	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  17	
  |	
  P a g e 	
  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

In
du

st
ry
)s
pe

ci
fic
)IP
)ri
sk
)(h

ea
lth

ca
re
)

Ty
pe

)o
f)p

at
en

t
D
es
ig
n)
or
)u
til
ity

)p
at
en

t
pr
ov
is
io
na
l)p
at
en

t
N
o)
pa
te
nt

Co
nf
id
en

tia
l)I
nf
or
m
at
io
n)
(H
IP
AA

)p
ro
te
ct
ed

)

D
oc
um

en
ts
)d
es
cr
ib
in
g)
IT
,)

in
fo
rm

at
io
n)
se
gr
eg
at
io
n,
)

en
cr
yp
tio

n

Pr
ot
ec
tio

ns
)o
n)
Co

nf
id
en

tia
l)I
nf
or
m
at
io
n)
(IT

)
re
la
te
d)

D
oc
um

en
ts
)d
es
cr
ib
in
g)
IT
,)

in
fo
rm

at
io
n)
se
gr
eg
at
io
n,
)

en
cr
yp
tio

n

In
ve
st
or
)S
pe

ci
fic
)R
is
k

So
ur
ce
)D
oc
um

en
ts

G
re
en

)(i
nv
es
to
r)F

av
or
ab
le
)

Ye
llo
w
)(n

eu
tr
al
)

Re
d)
(c
om

pa
ny
)fa
vo
ra
bl
e)

Bl
ac
k)
(u
na
cc
ep

ta
bl
e)

Co
m
pa
ny
)F
ai
lu
re
)S
ce
na
rio

Pr
io
rit
y)
of
)in
st
ru
m
en

t)i
n)
Ba

nk
ru
pc
y

Te
rm

)S
he

et
Co

nv
er
tib

le
)p
re
fe
rr
ed

)n
ot
e

D
eb

t)o
r)P

re
fe
rr
ed

)e
qu

ity
Co

m
m
on

)E
qu

ity
Su
bo

rd
in
at
e)
de

bt
)w
ith

ou
t)e

qu
ity

)u
ps
id
e

Su
cc
es
sf
ul
)E
xi
t)S

ce
na
rio

D
ilu
tio

n)
pr
ot
ec
tio

n
Te
rm

)S
he

et
Fu
ll)
Ra

tc
he

t)A
nt
id
ilu
tio

n
W
ei
gh
te
d)
Av

er
ag
e)
An

tid
ilu
tio

n
En

tr
ep

re
ne

ur
/C
om

pa
ny
)is
)n
on

N
di
lu
ta
bl
e

Co
m
pa
ny
)a
nd

)e
ar
lie
r)i
nv
es
to
rs
)a
re
)n
on

Nd
ilu
ta
bl
e

Ri
gh
t)t
o)
pa
rt
ic
ip
at
e)
in
)a
dd

iti
on

al
)ro

un
ds

Te
rm

)S
he

et
;)C

er
tif
ic
at
e)
of
)

In
co
rp
or
at
io
n

Su
pe

r)p
ro
Nr
at
a)
pa
rt
ic
ip
at
io
n)

rig
ht

Pr
oN
ra
ta
)p
ar
tic
ip
at
io
n)
rig

ht
N
o)
pa
rt
ic
ip
at
io
n)
rig

ht
s

Li
qu

id
ity

)p
re
fe
re
nc
e

Te
rm

)S
he

et
;)C

er
tif
ic
at
e)
of
)

In
co
rp
or
at
io
n

Pa
rt
ic
ip
at
in
g)
pr
ef
er
re
d)
st
oc
k

no
np

ar
tic
ip
at
in
g)
pr
ef
er
re
d)

st
oc
k;
)C
om

pa
ny
)re

ta
in
s)
ca
ll)

rig
ht
s

Re
gi
st
ra
tio

n)
Ri
gh
ts

Te
rm

)S
he

et
;)C

er
tif
ic
at
e)
of
)

In
co
rp
or
at
io
n

D
em

an
d)
Ri
gh
ts
)b
eg
in
ni
ng
)w
ith

in
)

2)
ye
ar
s;
)P
ig
gy
Nb
ac
k)
rig

ht
s

Pi
gg
yN
ba
ck
)ri
gh
ts

N
o)
re
gi
st
ra
tio

n)
rig

ht
s

Pa
rt
ic
ip
at
io
n)
in
)d
ec
is
io
n)
m
ak
in
g/
)v
ot
in
g)
rig

ht
s

Te
rm

)S
he

et
;)C

er
tif
ic
at
e)
of
)

In
co
rp
or
at
io
n

Vo
tin

g)
pr
ef
er
re
d)
sh
ar
es
;)

ex
cl
us
iv
e)
co
nt
ro
l)o
ve
r)s
om

e)
nu

m
be

r)o
f)b

oa
rd
)s
ea
ts
;)c
la
ss
)

ve
to
)p
ow

er
)o
ve
r)s
om

e)
ty
pe

s)
of
)

am
en

dm
en

ts
vo
tin

g)
pr
ef
er
re
d)
sh
ar
es
)w
/)
no

)d
om

ai
ns
)o
f)

ex
cl
us
iv
e)
co
nt
ro
l

no
nN
vo
tin

g)
pr
ef
er
re
d)
sh
ar
es

G
oi
ng
)C
on

ce
rn
)S
ce
na
rio

Ab
ili
ty
)to

)fo
rc
e)
sa
le

Te
rm

)S
he

et
Ab

ili
ty
)to

)fo
rc
e)
au
ct
io
n)
sa
le

2/
3)
vo
tin

g)
sh
ar
es
)re

qu
ire

d)
to
)

ap
pr
ov
e)
an
y)
sa
le

Ab
ili
ty
)to

)re
de

em
)c
ap
ita

l
Te
rm

)S
he

et
M
an
da
to
ry
)re

de
m
pt
io
n

2N
4)
ye
ar
)tr
an
ch
e)
re
de

m
pt
io
n)
op

tio
n)
af
te
r)

5)
ye
ar
s)
at
)s
m
al
l)p
re
m
iu
m

Tr
an
ch
ed

)re
de

m
pt
io
n)
af
te
r)7

N
10
)y
ea
rs

N
o)
re
de

m
pt
io
n)
op

tio
n

Ab
ili
ty
)to

)tr
an
sf
er
)s
ha
re
s

Sh
ar
e)
pu

rc
ha
se
)a
gr
ee
m
en

t;
Co

Ns
al
e)
ag
re
em

en
t

Bu
yN
Se
ll)
Ag

re
em

en
t)(
de

pe
nd

in
g)
on

)te
rm

s)
Ri
gh
t)o

f)F
irs
t)R

ef
us
al

Pa
rt
ic
ip
at
io
n)
in
)d
ec
is
io
n)
m
ak
in
g/
)v
ot
in
g)
rig

ht
s

Te
rm

)S
he

et

D
oe

s)
co
m
pa
ny
)h
av
e)
se
co
nd

)
cl
as
s)
of
)n
on

Ne
qu

ity
)v
ot
in
g)

sh
ar
es
?



©	
  Dabney	
  Financial,	
  Inc.	
  	
  	
   CONFIDENTIAL	
  	
   	
  
May	
  not	
  be	
  copied	
  or	
  shared	
  without	
  the	
  express	
  permission	
  of	
  Dabney	
  Financial,	
  Inc.	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  18	
  |	
  P a g e 	
  May	
  not	
  be	
  copied	
  or	
  shared	
  without	
  the	
  express	
  permission	
  of	
  Dabney	
  Financial,	
  Inc.	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  18	
  |	
  P a g e 	
  

 

 

I. Introduction 

Due diligence is used to avoid costly investment mistakes, minimize risk, choose investments for committee 
approval, and facilitate negotiations with entrepreneurs/founders. The value of conducting due diligence 
positively correlates to investment returns. 1  A Kauffman Foundation study based on the number of hours 
spent on due diligence prior to investing suggests the importance of conducting due diligence (Graphic A). 
Angel investors may not have the time, inclination or resources to perform sufficient due diligence for the 
purposes of reducing investment risk.  This handbook is a tool kit for conducting due diligence efficiently 
and thoroughly to the benefit of those angel investors considering companies wishing to be included in the 
new healthcare portal by Dabney Financial, Inc.  

 

 

 

Due diligence is an attempt to mitigate the risks associated with investing generally, in private companies, 
and for the purposes of this tool kit, companies in early- to mid-growth stage in the medical and healthcare 
arenas. Though not exhaustive, below is a list of risks associated with private investment in medical 
companies: 2 

Regulatory risk:  FDA approval, length of time to approval.  
Funding risk:  Timeline to next funding; funding requirements to FDA approval 
Liquidity risk:  Risk to return of shareholder capital: IPO market, Pharma industry 
Execution risk:  Management mistakes; recruitment and personnel issues 
Reimbursement risk: Reimbursement codes from Medicare are not obtainable 
Idiosyncratic risk: Negative individual patient results 
Unknown risks:  Political changes, global circumstances 
 
 

	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  
1	
  (Kauffman,	
  2015)	
  
2	
  (Forbes,	
  2011)	
  

Graphic A: The Impact of Time in Due Diligence	
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While the above risks cannot generally be reduced by conducting due diligence, many other risks associated 
with private equity investments can be mitigated with proper due diligence. They generally include those 
risks that are discernible through research and document review: 

Management:  Verification of credentials (degree verification, credit scores, addresses) 
Market:   Current industry market conditions  
Model:   Review of business model proffered 
Financials:  Do the numbers add up both historically and projected 
Money:   Money on hand; burn rate; cash necessary to next round 

 

II. The Due Diligence Report. 

A due diligence report is the best efforts of a due diligence team to 
identify (and thereby minimize) risk and summarize opportunity for a 
qualified investor, termed “accredited investor” by SEC rules, which are 
defined by Regulation D (or “reg D”). 3  If an investor is accredited, and 
interested in early stage investment, they are likely to have some 
experience regarding investment in general. Angel investing, or 
investing in higher risk/higher yield private entities directly, using one’s 
own funds, usually follows a traditional investment history, where yield 
correlates with risk.  

Note of caution: Unless retained as an expert in your field, a due 
diligence report done for a third party investor or investors is not the 
following: 

1. Your opinion 
2. War and Peace 
3. Conclusive 

Often in due diligence it is more important to identify the questions than the answers.  This paper will give 
you a framework to use in analyzing companies, questions to ask and hints on methods to use for gathering 
and analyzing information.  

 
A. Format: All due diligence starts with a business plan review and ends with a final report for investors.  

The format for the final due diligence report should be as follows: 
 
1. Cover page 
2. Table of contents 
3. One or two-page executive summary with visual metrics in a chart on all subjects (Exhibit D) 
4. Larger discussion of each section of the due diligence completed 
5. Discussion of that which was not done; alerts to investors about risks, both known and unknown 
6. Addendums with charts for documents acquired and reviewed 
7. Footnotes and sources used for the due diligence 

 
	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  
3	
  (U.S.	
  Government	
  Publishing	
  Office,	
  2015)	
  

No	
  two	
  due	
  diligence	
  reports	
  
will	
  require	
  the	
  same	
  exact	
  
methodology.	
  Therefore,	
  this	
  
DD	
  “toolkit”	
  is	
  a	
  framework	
  
for	
  companies	
  presented	
  as	
  
having	
  gone	
  through	
  this	
  
independent	
  process	
  as	
  a	
  
condition	
  for	
  being	
  accepted	
  
for	
  inclusion	
  in	
  an	
  on-­‐line	
  
funding	
  portal	
  for	
  mid-­‐stage	
  
healthcare	
  companies	
  
through	
  Dabney	
  Financial,	
  Inc.	
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B. Components: There are four general components of due diligence for post revenue startups, generally 
done in the following order:  
 
1. Market and Competitive Analysis: Due diligence should determine the business environment and 

competitive landscape for the product or service being offered by the target company. Many times 
this analysis is the most important. Without a market, there is no exit and no return on investment. 
(However, there may be room to create a market) 
 

2. Company financial analysis: The company-provided financials, including timelines and 
assumptions, are analyzed. If the figures do not convey confidence that the company has made 
correct assumptions the investment will either fail, or worse, it will linger (what many in the industry 
call “dead deals walking” because they don’t thrive). Financials not only verify information, they 
provide a basis for valuing a company. Everything is a negotiation. Every round. With every 
investor.  
 

3. Management and Founder Analysis: A clear summary of the participants past, current and future 
is integral to allowing the investor to determine, in his or her own opinion, if the current team can 
take the investment to an exit. It can indicate what further expertise is required or may be lacking.  
 

4. Document Review and Legal Analysis:  Critical for the lawyer in each of us is to review, verify, 
and research all documents signed and executed by the company, as well as those documents that 
should be in the files, and those that were signed and have expired.  Keeping track of everything that 
you do during the due diligence process is integral to the integrity of the final product and will be 
included in the report. Though somewhat pedantic, this due diligence workbook includes 
explanations for the manner in which those requests, interviews and document reviews are kept, 
including examples of methods for inclusion in the final report.  

 
II. Due Diligence Process: 

 
A. Market and Competitive Analysis 

 
1. Business Plan/Presentation Review 

Read all presentation materials and the business plan for statements made by management. All 
marketing, management and financial assumptions should derive from the business plan, so start by 
giving it a thorough read. 

• Highlight all assertions made. 
• Follow up and verify all footnotes are provided.  
• Request backup for every important claim made. 
• To save time, require the management to provide this backup. They made the claim. Do not 

waste your time looking up resources where the basis was not supplied.  
• Indicate in your copy of the business plan where back-up was not obtained or provided. 
• In reviewing the footnotes, indicate where a reading of the back-up was cherry picked or 

incorrectly applied to the assertions made.  
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2. Market Analysis 

a. Market opportunity. This might be the most important single piece of research to get right. 
It can also provide a quick go/no go moment if the market is not sufficiently large enough to 
coincide with the risk of investment. For example, a company may have a great solution for 
its customer’s problems, but there are only 10,000 potential customers worldwide that need 
the product.  This may be OK if the product is a big-ticket item (like an airplane) but if each 
product only net’s the company $10 and each customer only uses ten per year, that means 
each customer is worth $100 and the potential market size is only $1,000,000 ($100 x 10,000 
customers), a very small market. 

 
An investment may also be a no-go if the market analysis cannot corroborate a demonstrated 
need for the product among the potential customers and a basis on which the company will 
compete. 

 
Here are some questions to determine whether there is a significant market opportunity for 
this product.  

 
• What is the need? What is the customer problem being solved?  
• Who has the need? How compelling is their need? Who is the target buyer?  
• How does the product meet the need? How is this product better and different from its 

competitors?  Is the company competing on price? Features? Performance?  How are 
potential customers meeting the need today? 

 
b. Validation of Market Opportunity Research needs to answer the following questions:  
 
• What: Does the customer need really exist? Does the company have data to prove this? 

How good is their data?  
• Who: Are there enough customers? Is there at least $1billion being spent today in this 

sector? How has the company sized the market? Do we agree? Can we size it ourselves? 
How difficult are the buyers to find and sell to?  

• How: What competition is out there - either real today or potential competition? Does the 
company know their competitors? Have they made an evaluation of, and can they articulate, 
their competitive advantage? 4 

 
3. Competition.   

Identify the company’s competitive advantage. Validate the company’s competitive advantage.  Is 
the company competing on price (cost) or differentiation, or both? It should be clear which strategy 
the company is pursuing from its presentation and 
business plan.  

The goal is to identify not only the immediate 
competitors, but the competitive environment.  
Understanding the competitive environment 
requires knowing not only the competitive 
companies, but also how they are competing.  Do some sell on price? Quality? Features (“superior 

	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  
4	
  (Seeds,	
  2009)	
  

SpermCheck® offers home male fertility test 
products that discreetly and accurately indicate 
if a man's sperm are healthy for reproduction. 
What is SpermCheck’s competitive advantage? 
Competitive environment? Differentiation? 
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breathability” is a Band-Aid claim, others include cartoon characters or waterproof adhesives). Do 
some garner market share by manufacturing the store brands? Do some make larger quantity deals 
with hospitals?  Are there alternatives to bandages for wound care (i.e. sprays/liquids)?  Are there 
technologies that threaten to displace the current technology (is there an app for that?)?  Are any of 
the competing products protected by patents or other intellectual property?  Is the competitive 
product sold through distributors?  Are there any controlling laws, or licenses or approvals required 
to enter the market? 
 
Competition is against the landscape that the target company will compete.  Does the company have 
a strategy that directly addresses the question: why will a customer choose our product over our 
competitor’s?   
 
Furthermore, and often more important, how does the company plan to reach that customer?  By 
asking this question, we cross the line into marketing and selling, but marketing and selling 
strategies derive directly from understanding the competitive landscape and are vital to each 
company’s go-to-market plan. 
 
Here are some tips and techniques for researching the 
competitive environment: 
 
• Competitive market analysis is an art, not a 

science. 
• Be creative with search terms, follow co-branded 

industries; develop your own sense of the market 
and strategies for verifying the environment for 
the product/device.  

• Review and verify management’s assertions as to its market then find markets that may affect the 
competitive environment.  

• Once you’ve determined the space, or spaces as the case may be, that the company will compete 
in, call industry leaders and request an expert. For instance, the closest university may have an 
expert in the field at hand. Check LinkedIn at your own alma mater to find credible industry 
experts, including but not limited to those that invest at the next level through funds. Try to get 
opinions both positive and negative to allow the investor to choose which statistic they believe, 
and to mitigate your risk of becoming biased. 

• Interview medical personnel as to the value of the concept or their perception of the industry and 
trends.  

• Interview buyers, users, and the individual(s) responsible for purchasing the product for an 
organization.  

• Provide an industry competitors’ features analysis grid (Graphic B). 
 

  

Search for similar products or needs.  For 
example, search for “male infertility” and 
“at-home diagnostics.” Use Google Scholar 
to find research articles on new and existing 
technologies in the pipeline for this market. 
Sometimes barriers to success are simply 
educating the market to an entirely new 
technology, making SpermCheck a marketing 
play first.  
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Graphic B: Vidrunner Features Competitive Analysis Matrix 

 

 

Here a few methods for scanning the market during the due diligence time frame to collect information 
(using at-home diagnostic SpermCheck® as an example): 

Google Alerts: For information on the market, set up several Google Alerts for daily delivery to your Gmail.  

• Terms: 
• The name of the product or device  (“SpermCheck”) 
• Industry buzz words (e.g. home diagnostic tests; male infertility; sperm count) 
• Words or phrases with co-located with the competition (e.g. E.P.T.) 
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Graphic C: Setting up a Google Alert for Terms “Sperm Chek” and “SpermCheck”

 

Ngram Viewer: For products reliant on interest in the subject, use Google’s Ngram Viewer.  

Using “sperm count” on Ngram reveals the following changes in books and periodicals discussing the 
term (Graphic E).  

Graphic D: Ngram Viewer Results for “sperm count” 

 

 

Website Usage:  Google the name of the company and the industry and determine website traffic to 
sites like WebMD or others that may have statistics indicating how many people over a period of 
relevant time (last 3 years perhaps) have “Googled” male infertility. How big a subject is it? Review 
any and all articles written for freshness, paid articles and other areas where the indications might be 
that current information for online marketing is not up-to-date.  
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Graphic E: Using Google Alert - Stale interview 

 

B. Company Financial Analysis:  Company financial analysis derives from the following: 
 
• QuickBooks file 
• Tax Returns 
• Business plan financials (income statement, balance sheet, 

cash flow statement) 
• Financial statements (presented at board meetings/sent to 

investors periodically) 
• Forward-looking budgets 

 
After obtaining the above documents, perform basic financial 
analysis: 

 
• Cash-flow analysis (static, historically, next 12 month 

projected vs burn rate). Is cash from a debt or equity raise?  
• Income statement (for startups/early stage companies, a 12-month trended monthly presentation 

of the income statement is ideal).  
• Balance Sheet analysis 
• Cap table analysis 

Next, graph the above information that looks interesting. For instance, graph major line items such as 
revenue, gross income, operating costs, and operating income, if any. When the business has no income, 
developing a trend of burning cash will determine how it is burning cash, and how long it has until it 
runs out. It will also provide the basis for a determination if the forward-looking budget, which 
underpins the need for the cash being raised, is realistic based on past performance.  

• Develop percentages for categories, look at trends over quarters and years, high light large changes. 

It is in its forensic analysis 
of the thinking behind the 
model where an early-stage 
investor really gets a feel for 
how the founder thinks and 
how he/she wants to direct 
the company in the near 
future. Next, it is in how 
his/her cash will be used 
efficiently to accomplish the 
mutually agreed goals. 
(Eduardo, 2012)	
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• Look at revenue, profit/loss, and burn rate: by year, quarter, and by month.  

• Review all the financials presented at each shareholder and board meeting and compare to the 
information you’ve been given.  

• For a certain number of shareholders, do the capital accounts of funds paid in as equity agree with 
the cap table in QuickBooks and that which is given to the DD team? 

• Review the company’s intended “Sources and Uses of Funds” from the business plan against how 
funds have been spent thus far. Are they aligned historically? Were the funds be used to take the 
company in an entirely new direction, or the original proposed direction? 

• Determine the last three-month average current burn rate and compare it to the past year’s average 
monthly burn rate. Provide a graph indicating the trajectory of the latter.  

Funds: 

• Request a Sources and Uses of Funds for the upcoming round. 

• Request a forward looking Excel spreadsheet with the historical data previously obtained but now 
with the intention going forward. A “best guess” scenario by the founders.  

• Verify and extrapolate if their numbers align with the intended uses of funds and if the math actually 
backs that up.  

• Calculate the next year going forward’s average burn rate from the extrapolated numbers provided in 
the 2nd Excel spreadsheet. Determine if the trajectory matches the funds to be taken in.  

• Indicate the top three reasons for the change. 

• Based on a 100% raise in the time period allotted plus the funds currently in the bank account at the 
moment the due diligence report is almost finished, determine how many months the current raise 
will last if all management/founder assumptions for this raise come to fruition.  

• Plot the above by month.  

• Recreate a worst case scenario if the funds are raised, but certain events do not occur. Show any 
effect on timelines; consequences of extending them and therefore. Project best and worst case 
scenario (timing, and amount if possible) on next raise, or future raises affecting exit.  
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Table A: Cap Table – PathSensors, Inc. (provided by company) 

Table 2 may be more easily followed by investors. Unfortunately, both Table 1 and Table 2 lack dates above 
the rounds and indications of where a check was written, or if shares were issued to the investor for some other 
reason.  Table 2 cap table indicates that J. Pallag participated in each of these first three rounds, including 
founders’ shares. 5   
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  (Kauffman	
  Foundation,	
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Table B: Cap Table: Luka Bloom (by financing rounds) 6 
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C. Founders, Management and Board Analysis:  

The single most important part of a successful company is its founders and management (may be the same 
people).  They are the ones that should have the experience to understand their market and how to compete.  
They are the ones that are responsible for executing the strategies and business plan to make the company a 
success.   

We are looking for good character, veracity, subject matter expertise, a willingness to learn or bring in 
others when required to succeed, and the skill set required to run and grow a company (which is different 
from the skill set required to create the product).  

Like other parts of due diligence, there is some art involved in assessing management and sniffing out BS.  
Here are some tips and techniques: 

1. Background Verification: 

Interviews:  Interviews (for anything from customers, to board members, management team, purchasers 
and experts) are important.  Use a grid (Graphic F) to keep track of meetings and interviews. 

 

Graphic F: Example: Interview Grid for DD Report 
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Resumes: Request resumes and/or CVs on all management, and if a small company, all personnel. CVs 
provide a chronological indication as well as jobs and may help to determine multiple moves between 
companies and to different addresses.  

Education verification: If the investment looks imminent, the final part should be to request that all 
college transcripts that are relevant to the future of the investment be requested to be sent by each 
individual from their institution (just like for a security position). For instance, if indicating a degree in 
CS from MIT and the product is a medical device requiring no coding, it may not be entirely necessary 
to get more than the CV.?  

Google: Just Google the names, home addresses, spouse’s name, and Zillow for value and ownership of 
homes. Do not include this in the DD report, but keep it for back-up and for indicating any issues that 
may arise from these searches.  

Security Check: If the founders or management intend to sell to a government market or any market 
requiring security clearances for personnel and the company, a thorough background check through a 
reputable service should be performed and the summary included in the DD report.  

Ancestry: If there appears to be no good information (individuals have somehow achieved a way to 
mask regularly available online information on them), join Ancestry.com for a month and put in their 
names and dates of birth, known locations lived and perhaps family members (particularly parents) and 
build a mini tree. Ancestry is an unknown but amazing resource for individual research as it has 
addresses, criminal records, telephone numbers, children and parents.  

 

2. Social Networking Analysis:  Below are some ideas for assessing social media as it relates to the 
company: 

 

 Table C: Social Networking Analysis 

Accounts Check using  
Twitter accounts 
(personal & 
professional) 

a. Employees 
b. Company 
c. Management 

Determine all the twitter accounts. 
Review the postings, who they belong to 
by going to each of the accounts and 
following them. Ask them to follow you 
also. Company comments, ill-advised 
comments, negative commentaries, are 
red flags. Review their history. If twitter 
followers matter to the investment, 
use/request management to sign up for 
twittercounter or twitteraudit and have 
weekly stats of users, and verified 
accounts sent to your email. Request 
management get an archive and send it to 
you for review.  
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Facebook pages 
a. Employees 
b. Company 
c. Management 

 

If FB figures into the investment analysis, 
and the company has a FB page, request 
weekly stats on the company page. FB 
Insights provide information about a 
Page's performance and are available after 
at least 30 people like a Page. Historical 
stats are available using Insights.  

 
 

YouTube/Vimeo Video 
a. Employees 
b. Company 
c. Management 

If a website has a YouTube or Vimeo 
video embedded on the homepage, click 
to “Watch on YouTube.”  If the video is 
public, both YouTube and Vimeo will 
show the view counts. Also check the 
upload date to estimate how many people 
view it per month. 7 

 

 
 

Blogs: 
a. Employees 
b. Company 
c. Management 

Gauge the popularity of a blog: look at 
how many comments it gets per post. 
…..an average of 1 out of every 200 
readers leaves a comment. So a post with 
20 non-Nicholas comments was viewed 
about 4,000 times. This changes with 
every post and every blog, but again, it 
gives you a general idea. Immediately 
after you comment on a WordPress blog, 
your browser redirects you to where your 
comment will show up. If you look at the 
URL, you’ll see something that looks like 
this (see graphic). The second half of the 
URL tells you that you left the 
108,656th comment on IncomeDiary.com. 
This number includes spam comments. 
Assume that 75-90% of the comments are 
spam and you can get an idea of how 
many comments a site has had since day 
one. 8 
 

 

 

Website(s) 
 

Google Trends for Websites is another 
tool that’s similar to Alexa and Compete, 
except, it’s a Google tool, so it’s more 
accurate. 9 

 

LinkedIn Review and printout each persons’ 
LinkedIn and determine intersections of 
people, if the LinkedIn matches the 
resume, if the connections in the target 
market industry are extensive or limited, 
and any other determination.  

 

 

       

  
	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  
7	
  (How	
  Much	
  Traffic	
  Websites	
  Get,	
  2015)	
  
8	
  (How	
  Much	
  Traffic	
  Websites	
  Get,	
  2015)	
  
9	
  (How	
  Much	
  Traffic	
  Websites	
  Get,	
  2015)	
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3. Relationship Analysis. Probably one of the most undervalued due diligence tricks to determine how 
a company is run, uses and used its previous raises, and who holds the deciding votes (or negative 
votes) for future decisions. Many turned over rocks in this area can reveal historical issues that 
boards try to minimize when the company is in need of funds and the board’s own shares and 
investment are at risk.  

Request a tranche formatted cap table, as well as a regular cap table. A tranche-formatted cap table 
lists investors by the date of the raise, indicating quickly and visually which investors joined new 
rounds, showing support, or lack thereof for various rounds. 
 
• How many investors are there and when did each first become investors (date and size).  
• How many shareholders paid for their shares? How many shares were given to shareholders? For 

what reason(s)? 
• A running cap table provides the most easily visible method for determining the life of each 

round.  

Cap Tables: Table A (page 13) was provided by the CEO of PathSensors, Inc., prior to a 2015 
round. It indicates shareholders’ percentage ownership. However, it lacks several key pieces of 
information necessary to provide potential investors with a potentially interesting historical 
understanding of the company.  

• True ownership percentages versus influence 
• Which shareholders and/or board members were given shares, rather then writing a check 
• Which shareholders participated in each round 

Using the spreadsheet information from the document review and analysis of signatures (outlined in 
the next section), build your own cap table, separate from the one in the business plan. You can 
either attempt this, or go back and verify that the documents actually signed and executed by both 
parties match with the provided cap table.  

Regardless of what is provided, develop a detailed cap table by tranche, such as that in Table B 
(page 14), permitting investors to easily see the progress and results of raises.  

Relationship Influence Analysis: In order to determine outsized voting influence among 
shareholders, the relationship between the tax ID entities is important to unravel. Essentially, how do 
these people know each other? Who introduced them? Are any related to each other or to people 
who work at the firm? Request relationship intersections from management (how people met each 
other) and map them in a grid (see Graphic K for an example).  

Negative Covenants: Another way to determine outsized influence is to determine if any board 
member enjoys negative covenants such as rights of refusal for decisions made by the board (such as 
hiring anyone with a salary over a certain amount, or having prior approval for any new financing 
rounds or dilution requests).   

Side Letters: Side letters are agreements in writing that CEOs are permitted to bind the company to 
without anyone else’s knowledge. Many are agreements to provide reimbursement for costs for a 
particular board member, or to pay the legal fees in a round for one investor who won’t invest unless 
the company agrees to this. There are many other types of side letters but suffice it to say they are 
similar to the CEOs right to bind its company to a vendor contract. It is important to finish due 
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diligence with a request that all board members, advisory positions, founders and management 
indicate in writing that there are no known side letter agreements with anyone. Determine if there 
were previous side letters/agreements that are no longer in effect.  

 
Again, and for emphasis, determine if any of the shareholders received stock without writing a 
check. And, how much and why. 
  
Request that each board member, founder, management and shareholder sign an agreement saying 
there are no side deals, no side “letters” made with anyone at the company for anything not already 
specified in the documents provided. Due diligence is about what has been done and is verifiable, 
and requesting written agreement that there has been nothing overlooked by the company’s due 
diligence team, to the best of managements’ knowledge (think estoppels in real estate financings).  

 
D. Document Verification and Review 

This is by far the most verifiable part of any due diligence. Obtain executed documents, including any 
documents previously signed and no longer relevant, and any documents currently in negotiation with 
any party.  

Repository:  

 
o Set up a “drop box” for the company to deposit documents.  
o Invite the responsible party to the drop box via email with a link or “share” the link.  
o Ask them to make category folders that match those found in Addendum A.  
o Request that documents be uploaded to the box and put in the correct folder per Addendum A.  
o Keep your own separate documents, periodically downloading and dating the spreadsheet for each 

“iteration” of updates provided by the company when documents are uploaded/added to sheet.  
 
 
1. Request/arrival: Use Addendum A, in Excel format, to request documents and manage their arrival.  
 

• Use either a shared Excel workbook with tracking changes on, or use a Google spreadsheet to 
identify changes made by either party.  

 
• Fill in the “date of request” at the top, left hand of the document to indicate date of request. 
 
• Request management to fill in the date for received documents and provide instructions that they 

are required to keep that up-to-date.  (Note: seeing the left hand column with request dates 
associated with the day it was uploaded (therefore the request for documents was made), tends to 
make management provide the documents in a more timely manner as the date the document is 
provided (or indicated N/A) benefits the impression of the management team as organized and 
focused. It also is used to show the opposite and keep track of who’s at fault if DD slows down.   

 
• Request that links TO the documents from each Dropbox folder be added to the spreadsheet in 

the correct location by management. Each document can be “shared” from Dropbox, or most box 
depositories.  
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2. Signatories:  
 
• First, review each document for signatures by adding one name to each column running out to 

the right of your downloaded private document.   
• Fill in the date of signature of document in the correct column.  
• Consider whether in this deal there is value in having two columns for document dates: The date 

on the first page of the document, and the date of the last signature.  
• Add the signatories to all documents in separate columns to the right of the date.  
• Indicate if any required signatories lines are missing signatures. (Note: this exercise does not 

replace a reading of the document to determine proper execution but does permit a visualization 
of the number of signatories, and easy comparison against other documents)  

 

By indicating both the number of signatories and then columns for the signatures of each party 
(regardless of how far out you must go in columns), it is possible to quickly assess complicated 
situations, increases in shareholders, decreases in shareholders, missing signatures, etc. Though time 
consuming in many ways at the beginning, a metric analysis of signatures to complex documents can be 
very enlightening.   
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Graphic G:  Excel Document Management System (partial) 

(Excel document available) 
 

 
 

• Drop box name reconciliation. Confusion on the various names of different documents in the above 
drop box DD checklist can create delays in the process. Therefore, if the documents aren’t listed with a 
link to the document IN the Dropbox, then a name reconciliation should be instructed to management to 
avoid later confusion. The name of the requested document is not always the name with which the 
company saved it, nor the name of the actual document on its first page, of which everyone will be 
referring.  
 

o Request the names of the deposited documents be reconciled. For example, the document 
requested might be “Articles of Incorporation.” The company may have saved it as “State 
Certificate.” When you open the document, the State may title it “Certificate of Formation.”  Ask 
management to list the name of the document with which they saved it. Not just a yes/no answer 
that it has been uploaded to the drop box.    

Purpose of the Dropbox/spreadsheet Document Analysis: Listing documents on a spreadsheet during DD 
review allows for any patterns to emerge visually as it relates to how documents were actually constructed, 
negotiated and signed: 
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• Management assessment: Cataloguing all documents, dates and signatories provides the opportunity to 
asses the management in ways that are not evident by a simple reading of those documents:  
 

o Ensures that the presentation of the business is indeed structured as proffered in both writing and 
during presentations.  

 
o Ensures that documents are legally executed in compliance with all requirements of current law 

(legal team must review, but also must know the legal requirements) 
 

o Permits evidence of whether the company/management is organized. Compare dates of request 
for documents with when they are uploaded to Dropbox by management. Properly executed by 
all parties?  

 
• Listing the name of the document, the date it was negotiated, the date of signing or execution, and 

signatories can indicate several things: 
 

o The first signature is a relatively long time until the final shareholder/ party signs, indicates 
potential issues not seen IN documents (hard to reach parties, parties are consistently reluctant to 
sign) 
 

o Short periods between documents may show a willingness of the relevant parties to transactions 
on a consistent or inconsistent basis.  
 

o Sometimes it shows nothing.  
 

o Date order of documents can give a quick snap shot of activity and changing scenarios. Coupled 
with the name of the document, it can signal many changes quickly, requiring further review of 
the situation of the company in each “instance.” (E.g. Does the founder/do the founders wait 
until the last minute to raise funds? Are they always raising funds?)  
 
 

• Listing the signatories to any and all documents indicates how many are necessary to execute which 
documents. This number should be added up on a column and the names given their own columns:  
 

o Can show who has signed each document versus who should have signed each document. Also 
can show quickly which documents were not signed by the relevant individual, or at least show 
an alert to go back and check documents where every individual who signed other documents 
actually signed all documents. Find out why or why not.  
 

o Listing documents in date order (or reordered to show date order), increasing numbers of 
signatories can indicate rapidly expanding parties to the company, potentially increasing 
complexity in changing deals, cramming down, reaching parties, and convincing shareholders to 
consider signing deals down the road. 
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Additional Verifications 

• Leases:  
o Review the leases and terms for any offices.  
o Determine if employees are meeting out of their own homes, and if so, claiming tax deductions 

for said use or being reimbursed for any space. 
o Provide a short synopsis of the situ arrangements for all employees and any leases, along with 

clauses indicating flexibility for growth, constraints, upcoming deadlines and penalties for such 
things as “going dark.” 
 

• Legal Name Analysis:  Do WHOIS search to determine who owns the domain name, expiration, and 
paid up-to-date.  Determine if the name is owned by the corporation or an individual. Match records 
against state incorporation documents.  

Graphic H: Domain Name Verification
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Graphic I: Domain Name Tools (con’t) 
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• Taxes: Using tax returns printed by the management team, or even copied from the signed and sent IRS 
form is not proof of filing. Only the IRS can verify filing and provide a copy of each tax return.  

When it is determined that all tax returns have been filed, and the investment looks promising, request 
this form http://www.irs.gov/pub/irs-pdf/f4506t.pdf be filled out, signed by the CEO and delivered to 
you for sending. This should be done for every year that a tax return was filed with the IRS. The third 
party receipt sent directly to you.  

 

Graphic J: Request for Transcript of Tax Returns 
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Board Analysis:   

• Board Meetings:  
o Read copies of all board meetings 

o Flag any interesting conversations that might have been had.  

o Develop a grid analysis with the dates of the meetings, dates held and who attended. Look for 
consistency as well as inconsistencies in meetings, times, and meeting places, along with who 
actually participates and attends.  

o Include in the grid, where possible, any motions taken, seconded, and implemented.  

• Relationships:  
 

o Produce grid indicating the relationship between each party. This information is not typically 
included in the documents or the business plan.  

o Interview with founders and management, and all board members, as well as board advisory 
participants, on how they met, how they know each other and if anyone is related or was 
previously related to anyone else at the company.  

Graphic K:  Board & Investor Relationship Analysis Matrix 
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Graphic L: Example: Analysis of the board relationships at PathSensors, Inc. (by VAAN). 

 

Organization. An organizational chart provided by the company permits several levels of inquiry.  

• Get a start date and salary history for each current member. 
• Request information on how each person currently working at the company knows each other, was 

referred, and how the hire decision was made. 
• Request information on a personnel manual, asking if they have been given to employees with 

employees having signed that they have received the rules. 
• Review/request employment contracts, stock option agreements and grants, and confidentiality contracts 

with each employee. 
• Build a grid indicating hiring and job titles. If job title changes, indicate the change. Ask why the 

change. (review LinkedIn pages for confirmation of updated changes) 
• Request information on all terminated employees, their current stock option status, and all prior 

documents.  
• Review the organization chart against payroll records to verify current employment.  
• Request copies of all job descriptions used to hire, particularly paying attention to any currently out in 

the public domain.  
• Ask who determines payroll each period, who pays it and who pays all taxes and liabilities.  
• Build, annotate, change the company-supplied information with reviewed information for the investor.  
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Graphic M: Organizational Chart (supplied by company)	
  	
  

 

 

3. Legal	
  Analysis	
  

Using all the relevant gathered documents, a score should be assigned to allow investors to quickly 
identify areas where the company is most at risk. Exhibit E provides an example of a risk scorecard. Like 
many other components of a due diligence report, each specific risk category and contributing factors will 
vary based on the company being analyzed. The attached scorecard is only meant to indicate potential risks 
to consider rather than serve as a comprehensive list. 

 The scorecard is meant to serve two purposes: it will help provide structure and sufficient detail to the 
document inquiry while also providing an easily accessible visual guide for potential investors.  

• Cite directly to the documents used to evaluate each metric so that subsequent readers can find the 
exact text. 

• By noting the investor friendly components and some company friendly components of each 
relevant metric, an overall picture of relevant documents will arise.  

• Be particularly critical of any projected timelines regarding regulators, and ask the company what 
potential problems they foresee with regulatory approval 
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FDA APPROVAL OVERVIEW 

• FDA approvals generally fall into one of four major categories: drugs, medical devices, radiation-
emitting products, and vaccines, blood & biologics. The FDA uses a different set of criteria within each 
of these categories to review and approve the application, and each of these criteria can have a 
substantive effect on the viability of an investment. The most commonly used categories are drugs and 
medical devices. 

1. Drugs: 

On average, it takes 12 years and $350 million for a drug to make it from laboratory to pharmacy, 
though those numbers are often estimated to be much higher. Before anything is filed with the FDA, the 
drug begins in pre-clinical research in animals (approximately 3.5 years).10 After receiving and approving an 
Investigational New Drug Application (IND), the FDA will allow the first of three phases of human testing. 
Phase 1 typically takes 1 year, Phase 2 takes 2 years, and Phase 3 takes approximately 3 years. If the 
compound is successful at every level of testing, the company can submit a New Drug Application (NDA), 
which includes results from all human and animal testing. Review of this application takes, on average, two 
and a half years. After the NDA is approved, the company can begin to produce product for sale.  

2. Medical Devices: 

Medical Device approval is divided into Class I devices, Class II devices, and Class III devices. For 
many devices, the primary filing is a 510(k) submission to the FDA. A 510(k) is filed 90 days before the 
company intends to begin marketing their product, and is an attempt to “piggyback” on a previously 
successful filing with the FDA; that is, the previously approved device is substantially similar to the device 
attempting to be marketed with this filing. A 510(k) is only filed after all required performance and testing 
data has been gathered and reviewed. When conducting due diligence of the company’s FDA filings, pay 
particular attention to their “predicate” selection. The most likely reasons for a 510(k) to be denied is that 
the new product isn’t sufficiently similar to the predicate to forego full review. 

 Class III medical devices are those that sustain or support life, are implanted, or present potential 
unreasonable risk of illness or injury. They are subject to the toughest regulatory scrutiny, the premarket 
approval (PMA). Unlike the 510(k), which relies on a predicate, the PMA requires extensive documentation 
of safety and effectiveness. The review period is nominally only 90 days longer for a PMA, but in practice, 
the path to regulatory approval is far longer and riskier. 
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  Failure	
  rate	
  during	
  this	
  stage:	
  only	
  1	
  out	
  of	
  every	
  1000	
  compounds	
  that	
  enter	
  lab	
  testing	
  will	
  make	
  it	
  to	
  human	
  testing	
  (phase	
  1)	
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Exhibit A: Excel: Managing Requests for & Tracking of Due Diligence Documents 
(VAAN) 

 
Spreadsheet to request documents, track delivery, analyze signatures/execution dates etc. 
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Exhibit A:  Excel: Managing Requests for & Tracking of Due Diligence Documents 
(VAAN) (con’t) 
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Exhibit A:  Excel: Managing Requests for & Tracking of Due Diligence Documents 
(VAAN) (con’t) 
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Exhibit A:  Excel: Managing Requests for & Tracking of Due Diligence Documents 
(VAAN) (con’t) 
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