USPrivateCompanies, LLC: Due Diligence “Showstoppers”
A.  Founder/CEO/Management Team Issues:


1)  Expect me to sign an NDA

2)  Won’t agree to allowing a personal background check


3)  Won’t allow even Observation Rights (if not a BOD seat)


4)  Expect to be paid a market wage yet have no “skin in the game”


5)  The current CEO lacks the “Passion, Presence and Conviction” to present well to 


other funding sources (yet still expects to be the CEO!)


6)  The Founder/CEO would rather be CEO than to have his/her venture prosper under 


another’s leadership


7)  Is my level of trust increasing with each interaction/meeting with this CEO & team?  

B.  Capital Issues:


1)  Selling common stock or convertible debt (w/o equity kicker), and exit ardor is tepid

2)  Unwieldy Cap Table and/or complex shareholder issues; lots of investors who are not 


Accredited; many family members owning a significant position    


3)  Unacceptable legal structure (e.g. Sub S Corps can’t have LLC’s as shareholders)

4)  Already merely surviving “on fumes” (i.e. at the current burn rate has less than three 


month’s runway left……suggesting poor planning and management)

5)  Excessive current liabilities and the presumption that my money will pay out any other 


investors (or creditors)

6)  Any shareholder has a “fixed ownership percentage of the company forever” 



arrangement….and actually expects it to be honored by future investors

7)  Unrealistic valuation used for the last raising of capital, so a down round is inevitable 


(and there is no conception of the likely reaction from current investors)

8)  Bizarre valuation expectations (generally, if they expect >$5 MM pre-money for 


a pre-revenue company, or >$10 MM post revenue, then the gap is too 



wide to be closed via education and/or negotiations)  

C.  Exit Issues:


1)  Too much capital is needed “From Here To Liquidity” (>$10MM) which exposes 


me to far too much dilution and control by others I have yet to meet

2)  Pre-existing agreements might cloud the exit (e.g. Right of First Refusal by partners) 
   
3) Too many family members are on the payroll (and are likely to lose their jobs under a 


new owner)

4)  Unsettling body language from the CEO & team whenever “Exit” or “Liquidity Event” is 

mentioned (and unwilling to consider protecting me from the venture’s devolving 


into a “Built To Keep” or lifestyle company via a redemption trigger)

D.  Miscellaneous Issues:


1)  Pending litigation/product warranty/returns problems of any kind;

2)  Tiny market (i.e. 100% market capture = <$100 MM of annual revenues)


3)  Founder/Inventor refuses to imbed the IP in the company raising the capital


4)  Clearly no VC’s will ever fund this company (regardless of the reason)


5)  The current investors/founders, etc. clearly have the capital needed to fund this 


company, but say they are still seriously seeking outside capital (so they might 


just match my deal before closing, thereby wasting my time).


6)  What do I know about the reputations of the entrepreneur and major investors?  Do 


they have a history of being involved in litigation?  
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