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Authors: 
Versions one and two (released in February of 2010 and November of 2010) were authored by Walt Spevak, 
Kent Mitchell, and Michael Gralnick, with the support, feedback, and participation of members of The Keiretsu 
Forum founding region’s Due Diligence Committee.   
 
Version three (released in November of 2013) was re-written and authored by Michael Gralnick.  Version three 
reflects an expansion of the process that incorporates substantial modifications and additions based on 
evolutions in The Keiretsu Forum’s Due Diligence Processes since 2010.  Version three also both adds new 
appendices that cover new procedures and modifies and expands upon several of the original appendices.  
Additional authors of new appendices are identified in each Appendix.  Secondarily, version three begins the 
process of adding in supplemental appendices of reference materials for consideration. 
 
Handbook Copyright and Use: 
This Handbook is tailored to The Keiretsu Forum’s process, in which members conduct due diligence 
collaboratively, negotiate and arrange deal terms as a group, and in some cases syndicate investments among 
members in multiple chapters and regions around both the United States and the World, yet still make individual 
investment decisions and invest as individuals. 
 
The Handbook is provided to other Angel Investment Groups and individual Angel Investors under the terms of the 
Creative Commons Attribution Non-Commercial Share Alike 3.0 license.  You may modify or build upon the 
content of this work only if you do not use your revisions for commercial purposes (with the exception of 
seeking returns on investments after conducting your due diligence process), license any creations or works 
that derive from this Handbook under these same terms, and credit in writing within your works its authors.   
 
The material in certain appendices may be provided by others, and credit those sources.  Those appendices 
may have been created under traditional copyrights.  Please act accordingly. 
 
We ask that you communicate with and share your revisions, insights, and derivative works with the authors 
and The Keiretsu Forum by contacting us at duediligence@keiretsuforum.com, so that The Keiretsu Forum’s 
members may also benefit from your insights.  Moreover, please share your recommendation for helpful 
material that might be included in additional appendices.   
 
The Keiretsu Forum’s purpose in using this copyright is to work together with others to make all investors more 
effective and, in turn, benefit the entrepreneurs in whom we all invest, and the customers and stakeholders 
they serve.  The most recent version of this Handbook can be downloaded from The Keiretsu Forum’s website. 
 

 (cc by-nc-sa) 
Handbook Design: 
This handbook is designed with three sections: 

1- A description of the process’s stages and the tasks for each stage. 
2- Appendices containing documents that are either integral to, or supportive of, the work 

during the process. 
3- Appendices of documents from other sources that might support investment decision-making 

by providing both related educational materials and sample documents. 
 
Please refer to Appendix L if you are not yet familiar with The Keiretsu Forum’s processes. 
 

This PDF document contains bookmarks for easy 
navigation.  Please conserve paper.  



 
  

 
 

Disclaimer: 
Neither Keiretsu, the Due Diligence Committee nor its members, the authors of 
this handbook, nor any Keiretsu Forum Member participating in a Due Diligence 
Process on any company (collectively, the "Keiretsu Parties") make any 
representations or warranties, either express or implied, with respect to either 
this Due Diligence Handbook or any Due Diligence Report [the “Handbook” or the 
"Reports"].  The Keiretsu Parties disclaim all such representations, warranties 
and statements, express or implied, statutory or otherwise, including, without 
limitation, any implied warranties of merchantability, fitness for a particular 
purpose or non-infringement.  The Handbook and Reports are provided on an “as 
is” basis and each user of the Handbook or recipient of a Report is encouraged to 
work with their own attorneys, accountants and advisors with respect to any 
investment or other decision in connection with the investment opportunity that 
is related to or the subject of the Report and Due Diligence process used and 
conclusions drawn in a Report.  The Keiretsu Parties do not warrant or promise 
that any Report is correct, complete, or error free, or does not omit or fail to 
state  any material facts.  In no event shall the Keiretsu Parties be liable to you 
or any third party for any indirect, special, consequential, or incidental 
damages, however caused, including, without limitation, damages for loss of 
principal, profits, revenue, data or use, incurred by you or any third party, 
whether in an action in contract or tort, incurred in connection with use of the 
Handbook or any Reports, even if the Keiretsu Parties have been advised of the 
possibility of such damages.  Any guidelines for conducting due diligence are not 
a substitute for using one’s own approach.  Any due diligence conducted by 
another person is not a substitute for one’s own due diligence. 
 
 
Definition of An Accredited Investor 
Accredited investors are defined by the Code of Federal Regulations [Regulation D, Rule 501(a), 17 CFR 230.501(a)] to 
include (but not be limited to) the following:  (a) “institutional investors”, such as banks, insurance companies, registered 
investment companies, business development companies, or small business investment companies, (b) employee benefit 
plans within the meaning of the Employee Retirement Income Security Act if the plan has total assets in excess of 
$5,000,000 or if a bank, insurance company, or registered investment advisor makes the investment decisions, (c) a 
charitable organization with assets exceeding $5,000,000, (d) Directors, Executive Officers, General Partners, or certain 
other insiders of the issuer, (e) any natural person whose net worth, or joint net worth with the investor’s spouse, exceeds 
$1,000,000, excluding the value of the investor’s primary residence, at the time of the purchase, (f) a natural person who 
has an income in excess of $200,000 in each of the last two years or joint income with that person’s spouse in excess of 
$300,000 in each of those years, and has a reasonable expectation of having the same level in the current year, (g) a 
business in which all the equity owners are accredited investors, or (h) a trust with assets in excess of $5,000,000, not 
formed to acquire the securities offered, so long as the purchase is made by a sophisticated person. 
 
The full text of both the definition and The Securities Act of 1933 can be found by searching under Title 17 of the 
Electronic Code of Federal Regulations at the U.S. Government Printing Office’s Website at http://www.ecfr.gov.  
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Keiretsu Forum Due Diligence Handbook 
 
Goal:  The goal of The Keiretsu Forum’s Due Diligence (“DD”) process is to provide Keiretsu Forum 
members with the information needed to make an informed decision about investing in a company. 
 
Process:	
  The general process will be to move through six stages at the conclusion of which the 
company will have funds in the bank from member investors.  It is to the advantage of each investor 
to act as part of a group when negotiating deal terms. 
 
It is important to note that stages are not necessarily serial or consecutive.  For example, deal 
negotiations (stage 5) may very well take place early in, and throughout, the process. 
 
At several points along the way the process may end early.  For example, if there is insufficient 
interest in the company or a DD Leader is not identified during the first stage of the process, then 
the formal Keiretsu Forum DD process will end.  Similarly, if along the way member interest wanes or 
information is learned that is sufficient to terminate Keiretsu Forum member interest in the 
company, then the process will end.  In both cases the DD Leader or Keiretsu Team will inform the 
company of this outcome and review the process to close the loop. 
 
In the situation where the company informs Keiretsu that they have secured sufficient funds from 
other sources or for other reasons are no longer looking for financing, then the formal Keiretsu 
process will also end.  In a case where the formal Keiretsu Forum DD process ends, individual 
members may continue to contact the company and potentially invest. 
 
A secondary goal of The Keiretsu Forum’s DD process is to help make presenters better entrepreneurs 
and executives, and to leave them better off than when we first met them by virtue of their choice 
to present to The Keiretsu Forum.  This may include providing wisdom and guidance that might 
improve the effectiveness of both their future fundraising and their business strategies.  This should 
definitely include providing business introductions from within our sphere of influence. 
 
It is anticipated that the entire process will take approximately ten weeks, beginning the week after 
the Forum, although it could take longer depending upon what is learned during the process. 
 
The DD process may also diverge from the formal Keiretsu Forum DD process in a case in which there 
is a high level of interest, but only from a very small number of people.  The process may also 
diverge if no DD Leader emerges.  In these cases, The Keiretsu Team or someone on the interest list 
should inform the company that they should not expect Keiretsu Forum members to be proactive in 
driving the DD process forward, and that it will be the company’s responsibility to provide both 
initiative and information.  In either of these cases, the members on the interest list should contact 
each other to discuss a joint-negotiation of terms. 
 
Stages: 

1- Organization 
2- Key Questions and Verifications 
3- Questions Addressed/Deep Dive 
4- Reports and Commitments 
5- Deal Closure 
6- Post Mortem and Syndication Decisions 
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Keiretsu Forum Due Diligence Checklist 
 

If followed closely, this defines a ten-week Due Diligence process to funding.  Additional 
research, delays in delivery of information, or scheduling challenges can add significantly to 
the timeframe, often extending the entire process to three or more months. 
 
Stage 1 – Organization - first two weeks after presentation 

 Initial Q&A Conference Call, Attending Member Writes Summary, Call Recorded for Others 

 Communications Set Up, DD Leader Chosen, Initial Key Questions Sent to Entrepreneur 

 DD Team Recruited From Interest List, DD Team Sub-Groups Assigned 

 Entrepreneur Provides Baseline Information on Company and Meets With DD Leader 
 

Stage 2 – Key Questions and Verifications - third week (following Stage 1 Meeting) 
 Each DD Sub-Group Forwards Additional Key Questions to Entrepreneur 

 Entrepreneur Responds to Initial Key Questions, Sub-Groups Conduct Verification Checks 

 DD Leader Polls Interest Level in Continuing 
 

Stage 3 – Questions Addressed/Deep Dive - fourth week (following Key Questions) 
 Site Visit/Deep Dive with Entrepreneur and Company’s Executive Team 

(Full Senior Executive Team Presents Detailed Strategic and Operational Plans, Q&A) 

 DD Team Subgroups Complete their Industry Research and Verification Checks 

 Update Posted, Conference Call Among Interested Members, DD Leader Polls Interest Level Again 
 

Stage 4 – Reports and Commitments - fifth and sixth weeks (following Deep Dive Session) 
 DD Team Sub-Group Reports Prepared 

 DD Leader or Report Author Completes Draft Report, Entrepreneur Comments on Draft 

 DD Team Conference Call To Discuss Draft and Conclusions, Report Finalized and Posted 

 DD Leader or Team Member Conducts Soft-Circle and Reports Probable Investment Amount 
 

Stage 5 – Deal Closure – seventh through ninth weeks (following final DD Report) 
 Terms Negotiated, Term Sheet Written and Distributed, All Members Updated 

 Final Investment Documents Completed and Distributed, Funds Delivered 

 Keiretsu Team Provides Report and Access to DD Site to Other Chapter Presidents and Team 
 

Stage 6 – Post Mortem and Syndication Decisions – tenth week (following investment) 
 DD Leader or Keiretsu Team and Entrepreneur Both Provide Constructive Feedback 

 Keiretsu Team Asks Other Chapter Presidents if Their Members Are Likely To Be Interested 

 Investing Members Contact Potential Co-Investors Outside Keiretsu and Report To Team 

 Keiretsu Team Reports Potential Co-Investment Interest to Entrepreneur and Makes Introductions
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Stage 1 – Organization 

First two weeks after presentation 

 
 Initial Q&A Conference Call, Attending Member Writes Summary, Call Recorded for Others 

 Communications Set Up, DD Leader Chosen, Initial Key Questions Sent to Entrepreneur 

 DD Team Recruited From Interest List, DD Team Sub-Groups Assigned 

 Entrepreneur Provides Baseline Information on Company and Meets With DD Leader 

 
Background Information – Importance of Organizing a Cohesive DD Effort 
 
A review of statistics of investments made in Keiretsu Forum’s Founding Region over a several year 
period up to 2012 indicates that there is not necessarily a strong causation between the level of 
organization in the DD process and whether or not a company receives financing.  This varied based 
on the presenter’s industry, the presenter’s traction in establishing interest and typically acceptable 
deal terms with investors outside of The Keiretsu Forum, and the presenter’s approach to dealing 
with potentially interested investors when no DD Leader emerged. 
 
However, in most all cases in which the post-Forum interest list (i.e. “Gold Sheet”) contained over 
15 names in a region of approximately 300 members, a clear and organized DD effort with an active 
DD Leader preceded a sizeable investment.  The only exception to this was real estate investments 
(in which case presenting real estate funds typically come to The Keiretsu Forum with fixed terms 
and significant co-investment already in place). 
 
Leading a DD effort will take time.  Effective delegation among members on both the DD Team and, 
if possible, the broader interest list will decrease the time required, especially if a DD Leader asks 
members on the DD Team to tackle specific tasks and write summaries and components of the DD 
Report.  A DD Leader and DD Team can and should reach out to members who may not be interested 
in investing in a specific company to ask for specialized expertise on that company’s industry and 
business model.  The Keiretsu Forum’s members operate as a community, though its members invest 
independently.  At some point, the person you ask for help may end up interested in investing in a 
deal you are not interested in, and may turn to you for feedback. 
 
If you find yourself taking a special interest in a presenting company and suspect that you might end 
up investing if a thorough DD process confirms that your optimism might be warranted, then it may 
be your turn to lead a DD process.  By making sure a full DD process takes place, you will be 
increasing the chance that the company might end up both raising more capital and having a better 
chance of succeeding.  Conversely, you will end up increasing the chances that fellow members 
might place a check on your enthusiasm. 
 
Pre-Forum Preparations and The Critical First Two Weeks After The Forums 
 
The Keiretsu Forum has grown since 2000 from a traditional size angel investment group with fewer 
than 75 members, most of whom had come to know each other personally, to a series of chapters 
and regions with memberships in some regions that range from 75-300 members. 
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Much more now than ever before, what happens during the week before the Forums and, moreover, 
during the first two weeks after the Forums has tended to determine whether presenters with a 
significant interest list end up receiving significant capital. 
 
As a best practice, The Keiretsu Team or leadership at each chapter to which a company presents, as 
well as members who are shepherding a company through the overall Keiretsu Forum process, should 
assure that the following steps are taken. 
 

1. Orient entrepreneurs to what to expect during the DD process and what they must do to be 
successful … either if there is an organized DD effort or if no DD Leader emerges. 

2. Suggest that the entrepreneur review Appendix B of this Handbook, entitled Guidance To Be 
Provided To Presenters.  This, however, should not be considered a substitute for tips that 
can only come from the members’ personal experiences and knowledge of the process. 

3. Establish pre-set conference call times and bridge lines for each company during the first 
week after the Forums, and assure that the times and numbers are in the Forum handouts and 
in an email after the Forums.  Suggest to the entrepreneurs that they include the call times 
and phone numbers on the last slide of their presentation. 

4. Set expectations and provide recommendations for those calls, telling the entrepreneur that 
the calls are designed to answer questions (not re-present) and tend to be lightly attended.  
The entrepreneur should be strongly encouraged to record the calls and make them available 
to the entire interest list. 

5. Ask during the Mindshare session at the Forums who might be willing to lead DD on each 
company and follow up one week after the Forums with both presenters and members who 
marked their interest level as high to help identify a DD Leader. 

6. If no DD Leader has emerged by two weeks after the Forums, communicate with the 
entrepreneur to assure that they know that they must back-lead the process and 
communicate directly with each member on the interest list independently to respond to 
questions, address concerns, and provide requested materials. 
 

A member “shepherding” a company through the overall Keiretsu Forum process may either be a 
member that introduced a company to The Keiretsu Forum or a member that took an interest in a 
company either at deal screening or at a Keiretsu Forum Angel Capital Expo pre-presentation 
coaching session. 
 
Communications Platforms – Communication Group Setup 
 
The Keiretsu Team will establish a communication group for communication among interested 
investors and uploading and sharing documents about the company.   
 
All Keiretsu Forum Chapters typically use platforms that provide for both a place for private 
discussions, communications, postings, and document uploads for sharing among investors and, also, 
a separate section entrepreneurs can access to upload and provide all required documents.  The 
latter is commonly referred to as a Deal Room.  If a presenting company already has its own Deal 
Room, they should provide all interested members with access. 
 
Members should set their preferences for daily digests or individual emails (sent whenever 
documents are uploaded or posts are written), according to their personal preference.  If possible, 
The Keiretsu Team should initially set up member profiles for daily digests.  This will minimize 
“information overload,” and let members choose to switch to more frequent communications at their 
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own discretion.  The purpose of this approach is to prevent members from having to take a proactive 
step to minimize potential information overload. 
 
Currently, most all Keiretsu Forum Chapters are using ProSeeder for both pipeline tracking and DD 
process communications (including Deal Rooms).  For simplicity, in referring to “ProSeeder,” this 
Handbook is henceforth referring to Communications platforms and Deal Rooms in a generic sense.    
 
When using the platform for uploads, postings, and communication threads, members should bear in 
mind that what they write and say is likely to be read and reviewed by other Keiretsu Forum 
members considering investing in subsequent financings, Keiretsu Forum members from other 
chapters considering co-investing with the initial chapter, and potentially other angel investment 
groups or individual angel investors outside of The Keiretsu Forum.  
 
It is also fair to say that venture partners and their analysts, institutional investors, and strategic 
investors that invest either concurrently or subsequently may also review this information. 
 
Both the DD Team and anyone on the interest list conducting the first DD process on a presenting 
company are creating a foundation of evaluation upon which others will eventually both evaluate and 
build.  This makes following the guidelines expressed in Appendix A, using due care, and making 
reference to specific facts when making statements on communications platforms particularly 
important. 
 
Immediate Communications 
 
The Keiretsu Team should send out three types of emails shortly after the Forums, and ideally at 
least one day before the first scheduled company conference call. 
 

Communications:  The Keiretsu Forum team sends a communication to presenters providing 
them with (1) the names and contact information of all members on the interest list, (2) the 
key data points incorporated into the Gold Sheet marked by each member on the Gold Sheet 
(i.e. level of investment interest, level of interest in participating in the DD process, names 
of members who expressed an interest in leading the DD process, and potential resources 
offered by members), and, finally, (3) a summary of the positive comments, negative 
comments, concerns, and unanswered questions discussed in the Mindshare sessions at the 
end of all Keiretsu Forum Chapter Meetings at which the company presented that month.  
 
Communications:  The Keiretsu team sends a communication to members on the interest list 
of each presenting company providing them with the direct contact information for all 
members who expressed an interest in possibly investing in the company.  This 
communication should also include a summary of the consolidated notes about the company 
that The Keiretsu Team took during the Mindshare sessions at the Forums.  By including the 
consolidated notes from discussions at all chapter meetings in a region, each member can 
benefit from the insights raised at meetings other than the meeting he or she attended that 
month. 
 
Communications:  The Keiretsu team sends a communication to all members in the chapter or 
region that provides both a reminder of the times and dial-in phone numbers for all company 
conference calls and a general sense of the interest level.  It should include the number of 
members who expressed interest in investing, sub-divided by the interest level they expressed 
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(i.e. high, medium, or low), along with the number of members who expressed a willingness 
to participate in the DD process and the names of any members who expressed an interest in 
leading the DD process.  Because this is a member-wide email, the contact information of 
members should NOT be included (as it is in the email to members on each interest list). 
 
Key Deliverable:  The Keiretsu Team assures that all interested members have access to a 
company’s ProSeeder Group and that each company has access to the Deal Room component 
of the ProSeeder Group.  The Keiretsu Team uploads to all ProSeeder Groups for all 
companies that presented a copy of the Gold Sheet with the contact information of all 
interested members, an independent copy of Appendix A, entitled Keiretsu Forum Due 
Diligence Process Values and Code of Conduct, and a full copy of this Handbook. 

 
Conference Calls Scheduled for Initial Questions And Answers 
 
The Keiretsu Team will have scheduled conference calls for the week immediately following the 
Forums and provided in writing at the Forums and in an email to all members after the Forums the 
call times and dial-in numbers for each company’s call.  The Keiretsu Team and any member 
shepherding the Company through the process should strongly encourage the entrepreneur to record 
these calls and make them available to all interested investors by uploading the recorded audio to 
their ProSeeder Deal Room. 
 
Any member who is available should attend these calls.  Participating members should summarize for 
the entrepreneur the positive feedback, negative feedback, concerns, and questions that members 
discussed during the Forum’s Mindshare sessions.  Entrepreneurs should address the questions and 
concerns.  If the entrepreneur falls into re-presenting the opportunity, participants should not 
hesitate to interrupt in order to effectively manage time. 
 
Participating members should attempt to ask the questions they anticipate other members will ask in 
addition to their own, specific questions. 
 

Key Deliverable: One member on the call should volunteer to take 30 minutes to summarize 
the company’s responses and post this summary to the ProSeeder Group for that company.   

 
DD Leader Established 
 
Any member interested in leading the DD process should contact the company.  If nobody steps into 
the DD Leader role immediately, The Keiretsu Team and any member shepherding the company 
should support both the entrepreneur and interested members in both finding a DD Leader and 
completing Stage 1. 
 
If at any point during Stage 1 there is insufficient investor interest in continuing, an adequate DD 
Team cannot be formed, or the DD effort ceases, the following communications occur. 

 
Communications: If no DD Leader has emerged, then The Keiretsu Team or member 
shepherding the company should clearly inform the company that they should not expect 
Keiretsu Forum members to be proactive in driving the DD process, and that it will be the 
company’s responsibility to provide both initiative and information.  The contact person 
should also advise the entrepreneur to address concerns and assess whether or not individuals 
might move forward toward independent investments. 
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Communications: If interest is clearly insufficient, then The Keiretsu Team should clearly 
inform the entrepreneur that he or she should not expect any investment from members in 
the chapters where the company presented.  Moreover, the contact person should take the 
time to discuss the feedback provided by members to The Keiretsu Team or in the Mindshare 
sessions and provide constructive recommendations for future interactions with other 
investors. 
 
Key Deliverable: A DD Leader is recruited from the interest list.  The DD Leader should be 
considering investing in the company and should not be an interested party.  If no member 
steps up to lead a formal DD process, it becomes the entrepreneur’s responsibility to back-
lead the DD process.   

 
If it is clear to members interested in the company that there is significant interest but no member is 
willing to take the time to lead a DD process, then it will fall upon each interested member to 
contact other interested members to jointly negotiate favorable deal terms.  Ideally, in this type of 
situation interested members should at least discuss with each other the information provided by the 
company in the ProSeeder Deal Room. 
 

Communications:  Interested members should contact each other about jointly negotiating 
favorable deal terms. 

 
Initial Questions Sent to Company 
 
The DD Leader should request and consolidate from interested investors a list of any questions or 
concerns to be addressed and send that list to the entrepreneur.  The entrepreneur should be asked 
to provide a written response, which the DD Leader will post to the ProSeeder Group.  If the 
Company did record the initial Company conference call, then the entrepreneur should upload it to 
the ProSeeder Deal Room and, also, provide and upload written responses to questions that had not 
been addressed on the call. 
 

Communications: The DD Leader, with support from The Keiretsu Team, immediately requests 
and gathers for the entrepreneur initial Key Questions from both interested investors and the 
Mindshare session. 
 
Key Deliverable: A list of questions and answers is uploaded to the ProSeeder Group, along 
with the summary of the company’s Q&A conference call that had been written by a member 
who attended the call and a recording of that call (if the entrepreneur recorded it). 

 
Key Deliverable: If the investment terms have been either pre-negotiated by other investors 
or fixed by the company before it presented to The Keiretsu Forum, then The DD Leader 
assures that the Term Sheet and other investment documents are uploaded to the ProSeeder 
Group. 

 
DD Team Recruited from Interest List and Sub-groups Assigned 
 
The main categories of the DD process indicated below should be assigned to members of the DD 
Team.  Individual members may hold more than one sub-group leadership position.  
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Sub-groups for DD processes: 
• DD Leader and, if different, DD Report Author 
• Deal Negotiation and Valuation Assessment 
• Verifications of Company Status and Progress, and Interviews with References 
• Market, Industry, Sales, and Marketing 
• Technology and Operations  
• Intellectual Property Strategy 
• Revenue Model and Financials 

 
Key Deliverable: The DD Leader, supported by The Keiretsu Team, recruits DD Team 
members from the Interest List.  The Keiretsu Team introduces the DD Leader to members 
who are not on the interest list that might be able to provide the DD Leader with feedback on 
the company’s industry and business model.   

 
Communications Within DD Team About Process 
 
Once the DD Team has formed, the DD Leader should schedule a short conference call to orient the 
team, prioritize action items, and establish key deliverables from each team member. 
 
In preparation for moving forward into the remaining stages of the DD process, the DD Leader and 
the DD Team members should take a step back and remind each other of the importance of 
conducting a thorough DD process without communicating any preliminary conclusions.  Specifically, 
the DD Team will be operating as a group that will influence a broader number of potential investors, 
both at the current time and in the future. 
 
Perhaps five members are conducting the DD process to reach conclusions for only 15 members on 
the Gold Sheet (i.e. a sizeable amount of the interest list is involved in the DD process).  Still, the 
conclusions and the DD Report that the DD Team produces (along with the other information the 
team gathers and the sub-reports and communications posted on the ProSeeder Group) may be used 
as a baseline in both syndications and future financings. 
 
Hence, unless something surfaces early in the process that completely chills interest from most all 
members on the interest list, it is very important that conclusions come from a thorough DD process 
carried out to its logical end point. 
 
The DD Leader sets out and reminds members of the DD Team of the key standards and practices for 
a DD process.  These communications are in large part meant as an orientation to newer members or 
members who have never participated in a Keiretsu Forum DD process. 
 

Communications: The DD Leader mentions and discusses The Keiretsu Forum Due Diligence 
Process Values and Code of Conduct, as outlined in Appendix A, with DD Team members. 
 
Communications: The DD Leader reminds DD Team members of the sensitive nature of 
communications.  Specifically, DD Team members should be judicious in their communications 
both inside and outside of The Keiretsu Forum with regard to the deal’s status.  A member’s 
overly negative (or positive) comments early in the process could skew the course of the DD 
process before the process has a chance to come to completion. Communications should be on 
the ProSeeder Group so all interested investors can track and monitor the DD process.  But, 
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preliminary conclusions or generalizations should not be posted until sufficient data to draw 
conclusions has been gathered and put into sub-group reports or other factual summaries. 

 
Communications: The DD Leader notifies DD Team members of the need to regularly disclose 
relevant expertise.  Specifically, in order to provide maximum value and context, members 
making or posting comments should include a brief note about their background and expertise 
and a reference to any specific source material to which other members can refer in their 
research. 
 
Communications:  The DD Leader should stress to the DD Team that all internal discussions 
should be kept on the ProSeeder Group, so everyone on the interest list can stay in the loop. 
External communications with the Entrepreneur should also be summarized on the ProSeeder 
Group for the same reason. 

 
Communications: The DD Leader assures that all DD Team members disclose any interest in 
the company with all written communications.  Specifically, DD Team members with a vested, 
invested, or participating interest in the company disclose their interest in the company to 
other DD Team members at this point.  Vested interest means that the person is getting 
finder’s fees or some other form of compensation for raising funds for the company.  Invested 
interest means that they are a current investor. Participating interest means that they are 
already on a Board of Advisors or Board of Directors.  DD Team members who have services 
that they could offer to the company disclose this here and indicate whether or not they 
intend to contact the company about their services and on what terms. 
 

The DD Leader guides the DD Team in deciding the key areas to examine in the DD effort. If there are 
additional resources (e.g. industry experience, specialized technical skills, etc.) needed by the DD 
Team, this should be communicated to The Keiretsu Team to secure assistance in locating these 
resources.  
 

Communications: The DD Leader asks The Keiretsu Team to help identify members who are 
not on the interest list that have additional resources and specialized knowledge that the DD 
Team needs to complete its investigation. 

 
Entrepreneur Provides Baseline Information and DD Team Obtains Information From 
Other Investors 

 
The DD Leader should direct the entrepreneur to provide and upload to the ProSeeder Deal Room all 
key information about the company as soon as possible.  At a minimum, this should include the 
following: 

• A Report Addressing The Initial Key Questions 
• The Proposed Deal (including Terms and Valuation) 
• Executive Team Backgrounds 
• Market and Marketing Information (including Business Plan or Business Model Canvas, 

Product/Service Details, and Customers) 
• Operations and Technology (including Suppliers) 
• The Company’s Intellectual Property Strategy 
• Financials (including Financial Structure and Model, Corporate Structure, Financing 

History, an Ownership Overview, and The Capitalization Table) 
• Pre-existing Due Diligence 
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Concurrently, The DD Leader should assign someone on the DD Team to communicate with pre-
existing or potential co-investing investors. 
 

Communications - Discuss/Access Material From Prior Due Diligence: If Keiretsu Forum 
members will be co-investing with a larger lead investor (such as a venture firm or strategic 
investor) or with members of another angel investment group, then the DD Leader or one 
other person on the DD Team should have a conversation about what Due Diligence the other 
investors have already covered, their own conclusions to date, progress in negotiating key 
terms, and so on. The member who has these conversations should report what they learned 
and their sense of the other investor on the ProSeeder Group. 

 
Meeting Between Entrepreneur and DD Leader 
  
The DD Leader and the entrepreneur should complete stage one of the DD process by meeting 
together to discuss and lay out the more detailed information and the information unique to the 
company that the DD Team needs to gather, understand, and verify. 
 
At that meeting, the DD Leader should also orient the entrepreneur to the expectations for the Deep 
Dive session.  If the entrepreneur is unfamiliar with a detailed “drill down” or “Deep Dive” meeting, 
the DD Leader should explain that the entrepreneur should prepare the company’s senior 
management team to address each executive’s detailed thoughts and plans for implementing the 
company’s strategy, tactics, operations, further product development, long-term path toward a 
liquidity event, contingency plans, and so on. 
 
Chapter or Region Wide Deal Review Call 
 
Depending on whether or not chapter members use them, some Keiretsu Forum chapters may 
conduct deal review conference calls among all chapter or region members approximately two weeks 
after the Forums (i.e. the week after the company conference calls).  These calls are intended to be 
both an extension of the Mindshare session at The Forums and an opportunity to update potentially 
interested members on the progress of all DD processes currently underway.   
 
The DD Leader should ask one person on the DD Team (that will still be in the process of forming at 
this point in time) to attend this call and review for other members on the call what has emerged so 
far.  This person should also report back to the DD Leader any new information or insights that 
emerged during the call, as well as the names of members on the call who want their name either 
added to, or removed from, the interest list.  These calls should both cover the most recent 
presenters and provide updates on active DD processes from recent months.  Ideally, one attendee 
should volunteer to manage the call and keep the discussion efficient, thereby limiting the call to 
one hour. 
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Stage 2 – Key Questions and Verifications 
Third week (following Stage 1 Meeting) 

 
 Each DD Sub-Group Forwards Additional Key Questions to Entrepreneur 

 Entrepreneur Responds to Initial Key Questions, Sub-Groups Conduct Verification Checks 

 DD Leader Polls Interest Level in Continuing 

 
Role of The DD Leader in Stage 2 
 
The DD Leader should step back during Stage 2 and let other members of the DD Team drive the 
effort forward.  And, other members should do their best to shield the DD Leader during this stage.  
The DD Leader will already have put time into orienting the entrepreneur and is likely to be the most 
active member of the team in writing the final DD Report and leading negotiations.    
 
It would be nice to provide presenters with a single point of contact throughout the DD process.  
However, if a DD Leader puts too much time in throughout an estimated ten week process (and away 
from his or her own personal obligations and commitments), then the process is far more likely to 
stall out in later stages, and ultimately take longer overall. 
 
That said, if the DD Team is sufficiently large, a DD Leader might end up delegating more in the later 
stages also.  For example, another DD Team member might volunteer to write the DD Report.  Or, 
the DD Leader might ask someone with more negotiation and structuring experience to take the lead 
in negotiating the final deal terms. 
 
Additional, More Specific Questions and Answers 
 
Ideally, all major questions will have been answered in the Q&A conference call and the initial list of 
questions gathered by the DD Leader from among members on the interest list during stage 1.  
However, more likely than not, sub-groups will develop a list of more specific questions for the 
company. 
 
One member of each sub-group should interact directly with the entrepreneur to obtain responses to 
these questions.  This can be done by submitting questions in writing and posting the entrepreneur’s 
responses to the ProSeeder Group.  Or, this can be done in conversation, so long as the sub-group 
members post a summary of the questions and answers to the ProSeeder Group. 
 

Key Deliverable:  One member of each sub-group should get answers to lingering or more 
detailed questions and post either the company’s responses or the member’s summary of the 
responses to the ProSeeder Group. 

 
Beginning of Verification Process 
 
This is the critical phase of the DD process from which “Due Diligence” gets its name.  It starts in 
stage two (and probably week three).  Yet, it continues throughout stage four and into the early part 
of stage five.  In fact, new considerations, new information, and overlooked elements are all very 
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likely to emerge when Keiretsu DD Team members interact with investors outside of The Keiretsu 
Forum who have been conducting their own DD process. 
 
If the DD Team is small or a DD Leader is conducting most of the effort, the verification process will 
take much longer than one week.  The verification process should and must take as long as 
necessary. 
 
Verification is meant in the broad sense of the word, but should also be considered literally.  The 
goal of each sub-group and everyone on the DD Team is to verify two different types of things:   

(1) Our understanding of (rather than our general assumptions about) the state of the 
relevant industry, market, and competitive landscape, and,  

(2) The accuracy and reliability of what the entrepreneur asserts about the company’s 
history, current position, and path toward obtaining its stated objectives in that industry 
and market. 

 
The latter should include “digging into” and confirming anything that might, if false or inaccurate, 
materially diminish the path to a liquidity event or materially increase the amount of financing 
required and extent of dilution. 
 
To decide how to prioritize time, DD Team members might consider the following context.  If a 
company is successful in achieving a liquidity event, at its most fundamental level ROI is primarily a 
factor of three things:   

(1) The discount applied based on the level of risk when assessing valuation at the time an 
investment is made,  
(2) An industry’s comparable exit multiples upon a merger or acquisition or the value of 
public market comparables in an IPO, and,  
(3) The level of dilution that will occur in follow-on financings, especially if a company fails 
to meet milestones and runs low on cash. 

 
In other words, at a macro level, and in addition to confirming the accuracy and reliability of 
information provided by the Company, the DD Team should investigate the following:   

(1) Has the company really achieved what the entrepreneur says it has? 
(2) What happened to analogous companies that succeeded in the same industry? 
(3) Why might the entrepreneur be overly optimistic about what it will take for the company 
to succeed? 

 
The relationship between excessive optimism and dilution (i.e. point three on these two lists) refers 
to “dilution” in both the literal and the broader senses of the word.  During the period between 
financings, less progress leads to a lower rate of increase in a company’s valuation, which leads to a 
company having to issue more shares in future financings, which leads to investors having a lower 
than hoped for percentage of the total outstanding shares at the time of a liquidity event.   
 
Less progress than anticipated as a company expands also leads to a company’s expenses growing 
faster than its revenue grows, which increases a company’s need for capital, which increases its 
vulnerability at the time of subsequent financings.  This means subsequent investors will have more 
leverage when negotiating investment terms.  This usually leads to new investors imposing terms 
that can be harmful to the interests of earlier investors. 
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As it assesses the company’s current foundation and future trajectory, the DD Team will be forming 
the best assessment possible of what the company must overcome to provide investors with a strong 
ROI. 
 
Critical Risk factors vary for all investment opportunities.  The various appendices to this Handbook 
provide various categories and lists of elements to evaluate and information to review.  Ultimately, 
what to prioritize will emerge from the discussions among members.   
 
The following key deliverables reflect a bare minimum of what should be both evaluated and 
verified, boiled down into a top ten list.  Please consider completing the evaluation and 
verification process in these categories of key deliverables to be necessary, but not sufficient. 
 

Key Deliverable:  The DD Team reviews all company documents referenced in the 
Handbook’s appendices that it deems necessary to assure (1) that both all required corporate 
structures and all structures related to the relationship between the company and its 
founders and management are in place, (2) that all statements and assertions made about 
business relationships that have been put into place are accurate and can be confirmed, and 
(3) that the major accomplishments that the company claims it has achieved have actually 
been achieved. 
 
Key Deliverable:  The DD Team (1) conducts basic background checks on founders, key 
executives, and major, large investors, (2) interviews references, (3) talks with previous lead 
and major investors to assess how the personal relationship between previous and new 
investors may unfold (i.e. sizes up the personality and thought processes of the people who 
will be representing other classes of shares), and (3) assesses the terms in key documents that 
will govern the relationship between previous and new investors (including the provisions in 
the articles of incorporation, revisions to articles of incorporation, and financing documents 
from previous rounds of financing).  With regard to potential real estate investments, the DD 
Team also reviews the management contracts that govern the relationship between the fund 
and its management to assess the structure for management compensation and profit sharing. 
 
Key Deliverable:  The DD Team communicates with investors outside of The Keiretsu Forum 
who are evaluating making a co-investment with Keiretsu Forum members to verify the status 
of their path toward co-investment and assess the information uncovered and conclusions 
drawn in the DD process conducted by those potential investors. 
 
Key Deliverable:  With regard to potential technology, consumer products, clean technology, 
bio-technology, medical device, and other companies that have intellectual property 
involved, the DD Team (1) verifies the filing and status of those patents, (2) verifies that all 
documents assigning the rights from the creators to the company are in place, and (3) gets 
the assistance of both qualified intellectual property counsel and qualified technology or 
engineering experts to assess both the relationship between the technology and the patent 
claims and the sufficiency of the claims in the patents.  Verifying that intellectual property 
rights were assigned from individuals to the company is critical.  With regard to potential 
real estate investments, the DD Team reviews and assesses all title documents and lien filings 
(to the extent that is reasonably practical).   
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Key Deliverable:  The DD Team confirms the elements of the path toward increased revenue 
and operations that the company says it has achieved, such as customer interest and stated 
business commitments (e.g. Letters of Intent and joint venture agreements, for example). 
 
Key Deliverable:  The DD Team confirms the status of product development, engineering, 
and product readiness. 

 
Key Deliverable:  The DD Team reviews in detail the assumptions underlying the financial 
model. 
 
Key Deliverable:  The DD Team reviews the features of the products of key competitors and 
verifies the true differentiation between the products or services of the company and the 
competing companies. 
 
Key Deliverable:  The DD Team (or an analyst or a service the DD Team uses) reviews the key 
statistics of the industry and market involved (e.g. market size and number of competitors, 
among other factors) along with both the valuation of companies in the industry and the 
typical exit multiples achieved by companies in the industry. 
 
Key Deliverable:  Both leading up to and during the Deep Dive session, the DD Team assesses 
factors such as (1) the management team’s preparedness to capitalize on opportunities, (2) 
the depth of the management team’s analysis of likely challenges its members might face, (3) 
the management team’s thought process on how its members will handle key risks, obstacles, 
and unanticipated surprises, (4) the interpersonal dynamic between, or among, the co-
founders, and (5) the corporate culture that the founders and management team has created 
among its employees. 
 

To reiterate, the key deliverables above reflect a bare minimum of what should be both 
evaluated and verified, boiled down into a top ten list.  Please consider completing the 
evaluation and verification process in these categories of key deliverables to be necessary, but 
not sufficient. 
 
DD Leader Updates and Polls Members on The Interest List 
 
Within no more than several days of beginning its efforts, each sub-group should report to the DD 
Leader key findings from both its verification process and its interactions with the entrepreneur.   
 
The DD Leader should then post on the ProSeeder Group a short summary of findings from the 
verification process.  Concurrently, the DD Leader should poll the interest list to re-assess the level 
of interest in investing. 
 
If a shift is going to occur from a very large expression of interest on a Gold Sheet to an investor 
receiving either no funding or only nominal funding from Keiretsu Forum members, this shift is most 
likely to happen at the end of stage 2.  The second most likely time this shift would occur is during 
stage 5, when deal terms are being finalized. 
 
Members on an interest list can use ProSeeder to update the level, and the dollar amount, of their 
interest in an investment.  However, since the Founding Region’s Due Diligence Committee has 
worked through the implementation of ProSeeder into the region’s procedures, it has become 
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apparent that whether or not members post their interest on ProSeeder is not a reliable indicator of 
whether or not members will invest in a company.   
 
Both in regard to polling and with regard to the DD process as a whole, the DD Leader should operate 
based on two underlying assumptions.  First, the DD Leader should assume that the majority of 
members do not actively log into or use the ProSeeder Platform (or other communications platforms) 
until such time as they are faced with a decision that requires reviewing information.  Members may 
be glancing at emails that come through ProSeeder to their emails for highlights.  But, that does not 
mean that they will take the time to actively log into ProSeeder.  And, second, the DD Leader should 
assume that most members who expressed an interest in investing in a company will wait for the DD 
Report to be completed and only then review the materials that had been uploaded to or posted on 
ProSeeder. 
 
The DD Leader should conduct the polling using no less than both a ProSeeder posting and an email 
to the entire interest list, along with a telephone call to members that the DD Leader feels are key 
influencers in the community.  The process of polling an interest list is a personal, relationship 
centered process.  The best way to complete the process may actually be based on phone calls to all 
members on the interest list. 
 

Communications:  The DD Team’s sub-groups inform the DD Leader of their key findings. 
 
Communications:  In a ProSeeder posting, the DD Leader updates members on the interest list 
on whether or not any key findings have emerged that might warrant not going forward with 
an investment.  
 
Key Deliverable:  The DD Leader polls the interest list through a ProSeeder posting, group 
email, and personal phone calls to assess if interest remains sufficient to warrant moving on 
to the next stage. 
 
Communications:  If interest is insufficient, the DD process stops.  The DD Leader informs 
both The Keiretsu Team and the entrepreneur, and moves on to stage 6, during which a DD 
Team member or The Keiretsu Team provide constructive feedback to the entrepreneur and 
receive feedback on how we as a community can do better. 

 
Polling As Part of Balancing Competing Objectives 
 
It is important to remember that there are two, somewhat contradictory objectives in play at this 
point.   

1. The DD process should be moving forward to its logical completion so members can make 
an informed decision without the preliminary concerns of a few members of the DD Team 
inadvertently chilling the interest of other members based on preliminary conclusions. 

2. However, if something blatantly obvious emerges during the verification process that 
necessitates that investors not proceed OR if interest naturally wanes as a result of the 
company’s responses to questions, the DD Team should not be investing its time in writing 
reports and the entrepreneur should not be spending his or her time away from growing 
his or her company and pursuing more likely sources of investment. 

 
It is the DD Leader’s responsibility to balance the equities of these objectives.  Polling and regular 
communication informs the DD Leader’s decisions. 
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Key Influencers Within The Membership 
 
The term “Key influencers” refers to members with deep experience in an industry.  Each member 
must make his or her own investment decisions.  But, inevitably, other members notice whether 
someone who has deep familiarity with an industry that expressed a preliminary interest in a 
presenting company continues to remain interested as the DD process proceeds. 
 
A DD Leader should remain in contact with people with knowledge of the relevant industry 
throughout the DD process, but especially so during the polling process. 
 
DD Leader Schedules Deep Dive On-Site Visit or Conference Call 
 
The DD Leader works with the entrepreneur, DD Team, and interested investors to schedule an on-
site visit (or conference call, if necessary) with the company’s senior executive team to conduct a 
Deep Dive session.  The meeting will hopefully be scheduled for a time when as many members of 
the DD Team as possible can attend and at a time when other members on the interest list are likely 
to be able to attend.  The meeting is open to all members. 
 

Communications:  The DD Leader orients the entrepreneur to what members expect from the 
Deep Dive session and how the entrepreneur can maximize his or her effectiveness at the 
meeting. 
 
Key Deliverable:  A Deep Dive session, which will ideally be held as an on-site meeting, is 
scheduled as soon after stage 3 is completed as possible. 
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Stage 3 – Questions Addressed / Deep Dive 
 

Fourth week (following Key Question responses and verification process) 
 

 Site Visit/Deep Dive with Entrepreneur and Company’s Executive Team 
(Full Senior Executive Team Presents Detailed Strategic and Operational Plans, Q&A) 

 DD Team Subgroups Complete their Industry Research and Verification Checks 

 Update Posted, Conference Call Among Interested Members, DD Leader Polls Interest Level Again 

 
Site Visit/Deep Dive Session with Entrepreneur and Company’s Executive Team 
 
The Deep Dive session will ideally be held as a site visit.  A site visit can be a valuable part of the DD 
process that enables members to see and assess a company’s offices and manufacturing operations, 
if applicable.  This also gives members a chance to get a sense of the company’s corporate culture 
and get a sense of how the Company’s team members and employees operate in their daily 
environment.  Whether held in-person or by teleconference, the Deep Dive session is the opportunity 
for the entrepreneur’s entire management team to present plans and information about their 
specific areas of responsibility, their plans for success, and how they plan to overcome both 
anticipated and unanticipated obstacles and challenges.   
 
This is where the executive team explains “what keeps them up at night” and the DD Team gets to 
evaluate if the executive team has truly thought through all the things that investors believe should 
be keeping the executive team up at night (if they are to reduce the risk of loosing investment 
capital and maximize the chances of producing a meaningful ROI). 
 
If technology is involved, the CTO and senior executive team should be present and should take the 
attendees through a detailed explanation of how the relevant technologies were engineered.  If 
members of the DD Team that have the essential expertise to evaluate this part of the DD process 
cannot attend, then this part of the evaluation should still occur at the Deep Dive session.  But, a 
separate, technology centered Deep Dive should also be conducted with the DD Team member with 
essential expertise, who should then write up a summary and report for the entire DD Team. 
 
To avoid unnecessary follow-up, a team member should advise the entrepreneur in advance that this 
is intended to be a Deep Dive session, not a repeat of the company’s presentation.  For companies 
located close to the Keiretsu chapter’s site, as many of the company’s executive team members and 
DD Team members as possible should attend.  The more people attend, the more challenging 
questions will be raised, and the more precise the company’s answers will have to be. 
 
For more remote locations it is likely that only one or two team members would make a site visit, if 
at all.  In such cases, especially for manufacturing facilities, members are encouraged to take 
photographs or videos for later posting to the ProSeeder Group. 
 
The DD Leader should encourage the entrepreneur to video this meeting.  By posting the recording to 
the ProSeeder Group, members who cannot attend can hear the session directly in addition to 
reading summaries. 
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Far more importantly, this will ultimately save the company time if they syndicate the deal among 
other Keiretsu Forum chapters or other angel investment groups, as they will not have to repeat the 
process.   
 
This process is basically the same as numerous venture firms use, whereby the company initially 
presents to one or two partners, then participates in a Deep Dive session with analysts at the firm, 
who then report back to all the partners involved in making an investment decision for the applicable 
venture fund.  
 
As many members of the company’s senior team as possible should be involved, either in person or 
by phone. 
 
Since an acquisition is a likely liquidity event in numerous angel investments (and arguably most 
angel investments other than real estate investments), members should assure that the company’s 
leadership has a clear understanding of all of: (1) the path to a liquidity event, (2) the needs and 
decision-making processes of potential acquirers, (3) the plans for engaging in conversations with 
potential acquirers, and (4) the preparation the company must handle internally to prevent anything 
from delaying or derailing a potential acquisition when the company eventually seeks out or receives 
interest from potential acquirers. 
 
To minimize the impact on the company of site visits it is suggested that only one, or perhaps two, 
site visits occur during the entire DD process. 
 

Communications:  The DD Leader provides guidance to the entrepreneur on how to maximize 
the company’s effectiveness during the Deep Dive session. 
 
Communications:  If the meeting is scheduled for after the next month’s Forums, the DD 
Leader should ask The Keiretsu Team to announce the date of the meeting at the upcoming 
Forums. 
 
Key Deliverable:  As many members of the company’s senior executive team as possible, and 
as many interested Keiretsu Forum members as possible, complete an effective Deep Dive 
session.  If possible, the Deep Dive session occurs at the Company’s site.  

 
Industry Research and Verification Checks Continue Through Completion 
 
The DD Leader and DD Team members who attended the Deep Dive session should update DD Team 
members who were not able to be present at the Deep Dive session.  Ideally, this should be done by 
phone to convey a personal sense of the meeting.  The Deep Dive session should ideally have led to a 
deeper understanding of the company and the industry, along with an even more specific level of 
questions.   
 
All sub-groups (including those that did not have a member present at the Deep Dive session) should 
proceed to conduct the next level of research and verification checks.  This will ultimately be the 
last level of information gathered and conclusions formed before the DD Team writes its DD Report 
for all interested members. 
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Key Deliverable:  Taking into account both the new information that emerged and the deeper 
understanding that developed at the Deep Dive session, DD Team sub-groups resume industry 
research and verification checks and prepare to write their sections of the DD Report. 

 
Update Posted, Conference Call, And Poll Of Interest List 
 
The DD Leader should post to the ProSeeder Group a short summary with highlights of the Deep Dive 
session.  Once again, as had been done at the end of stage 2, the DD Leader should report to the 
interest list via the ProSeeder Group if anything was learned that warrants not going forward with an 
investment.  The same balancing of equities discussed in the previous sections about polling the 
interest list also applies to this poll. 
 
Ideally, the DD Leader should schedule a conference call using a bridge line to enable investors on 
the interest list to ask the DD Team specific questions before the DD Leader conducts the poll. 
 

Key Deliverable:  The DD Leader polls the interest list through a ProSeeder posting, group 
email, and personal phone calls to assess if interest remains sufficient to warrant moving on 
to the next stage. 
 
Communications:  If interest is insufficient, the DD process stops.  The DD Leader informs 
both The Keiretsu Team and the entrepreneur, and moves on to stage 6, during which a DD 
Team member or The Keiretsu Team provide constructive feedback to the entrepreneur and 
receive feedback on how we as a community can do better. 

 
Delaying The DD process and Deferring A Potential Financing 
 
Based on what the DD Team learned at the Deep Dive session, the DD Team might recommend a 
temporary halt to the DD process during which the company proceeds to complete recommendations 
that the DD Team thinks will improve the company’s chances of receiving financing from Keiretsu 
Forum members.  This is often related to further customer development to help confirm demand for 
the Company’s products or services. 
 

Communications:  If the DD Team recommends that the company complete more milestones 
to substantially increase the chance of receiving investment from members, then the DD 
Leader and the entrepreneur should discuss the recommendations and definite date for 
follow-up communication with the DD Leader should be scheduled.  The DD Leader should 
update the interest list of this recommendation and timeline. 

 
Update To The Membership At Large (After Deep Dive Session) 
 
If the DD process has proceeded according to the ideal schedule outlined in this Handbook, then the 
Deep Dive session may have occurred just before the next month’s Forums.  If so, the DD Leader 
should update The Keiretsu Team on the status of the DD process so they can keep members up to 
date.  The Keiretsu Team in most chapters provides a short update on the status of active DD 
processes from the previous several months (during which they can request resources or expertise on 
behalf of DD Leaders).      
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Stage 4 – Reports and Commitments 

Fifth and sixth weeks (following Deep Dive Session) 
 

 DD Team Sub-Group Reports Prepared 

 DD Leader or Report Author Completes Draft Report, Entrepreneur Comments on Draft 

 DD Team Conference Call To Discuss Draft and Conclusions, Report Finalized and Posted 

 DD Leader or Team Member Conducts Soft-Circle and Reports Probable Investment Amount 

 
Preliminary Discussion of Deal Terms 
 
Generally speaking, an investment with either deal terms or a fixed valuation that are inconsistent 
with the expectations of angel investors would not make it through The Keiretsu Forum’s Deal 
Screening process.  However, during the course of the DD process an entrepreneur’s thought process 
might have shifted or investors outside of The Keiretsu Forum might have become willing to invest on 
terms unacceptable to Keiretsu Forum members. 
 
Even if the general framework of the terms is acceptable, the DD Leader must at this point assess 
the entrepreneur’s willingness to negotiate and compromise.  Though the negotiation of terms occurs 
in stage 5, the DD Leader, or a DD Team member appointed by the DD Leader to negotiate terms, 
should have a preliminary discussion of what changes to the company’s terms might be acceptable to 
the company.    
 
If it is obvious that the terms will prevent most members from investing, then the DD Team should 
not invest time in writing a DD Report.  In this case, the DD process will stop and the DD Leader will 
update the interest list and The Keiretsu Team. 
 

Communications:  The DD Leader or DD Team member handling negotiations reviews the 
acceptability of the Company’s proposed deal terms and discusses potential changes to the 
terms with the Company. 
 
Communications:  If terms that the DD Leader believes will not be acceptable to the majority 
of members on the interest list cannot be re-negotiated, then the DD Leader informs all 
members on the interest list (through both a ProSeeder posting and a group email) what the 
concerning terms are, that the formal DD process will end, and that members who may 
remain interested should proceed to conduct individual due diligence if they wish to continue 
forward. 
 
Communications:  If the formal DD process stops for this reason, then the DD Leader informs 
both The Keiretsu Team and the entrepreneur, and moves on to stage 6, during which a DD 
Team member or The Keiretsu Team provide constructive feedback to the entrepreneur and 
receive feedback on how we as a community can do better. 
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DD Team Sub-Group Reports Prepared 
 
If there is sufficient interest based on the polling and proposed deal terms to lead to an investment 
that warrants continuing the DD process, and the DD Leader has not recommended a delay in the DD 
process, then the DD Leader and DD Team should proceed to write the DD Report. 
 
Each sub-group should prepare its contribution to the relevant sections of the DD Report and then 
provide them to the DD Leader or the DD Report’s author. 
 
These component reports cover different key areas addressed during the process (i.e. customer 
traction and verification, technology testing, financial model analysis, etc.).  They might be very 
short in length.  But, they must address the key risks and verify the progress and accomplishments on 
each subject.   
 

Key Deliverable:  DD Team sub-groups prepare their sections of the draft DD Report.  The DD 
Leader contacts component report writers individually to obtain clarifications.   

 
The DD Team should keep the company in the loop at all times during the DD process, and especially 
during the writing process.  Sub-group members should contact the company when questions or 
concerns arise so the company can respond in real time and avoid delay. 
 
DD Report Draft Shared with Entrepreneur for Comment Then Finalized and Posted 
 
The DD Leader or DD Team member who will be writing the DD Report compiles and incorporates the 
sub-group reports, any additional, not yet covered elements, and an overall analysis into a 
consolidated final report draft.   
 
The author shares this with the entrepreneur, who is given a chance to address areas of concern or 
provide supplemental information.  The DD Leader works with the company to answer any remaining 
questions and then completes and posts the final DD Report to the ProSeeder Group.   A final report 
outline that can be used as a template is included in Appendix F.  A quick summary outline that can 
be incorporated as a part of the DD Report at the DD Leader’s discretion is included in Appendix G. 
 
If the DD Leader feels it is warranted based on the level of detail in discussions among the DD Team 
up to this point, he or she might schedule a conference call with the DD Team members to discuss 
the draft report before it is finalized. 
 

Communications: The DD Leader or DD Report author seeks clarifications form sub-group 
members. 
 
Communications: The DD Leader or DD Report author and the entrepreneur discuss the 
entrepreneur’s concerns, comments and clarifications. 
 
Key Deliverable: The Final DD Report is completed and posted to the ProSeeder Group.  

 
Both the draft DD Reports and the final DD Report should include a standard disclaimer limiting 
liability for the DD Leader and DD Team members.  One potential example is included in 
Appendix M. 
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DD Leader Conducts A Soft-Circle and Reports Interest Level to The Entrepreneur 
 
At this point members hopefully have enough information about the company to indicate their 
interest in investing and the amount they are considering investing under the current deal terms.  
The DD Leader conducts a final soft-circle and reports the probable level of investment, based on the 
current deal terms. 
 
If there is a very large interest list, it might be helpful to conduct an online survey (using a survey 
tool such as Survey Monkey) to gauge member interest under several scenarios, thereby developing a 
sensitivity analysis under varying valuations and deal terms.  The risk of taking this extra step is that 
some members might get mentally locked into a certain investment amount and valuation. 
 

Key Deliverable:  The DD Leader (or the Entrepreneur, if the DD Leader prefers to have the 
Entrepreneur complete this task) completes a soft circle to assess the actual dollar amount of 
interest.   

 
Communications: The Keiretsu Team or DD Leader provides a DD update at the next Forum 
that includes an overview of the path toward closing the financing. 

 
If the deal terms are negotiable, then the process moves into stage 5 and formal negotiation begins, 
or continues if it has already been underway. 
 
Forum Status Updates – By Both Keiretsu Team and DD Leaders 
 
As a best practice, The Keiretsu Team should be providing updates on the status of DD processes for 
approximately three months after each Forum.  These can be done around break time or just before 
Mindshare, according to each chapter’s preferences.  The Powerpoint slides used for the DD updates 
should also be included in the Forum handout packet. 
 
The announcement and slides should provide the status of the DD process, such as if DD had been 
terminated due to lack of interest or what stage the DD process is in, if it is ongoing.  The 
announcement should also inform members if a DD Report has been completed or if deal terms have 
been worked out and a soft-circle or funding process is underway.  More importantly, The Keiretsu 
Team should announce what resources, assistance, and specific knowledge from members familiar 
with a company’s industry the DD Team needs.  The announcement should also include a request for 
a DD Leader, if the company has not yet found someone to lead the process.   
 
To supplement these announcements, The Keiretsu Team should also send out periodic updates on 
DD processes to members by email. 
 
Generally, the updates will include presenters from the previous three or four months … up until the 
set of Forums for which no DD processes are active. 
 
Because not all members attend every month, these updates also serve a secondary function.  
Members who missed a Forum and have not yet heard of a deal in which they might be interested 
may learn about a company for the first time in these updates. 
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Key Deliverable:  The Keiretsu Team provides updates on the status of DD processes at the 
Forums for several months after each Forum.  They also send out periodic email updates on 
the status of DD processes. 

 
When a DD process is underway on a company that received a very large expression of interest on the 
Gold Sheet (generally, over 25 names), a DD Leader or other DD Team member should probably opt 
to provide a short Due Diligence update at the Forums rather than leaving it as part of The Keiretsu 
Team’s general DD process updates. 
 
A full DD update covers a very brief overview of the company, the information that has been 
emerging in the DD process, the steps the company has been taking to address concerns, and the 
amount of capital that has been soft-circled (i.e. preliminarily committed).  If a DD update is done at 
the end of stage 4 or during stage 5, then it should also provide details on the path to completing the 
financing, so all members get a sense of the amount that has been soft-circled, the deal terms under 
negotiation, and the timeline until final investment documents will be ready and funding will 
commence. 
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Stage 5 – Deal Closure 
 

Seventh through ninth weeks (following final DD Report) 
 

 Terms Negotiated, Term Sheet Written and Distributed, All Members Updated 

 Final Investment Documents Completed and Distributed, Funds Delivered 

 Keiretsu Team Provides Report and Access to DD Site to Other Chapter Presidents and Team 

 
Terms Negotiated 
 
Some deals come to Keiretsu with terms already set and the company unwilling to change them.  
This may be because the company already has investors under the current terms or simply believes 
that these terms are fair and will not negotiate.  In such a case, members must decide if they wish to 
invest under those deal terms. 
 
The DD Leader should already have had a preliminary conversation about terms in stage 1, and re-
visited that discussion at the beginning of stage 4.  The DD Leader should have notified the 
entrepreneur of what terms Keiretsu Forum members would definitely not accept and notified 
members of what terms were fixed and non-negotiable.  If there had been insufficient interest or 
inflexibility on terms that members would require or expect, then the DD process should have been 
halted, the entrepreneur should have been notified, and the process should have moved on to stage 
6 at that point. 
 
As the process moves from a framework that excludes “deal killer” terms to an actual structure for a 
long-term relationship, it is important that someone with knowledge of typical investment terms to 
be considered, and experience in negotiating such terms, leads this part of the process.  This might 
be an individual or a small group.  But, if the DD Leader lacks this expertise, he or she should seek 
another person to negotiate.  This might be a willing person who is not on the interest list.   
 
The DD Leader should also seek out members with knowledge of how to assess valuations appropriate 
to receiving a desirable return.  This person may or may not be different than the negotiator.  
Ideally, this person will be familiar with the major factors that affect calculating valuation and 
assessing possible investor return, such as applying the more common methods of valuing early stage 
companies (such as discounted cash flow analysis), estimating probable dilution, evaluating typical 
market comparables for liquidity events in an industry, and reviewing what is workable in practice in 
a company’s capitalization table.  Both the company’s present and possible future valuations will 
need to be considered. 
 
Generally, someone involved in negotiating the valuation will have to communicate with someone 
familiar with the company’s industry about the company’s financial projections, and how grounded 
the assumptions underlying them are, in order to assess their effect on both possible investor return 
and an appropriate valuation.  
 
If no one on the DD Team is comfortable negotiating the terms or familiar with these issues, the DD 
Leader should communicate with The Keiretsu Team to request assistance.  Ideally, the DD Leader 
should, at the very beginning of the process, identify the backgrounds of people on the interest list, 
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assess these needs, and, if necessary, seek someone outside the DD Team who can assist when 
needed.  
 
Typically a company will have a term sheet that serves as the basis for negotiations. If they do not 
have one and if Keiretsu Forum members are the primary investors investing at this stage, then a 
term sheet reflecting terms acceptable to interested investors within The Keiretsu Forum may have 
to be created and provided to the entrepreneur for discussion.  Depending upon the complexity of 
the deal, it may be prudent to have outside legal counsel review the term sheet.  Before engaging an 
outside firm, DD Team members must agree on how much they are willing to spend on this activity 
and how payment will be made.   
 
If counsel is to be retained, it should be made clear that the counsel does not formally represent the 
investors, but is only providing observations.  The DD Leader should discuss how payment for the 
services will be divided to avoid any issues among members after the fact.  Because it is natural for 
the due diligence and negotiation processes to lead to a re-evaluation of interest, it is advisable that 
payment be collected and consolidated as early in the DD process as possible.  
 
In the event that an investor outside of The Keiretsu Forum has provided the entrepreneur with a 
term sheet, whoever is conducting the negotiation for Keiretsu Forum members should both obtain 
that term sheet and discuss the progress of that investor’s negotiation with both the company and 
the other investor.   
 
The person negotiating with the entrepreneur should also prepare a short summary of his or her 
sense of the tone and tenor of the negotiation process and post this to the ProSeeder Group. This 
summary may provide members with a sense of how the entrepreneur will behave both in interacting 
with Keiretsu Forum investors in the future and in negotiating terms with potential future investors.  
If the entrepreneur’s approach, attitude, or beliefs may jeopardize his or her ability to solidify 
follow-on financing, then Keiretsu Forum members may end up at serious risk of having invested in a 
company that either runs out of money or ends up very low on cash on hand when negotiating with 
future investors. 
 
Conversely, it may also provide an insight into how the entrepreneur might negotiate to protect the 
interest of existing investors from adverse terms that future investors may be seeking. 
 

Communications - Inquire about requests for additional terms:  Along with the draft term 
sheet, the person negotiating with the company should then post a request on the ProSeeder 
Group that asks interested investors if there are additional terms or additional concerns that 
they would like him or her to address, which he or she can use in further discussions with the 
entrepreneur. 
 
Communications - Post revised terms:  After the person negotiating has reached a preliminary 
agreement with the entrepreneur, he or she should post on the ProSeeder Group a list of the 
revised terms, along with an overview and assessment of how the entrepreneur handled the 
negotiating process.  

 
Appendix Q lists common deal terms (along with definitions and illustrative text).  Appendix V 
contains a series of sample documents that are either involved with, or have an impact on, the 
relationship between companies and private equity investors (as provided by the National Venture 
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Capital Association).  Appendices S, T, and U describe some (albeit by no means all) valuation 
methodologies.  Appendix U references some very strongly recommended reading on valuation. 
 
Keiretsu Member Board Seat Negotiated and Board Member Selected 
 
If the total amount of soft-circled funds is sufficient, the person negotiating should attempt to 
secure a Board Seat for Keiretsu Forum members (if one is not already in place).  If this is not 
possible due to the overall Board composition and number of other investors, Board observation 
rights should be requested.  If it seems like a Board Seat can be secured, the DD Leader should 
inform all members on the interest list of this possibility and actively seek a candidate.  Identifying 
and presenting the company with a candidate that can help them grow before requesting Board 
representation should help secure that representation. 
 
If the company agrees to provide a Board seat but none of The Keiretsu Forum members who go 
forward with an investment have either the requisite domain experience or general expertise 
relevant to the company’s specific stage of growth, then the DD Leader and the company might ask a 
well suited Keiretsu Forum member who is not making a financial investment in the company to join 
the Board.  They should both ask The Keiretsu Team to help them identify such a member and, also, 
make requests at the Forums.  A member who might be a very good Board candidate might be a 
member of a different chapter or region.  The DD Leader should ask The Keiretsu Team to 
communicate the request to the leadership and Keiretsu Team members in other chapters. 
 
Historically, the process of selecting a Board Member to represent Keiretsu Forum members 
who invest in a company was an informal process that involved a relationship between the 
company and a group of members who either knew each other or, at least, knew of each 
other.   
 
More recently, as deals have been syndicated among multiple chapters, the process of 
selecting and maintaining a long-term Board Member to represent the interests of Keiretsu 
Forum members in a Keiretsu Forum portfolio company has come to require introducing new 
structures and recommended procedures. 
 
There is now a multi-dimensional set of dynamics involved between the portfolio company, 
the members of the first chapters to invest, the members of chapters that invest 
subsequently in the same financing, and the members that might invest in subsequent 
financings.  Members who co-invest in the same financing are far less likely to know each 
other then they had been in the past.  And, we can reasonably anticipate that subsequent 
investments might include people who invest larger dollars amounts or involve people with 
more relevant domain expertise or industry experience. 
 
Our shared objective is to protect our mutual interests by both maximizing the additional 
value we can provide and minimizing any potential disruptions to management’s time and 
focus over the long-term.  Providing clarity on who will serve as a representative of the 
members who invest over time will be helpful to our portfolio companies. 
 
To that end, Appendix O lays out procedures to be used among Keiretsu Forum members to 
select and maintain a Board member over time.     
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Final Term Sheet Distributed and Hard Circled Financial Commitments 
 
When negotiations are completed, either the entrepreneur’s legal counsel or the attorney advising 
Keiretsu Forum investors (if one is being used) should finalize the term sheet.  The Keiretsu member 
who has been negotiating with the entrepreneur should post the final term sheet on the ProSeeder 
Group and notify members on the interest list that it has been posted.   
 
The entrepreneur’s legal counsel should provide any stock purchase agreements and final investment 
documents that will be based on the final term sheet, along with documents that prior investors will 
use to approve the terms of this investment, revisions to articles of incorporation and/or bylaws that 
will be completed as part of the investment transaction, and any related documents.  The person 
conducting the negotiations should both place these documents on the ProSeeder Group and post a 
note for members on the interest list highlighting any terms of concern that stand out. 
 
If possible, these documents should be made available to investors before investment decisions are 
made.  This will assure that there are no surprises that show up as documents that are more 
detailed than the term sheet are finalized for signatures.   
 
The company will then provide instructions to members as to how to deposit their funds.  Members 
will decide if and how much they wish to invest in the company under the negotiated terms, and 
transfer their funds at this point.   
 
It is expected that all Keiretsu Forum members participating in the same financing round invest with 
the same negotiated terms and conditions after the DD process and negotiation has been completed.   
 
The only exception to this might be if the company is providing an incentive such as a discount or 
warrants for participating in an earlier closing date. 
 
In the event of a bridge financing or staged closing, the DD Leader should do his or her best to 
facilitate coordination among all members on the interest list.  If the DD Team anticipates 
negotiating adjusted terms, then the DD Leader or negotiator should accelerate negotiations to 
an earlier stage of the DD process.   
 
Even if the terms of the earlier closing date are structured as part of a convertible note or other 
instrument that converts into the equity terms that the DD Team ultimately negotiates, when more 
money is invested early on, the leverage will change and it will become harder for the DD Team to 
negotiate changes in the company’s proposed terms, thereby potentially harming the interests of 
other Keiretsu Forum members.  

 
Key Deliverable:  A final term sheet is negotiated, final investor documents are completed, 
and the financing is completed. 

 
Keiretsu Team Provides DD Report, Update, and ProSeeder Group Access to Other 
Chapters 

 
The Keiretsu Team should, ideally, have already been in contact with other Keiretsu Forum chapters 
about presenting companies that received very significant interest on the Gold Sheet.  They should 
also have notified the Chapter Presidents or Entrepreneur Directors of other chapters when the final 
DD Report was posted. 
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For all investments that went through a thorough DD process, The Keiretsu Team should also notify 
the Chapter Presidents or Entrepreneur Directors of other chapters late in stage 5 when a financing is 
entering the closing process. 
 
The Keiretsu Team should provide them with access to the ProSeeder Group so they can review the 
DD Report, along with all the documents that had been uploaded and posts that had been written 
during the DD process.   
 
For all chapters using the ProSeeder Platform, Chapter Presidents and Entrepreneur Directors will 
already have access to pipeline tracking and all ProSeeder Groups within all chapters.  All that will 
be necessary is an email communication that provides the company’s one paragraph overview and a 
summary of the level of financing involved. 
 
Even when chapters are using different communications platforms, every Chapter President and 
Entrepreneur Director should have access to the platform used for every other chapter that is 
sufficient to allow them to review each company’s Communications Group and Deal Room.  If this has 
not been established between two chapters, The Keiretsu Team should at least provide the 
leadership of the other chapters with the final DD Report and term sheet along with the company’s 
one paragraph overview and a summary of the level of financing involved. 
 
Additionally, as a best practice, Chapter Presidents should be discussing highlights of presenting 
companies during their Chapter President conference calls. 
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Stage 6 – Post Mortem and Syndication Decisions 
Tenth week (following investment) 

 
 DD Leader or Keiretsu Team and Entrepreneur Both Provide Constructive Feedback 

 Keiretsu Team Asks Other Chapter Presidents if Their Members Are Likely To Be Interested 

 Investing Members Contact Potential Co-Investors Outside Keiretsu and Report To Team 

 Keiretsu Team Reports Potential Co-Investment Interest to Entrepreneur and Makes Introduction 

 
Final Review Process with Company 
 
The DD process may conclude before reaching Stage 6 with no member investment made.  Hopefully, 
the full process will have occurred including funding commitments having been made and funds 
having been deposited.  Either way, the process probably involved a significant investment of time 
by both entrepreneurs and members.  Our collective objective as Keiretsu Forum members should be 
for every company that presented to be left with a good feeling about their experience with both 
The Keiretsu Forum and its members … even if they did not receive any investment.   
 
This is why this Due Diligence Handbook has referenced in each stage jumping to the Post Mortem 
communications of stage 6 whenever and wherever in the process a DD process is halted. 
 
Meeting or Conference Call - Post-Deal Review with DD Team and Company 
 
A final meeting to review the process will be held, preferably in person, between the company, the 
DD Leader, and any other DD Team members who wish to attend.  This should include a discussion of 
what went well and what could have been done better by both sides of the interaction, member 
recommendations for how the company can be more effective in its capital raising processes in the 
future, and how The Keiretsu Forum can further improve its DD process. 
 
If the DD Leader has received feedback that might lead to a significant improvement in The Keiretsu 
Forum’s DD processes, the DD Leader should relay that feedback to both his or her Chapter President 
and, also, to the Founding Region’s Due Diligence Committee at duediligence@keiretsuforum.com.  
Suggestions sent to that email may be incorporated into future versions of this Handbook and 
discussed among chapter Presidents and Keiretsu Team Members.   
 
The outcomes of this meeting should be: 

1. The entrepreneur feels a sense of completion, and hopefully has a positive sense of his or her 
experience with The Keiretsu Forum and its members, regardless of whether or not Keiretsu 
Forum members invested. 

2. The DD Leader summarizes the reasons related to the company that members had for making 
their investment decisions. 

3. Members give feedback to the entrepreneur about the company’s strengths and weaknesses, 
as perceived by the DD Team’s members, along with how the company can improve its 
fundraising processes and become more prepared for DD processes in the future. 

4. The company comments and provides feedback on the DD process. 
5. The Keiretsu Team and Due Diligence Committee members learn and assess methods of 

further improving The Keiretsu Forum’s DD process and Due Diligence Handbook. 



 

 
 

Keiretsu Forum Due Diligence Process Handbook 
 

  

30  

 
Key Deliverable:  The Post Mortem meeting or conference call between the DD Leader and 
the entrepreneur takes place, providing both sides of the interaction with constructive 
feedback.   
 
Communications:  The DD Leader relays any feedback that might lead to a significant, long-
term improvement to The Keiretsu Forum’s DD process to both the Founding Region’s Due 
Diligence Committee at duediligence@keiretsuforum.com and his or her Chapter President. 

 
Setting An Expectation About Long-Term Communication with Keiretsu Forum Members 
 
One of the DD Leader’s final responsibilities between the close of the financing and the Post Mortem 
wrap-up in stage 6 is to assure that expectations are set for the future relationship between the 
company and Keiretsu Forum members. 
 
Historically, one major area where problems have arisen with Keiretsu Forum portfolio companies 
over the years is communication after the investment.  Many entrepreneurs neglect to keep their 
investors updated.   
 
This can quickly become a source of tension.  Moreover, a lack of communication translates into a 
lack of both valuable assistance and invaluable preventive medicine. 
 
The Keiretsu Forum’s members have a very significant knowledge base, level of expertise, and 
contact grid.  And, members routinely ask each other for contacts to help the companies in which 
they have invested move forward (or should do so, if they do not).  If a company is having challenges 
and needs help, the members can only help if they know of the problems before they escalate.   
 
The worst manifestation of the lack of communication can be extremely destructive to an investor’s 
ROI.  Arguably, one of the worst practices busy entrepreneurs fall into is to start financing cycles too 
close to when the company needs money.  And, though one function of venture funds and organized 
angel groups is to help entrepreneurs raise follow-on financing, entrepreneurs often let these key 
relationships with investors dissipate and then suddenly show up out of the blue needing money.  If a 
company is low on cash on hand when negotiating a follow-on financing, the terms of the subsequent 
financing will inevitably involve both increased levels of dilution and terms that are preferential to 
subsequent investors (and, hence, harmful to the interest of existing investors). 
 
Updates do not need to take much time.  The practice can be as simple as sending investors a several 
paragraph long email every month and providing updated financials every quarter (which the 
company should be maintaining anyway). 
 
The DD Leader should assure that, after the DD process ends, one member who invests in the 
company is designated as the point of contact for ongoing communications between the company and 
Keiretsu Forum investors.  This individual can relay member questions and concerns to the company.  
He or she can also report back to the broader Keiretsu Forum membership over time on the status of 
the investment. 
 

Communications - Request regular updates from Entrepreneur.  The DD Leader should 
recommend that the entrepreneur take a short amount of time every month and provide a 
brief email update to the company’s investors, in addition to providing more detailed 
quarterly updates that include updated financials.  The DD Leader should point out that 
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Keiretsu Forum members have historically had more positive working relationships with 
portfolio companies that take this extra step and communicate with us more regularly, and 
that Keiretsu Forum members have an enormous contact grid and level of expertise that can 
benefit its portfolio companies, if the company keeps its investors updated on what it needs 
and how its development is progressing.  

 
Key Deliverable: The DD Leader sets expectations for long-term, ongoing contact between 
the company and its investors.  If Keiretsu Forum Members do not have a Board Seat, the 
member who will serve as a point of contact to check in with the company periodically is 
selected and identified.   
 
Key Deliverable:  The DD Leader assures that the selected contact person has the names and 
direct contact information for all Keiretsu Forum members who invested in the company.  
Moreover, the DD Leader assures that the list of new investors and investors from previous 
financings and other chapters are integrated into an updated list that is given to the contact 
person. 

 
If an investment has been made, these may arguably be the most important key deliverables of both 
stage 6 and the entire DD process. 
 
It is essential that, upon completion of the process, the DD Leader create a list of all members 
who invested, along with their contact information, and posts this list to the ProSeeder Group. 
 
This will enable members to communicate with each other if there is ever a problem with the 
company that requires Keiretsu Forum investors to coordinate and act as a block of investors. 
 

Key Deliverable:  The DD Leader creates a list of the names and contact information of all 
members who invested and posts this list to the ProSeeder group, thereby enabling investors 
to communicate with each other.  As other chapters join, the DD Leader for that chapter 
should update the list. 

 
Communications Regarding Syndication 
 
The leadership of other chapters should by now have had a chance to assess if, based on their 
knowledge of their membership, their members might be interested in investing in a presenting 
company from another chapter or region.  In making their assessment, they should definitely factor 
in both the types of investments and industries that their members typically favor and whether or 
not their members are interested in investing in a company that is not local. 
 
Based on soft circles in one chapter or region, a presenting company may already have presented 
concurrently in multiple regions at the early part of stage 5.  Either way, at the close of stage 6 The 
Keiretsu Team should follow-up with other Chapter Presidents to get their feedback and relay that 
information to the entrepreneur. 
 
Concurrently, Keiretsu Forum members who invested should be reaching out among their contacts to 
other individual investors, angel investment groups, and funds that invest in the company’s industry 
and at the company’s current stage of development.   
 
The feedback received regarding potential co-investment from other Chapter Presidents and 
potential co-investors outside of Keiretsu, along with the relevant contact information, should be 
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relayed to the entrepreneur through The Keiretsu Team and the member who has begun serving as 
the contact person between the Keiretsu Forum investors and the company. 
 
Communication:  The Keiretsu Team confers with other chapter Presidents, and Keiretsu Forum 
members who invested confer with potential co-investors who are not Keiretsu Forum members, 
about possible interest in deal syndication. 
 
Key Deliverable:  The entrepreneur receives a qualitative briefing of the potential interest in deal 
syndication so he or she can make an informed decision about whether or not to invest time and 
resources into pursuing a broader syndication initiative through The Keiretsu Forum.   
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APPENDIX A – Keiretsu Forum Due Diligence 
Process Values 
 
The due diligence process is the mechanism through which Keiretsu Forum members discover 
whether an investment is worthwhile. It is also the point where “bad behavior” can result in sub-
optimal decisions, negative feelings among members, and even a bad reputation for both The 
Keiretsu Forum and its members in the investment community. As such, observation of a code of 
conduct that conforms to peer expectations is important. 

1. Open Process. The DD process should be conducted in an open, democratic, professional, and 
collegiate manner. Members who express an interest in being involved in due diligence should not 
be excluded. Access to management, documents and information obtained as part of due 
diligence should be shared openly, subject to requests of confidentiality (e.g. management 
references or customer lists). All members who express interest in investing should be given fair 
access to the investment opportunity. Open debates are fair game, subject to the considerations 
below to due process, and no views expressed after due deliberation should be arbitrarily or 
unilaterally excluded from publication. 

2. Due Care with Public Forum. Discussions in an open forum – whether online, in conference calls, 
or in meetings – should take into consideration that careless remarks, whether positive or 
negative, affect other people’s pocketbooks, and sometimes result in shutting off a company’s 
lifeblood. Stated opinions, whether positive or negative, should be duly considered; factually 
correct; and based on facts, impressions honestly derived from the process, and expertise 
developed elsewhere (such as from experts who were consulted). 

3. Healthy, Respectful Assessment.  The DD Team and interested investors will pose tough 
questions and raise challenges to the business model.  The spirit of the debate is to try to 
identify the potential challenges, assess the likelihood that they will emerge, weigh their 
potential impact, and understand the potential mitigations in place. This is done knowing angel 
investing involves risk and even the most attractive companies have their weak spots.  The 
discussion about these potential challenges will take place in a balanced way -- avoiding 
premature conclusions, personal charges, doom and gloom, and over-reaction. 

4. Due Process for Negative Views. It is important for members to share their views, whether 
positive or negative, in order for all to benefit from due consideration. However, since negative 
views often have the effect of shutting down a company’s access to capital, care should be 
exercised in their expression. Specifically, when expressing a negative view, be sure to have 
checked all the facts, allowed the company a chance for rebuttal, and discussed among the DD 
Team (not the entire Interest List) the views you intend to express. When arbitration is required, 
involve the DD Leader, or even Keiretsu Team members (the Keiretsu Chapter’s Entrepreneur 
Director is the appropriate person.) This does NOT mean that negative opinions should be 
suppressed; merely that they are expressed after due consideration. 
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5. Full Disclosure of Relationships.  Everyone participating in due diligence will openly disclose to 
interested investors, the DD Team, and the company any relationships they have that might 
create a perception of a vested interest (i.e. not just an actual vested interest).  That would 
include prior investments in the company, services performed or under discussion with the 
company, involvement of any kind with a competitor, or past relationships with any members of 
the management team. 

6. Contributing Members of The Team. Active participants in DD process will have authentic 
potential interest in investing, or possess domain expertise that may be valuable to those 
considering an investment. DD Leaders or team members may invite experts to participate in the 
DD process as appropriate. Persons should not participate in due diligence for the sole purpose of 
marketing their services to the Entrepreneur. 

7. Opportunities for Review. The DD Team will share findings, draft reports, points of view, and 
final documents with the company’s management team in advance of sharing with the rest of the 
interested investors.  This will provide the management team an opportunity to correct factual 
errors, point out tone issues, and prepare a response if necessary.  We believe in the value of "no 
surprises" for anyone involved in the process. 

8. Participating for Education. It should be noted that there is one minor exception to this code of 
conduct, which relates specifically and only to the expectation that the contributing members of 
a DD Team (other than those providing domain expertise) have an authentic potential interest in 
investing in the presenting company. The Keiretsu Forum recommends both that new angel 
investors not make an investment during the first six months after joining and, also, that every 
new member participate in a DD process shortly after joining the membership. Each new member 
should participate in a DD process, thereby learning about the process by “shadowing” a DD 
Leader. A member participating in this manner should disclose this type of participation to both 
the entrepreneur and the DD Team. 

9. Respect for Entrepreneur's Time and Cash.  We understand the challenges of launching a 
business, and that raising angel financing is just one of many priorities for the entrepreneur and 
management team.  We also understand the expenses sometimes involved in courting investors, 
at a time at which cash is tight.  We endeavor to scale the due diligence and fund raising 
activities to yield a good return on the entrepreneur’s investment. 
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APPENDIX B – Guidance To Be Provided to 
Presenters  
 
This Appendix is designed to provide an outline of information and tips to discuss with presenting 
entrepreneurs about how to maximize their potential for success during the due diligence process.  
The Keiretsu Team and a Keiretsu Forum member who is shepherding a company through the 
process, if any, should take some time to discuss the content below with entrepreneurs.  Presenters 
should also be given a copy of this Handbook. 
 
Please email insights and suggestions for other information that should be discussed and tips that 
might be included in future versions of this Appendix to duediligence@keiretsuforum.com. 
 

1. An estimate of the timeline for a typical Keiretsu Forum DD process. 
 

2. Possible legal expenses that the company will have to incur as part of preparing investor 
documents and closing a financing. 
 

3. What to expect during the DD process and what they must do to be successful if there is an 
organized DD effort. 
 

4. What to expect during the DD process and what they must do to be successful if there is no 
organized DD effort or DD leader. 
 

5. The value and importance of proactively calling members on the interest list promptly, rather 
than waiting for a DD Leader to emerge. 
 

6. Both the access information for the Bridge Line setup by The Keiretsu Team for their Q&A 
conference call and the company that provides that Bridge Line (so the entrepreneur can take 
steps to use that company’s recording feature). 
 

7. The importance of recording both the initial Q&A conference calls and the Deep Dive session 
for the benefit of both members with busy schedules and members of other chapters or angel 
investment groups that join the DD process later in a multi-chapter or syndicated financing. 

 
8. The recommended structure for the Q&A call, as follows: 

 
a. Ask members to introduce themselves quickly, so the presenter can get a sense of the 

backgrounds and expertise of the members on the call. 
 

b. A several … but no more than five … minute reminder overview of the company.  
Remember, participants should feel free to stop the entrepreneur if he or she 
falls into re-presenting a full presentation, which is not the function of the call. 
 

c. Address concerns and questions that came up in the Forum’s Mindshare session(s), as 
summarized for the entrepreneur in the initial, post-Forum email from The Keiretsu 
Team. 
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d. Open the floor to questions and discussion. 

 
e. Ask for referrals to a potential DD Leader (if nobody interested in leading the DD 

process attended the call). 
 

9. The lack of a correlation between how many people attend the initial Q&A conference call 
and the ultimate amount invested. 
 

10. The usefulness of calling and at least leaving voicemails for members on the interest list 
confirming their participation on the Q&A call, thereby reminding them of the time, and 
proactively asking them to email the entrepreneur any questions they would like addressed. 

 
11. The importance of trying to seek out a member on the interest list that might be willing to 

serve as a DD Leader. 
 

12. The importance of maintaining communication with The Keiretsu Team to keep them updated 
on any concerns they have about the progress of the DD process or interactions with members 
during the DD process. 
 

13. Which chapters are most likely to have a membership base that will be attracted to their 
specific investment opportunity, if they also choose to seek investment from other chapters. 
 

14. How The Keiretsu Forum and its members use ProSeeder and how the entrepreneur should use 
ProSeeder. 
 

15. What kinds of materials they should begin to gather, compile, and post in their ProSeeder 
Deal Room for both the DD Team and all members on the interest list (as outlined in other 
appendices to this Handbook). 

 
16. The usefulness of placing the dial-in phone number and password for the Q&A conference call 

on the closing slide of their presentation. 
 

17. The role, potential value, and schedule for Keiretsu Forum Entrepreneur Academies. 
 

18. The following, general suggestions: 
 

a. Try to identify thought leaders within the relevant industries within The Keiretsu 
Forum’s membership, ideally starting during their preliminary interactions with 
members if they attend Keiretsu Forum meetings before they formally present. 
 

b. Devote time during the DD process to members who have a strong interest in 
conducting due diligence or seem to have expressed a higher level of interest in 
investing (based either on what box they checked on the interest list or on discussions 
early in the DD process).  In this context, the entrepreneur should bear in mind that 
most members will not make decisions until several other people complete the DD 
process for them. 
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c. Remember that time is of the essence.  The Keiretsu Forum operates on a monthly 
cycle.  Members know that there is an opportunity cost in their choice of how they 
deploy money that they intend to put to private equity investments.  And, they know 
that they will be introduced to several new opportunities each month. 
 

d. Move quickly to make their materials available to members in the ProSeeder Deal 
Room. 
 

e. Respond to communications from members with questions about the company as 
quickly as possible. 
 

f. Treat the DD process, like the presentation, as about continuing to show the strength 
of the opportunity. 
 

g. Stay in active contact with members of The Keiretsu Team to keep them apprised of 
how the DD process is progressing. 
 

h. Do not take a lack of interest, or a decrease in interest, personally.  Keiretsu Forum 
members see approximately 60 private equity investment opportunities per year from 
within The Keiretsu Forum alone, more if they attend deal screenings, and even more 
from within their personal networks outside of The Keiretsu Forum.  Interacting with 
angel investors that operate in groups is a matching game, in which entrepreneurs and 
investors are seeking the best fit.  One of the key benefits of presenting to The 
Keiretsu Forum is that there is a strong diversity of interests within the membership.  
The return on their investment of both time and resources from presenting to The 
Keiretsu Forum comes from finding the right matches, not necessarily from trying to 
create interest in investing by spending time pursuing as many members as possible. 

 
i. Utilize The Keiretsu Forum’s Due Diligence Kick Starter Document.  Seriously consider 

answering all relevant questions before the presentation, so it is ready to provide to 
interested members as soon as the interest list has been compiled.  Completing this 
before the presentation may also help prepare a presenter for the Q&A component of 
their presentation.     
 

19. Specifically encourage entrepreneurs to use blind copies (i.e. bcc) rather than the to or cc 
fields when sending emails to members on the interest list.  This will prevent members from 
inadvertently pressing reply all … thereby increasing the level that members are inundated 
with email communications about the company.  Long back and forth chains of emails about 
the company can inadvertently lead to members not noticing information that is either 
relevant to what they need to know or very important. 

 
 
 
 



 

 
 

Keiretsu Forum Due Diligence Process Handbook 
 

  

6  

Appendix C – Document Request Sequence 
 
Appendix J (referring to the Document Binder) covers a list of many of the documents that should be 
reviewed in an exhaustive DD process.  However, all companies that present to The Keiretsu Forum 
are at different stages of development.  The DD Team may not want to review every document on 
that list. 
 
The DD Leader should ask someone from the DD Team to address both the full scope and the 
targeted scope of documents that the DD Team will want to review.  First, that member should 
direct the entrepreneur to both this Appendix and Appendix J regarding the Due Diligence Document 
Binder, both of which outline what documents a DD Team should review at different stages of an 
exhaustive DD process.  Second, that person should provide guidance to the entrepreneur on which 
documents the DD Team will likely want to review, given the company’s specific stage of 
development.  And, third, that person should outline types and categories of documents, thereby 
reminding the entrepreneur to consider what else, in addition to what is being requested, will also 
help him or her make his case for receiving an investment. 
 
Invariably, the DD Team’s members will want to see more material and documents as the DD process 
progresses and their understanding of the company evolves.  To keep the pace moving and respect 
the entrepreneur’s schedule, the DD Team should do its best to anticipate what additional or 
supplemental documents it might want to review and make those requests as soon as possible. 
 
This Appendix serves as a high-level summary and general outline for the sequence of requesting 
documents.  Generally speaking, documents should be requested and provided in groups as the DD 
process progresses.  This will save the entrepreneur time by preventing him or her from taking the 
time to gather and upload documents if the DD process is not going to progress further.   
 
 
Please be alert for references in this Appendix that highlight or emphasize what to look for in 
some of the specified documents. 
 
 
The stage numbers below reference the documents that should be uploaded just before that stage 
begins.  This assumes that the DD Leader has indicated … just as the prior stage is ending … that 

investor interest remains sufficient to continue the DD process. 
 
 
Just before Stage 1:  Organization 
 
The company should, if it has not already done so, complete the Keiretsu Forum’s Due Diligence Kick 
Starter Document and upload it to the ProSeeder Group as soon as the Group has been created.  
After the questions in this document have been answered, it will naturally evolve into future 
versions, as the company’s executive team, the Due Diligence Team, and the Keiretsu Team update 
the document. 
 
The company should upload … whether or not the DD Team specifically requests it … documents 
related to understanding the company’s historical progress, launch plans, and growth plans, along 
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with all other documents the management team feels will help bridge the gap between what was 
covered in the initial presentation and what will be covered in the Deep Dive session.  The 
entrepreneur should consider the questions that came up in the Mindshare session, as relayed by The 
Keiretsu Team.  
 
Among other things, this should include the filled in Keiretsu Forum overview, general executive 
summary, Powerpoint investor presentation and handouts, business plan or business model canvas, 
financial model, assumptions underlying the financial model, technological overview, marketing 
plan, competitive analysis and comparison to competitors’ products or services, market and industry 
explanations or whitepapers, writings by the management team explaining the industry that might 
help investors better understand both the team and the industry, market analysis, sales pipeline, and 
so on.   
 
Proposed deal terms and draft financing documents should also be uploaded, because the DD Leader 
will be assessing, as a prerequisite for continuing the DD process, whether or not the proposed terms 
will be generally acceptable to members on the interest list. 
 
 
Just before Stage 2:  Key Questions and Verifications 
 
The company should provide the names of all personal references and customer references.  The 
company should upload all documents that confirm what its leadership has said it has achieved with 
regard to customer acquisition, strategic partnerships, and so on.  The company should also upload 
its capitalization table and shareholder list and provide the DD Team with the contact information of 
the lead investors from previous financings. 
 
The company should also upload and the DD Team review all the documents specified in Appendix J’s 
sections on corporate documents and on litigation and regulatory compliance.  For real estate 
investments, the company should upload and the DD Team review all the documents specified in 
Appendix J’s section subtitled property.  
 
And, the company should upload for review all financial statements and all the documents that the 
DD Team said it will want to review from Appendix I’s sections on intellectual property and employee 
relations.   
 
When patents are involved, it is critical to assure that all documents required to assign rights 
from the people who created the claimed technology or features to the company have been 
signed and are in place.  Therefore, all signed assignment of inventions agreements should be 
uploaded as soon as possible.  The DD Team should specifically cross-reference and look for 
assignment provisions in the employment agreements to make sure there is no inconsistency in the 
employment agreements (or agreements among the co-founders) that might override or undermine 
the provisions within the assignment of inventions agreements. 
 
 
Just before Stage 3:  Questions Addressed/Deep Dive 
 
The company should upload whatever documents the entrepreneur feels that the DD Team should 
review before the Deep Dive session in order for investors to be prepared for that session.  In the 
case of companies involving technology, this should include enough of an overview for people 
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without an engineering background to be ready to track the conversation at the Deep Dive session 
(though the company may prefer to only provide detailed technology architecture explanations 
directly to the person on the DD Team handling that part of the DD process). 
 
Additionally, the company should upload for review any documents that the DD Team tells the 
entrepreneur it wants to review in preparation for the Deep Dive session. 
 
 
Just before Stage 4:  Reports and Commitments 
 
The company should upload for review at this point the documents that the DD Team said it will 
want to review from Appendix J’s sections on contracts and commitments, finances, taxes, 
insurance, and government licenses, permits, and filings. 
 
It might seem like these documents should also have been provided just before stage two, before the 
verification process commenced.  Yet, by deferring this deeper review until just before stage 4, two 
things can be accomplished.   
 
First, the essential information is less likely to be missed or overlooked.  And, second, if something 
fundamental or critical stops the DD process from progressing, the entrepreneur will not have had to 
spend unnecessary time sorting through and providing extra documents.  The documents provided at 
this stage, generally speaking, involve matters that can be successfully addressed once they have 
been identified. 
 
 
Just before Stage 5:  Deal Closure 
 
The company should upload and the DD Team review all documents related to the proposed terms (or 
existing terms on which other investors have been investing), along with all documents required to 
complete the current financing and all documents that had been used in previous financings (which 
will lay out the precise terms granted to those investors). 
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Appendix D – Sample Questions for Reference 
Checks 
 

1. How long have you known this person? 
 

2. In what capacity did you interact with him or her and they interact with you? 
 

3. What relevant skills and experiences does he or she bring to this position, which 
allows him or her to: shape the work environment and culture of this company; be 
resourceful in finding solutions; be adaptable; maintain effective communication; set 
strategy; allocate resources; develop managers; build an organization; and oversee 
operations? 

 
4. What are his or her weaknesses? 

 
5. Does he or she have a clear picture of the emerging markets and the competitive 

landscape in which this company operates? 
 

6. Does he or she have a track record of demonstrated knowledge, accomplishments, 
and/or results in this industry that leads you to believe he or she can be successful in 
this venture? 

 
7. Does he or she build good relationships with peers and subordinates? 

 
8. Is he or she honest, dependable and someone who takes responsibility for his or her 

actions? 
 

9. Has he or she had and learned from failures that might offset overconfidence and help 
him or her avoid making potentially costly mistakes in the current venture? 

 
10. How do you think he or she will get along with his or her co-founders and co-

executives? 
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Appendix E – Deep Dive Session and Site Visit 
Procedures 
The information in this Appendix is provided as a guideline for the type of information to gather 
before, and the types of subjects to cover, at the Deep Dive session. 
 
A.  Product(s)/Service(s) 

1. Workflow or process map showing how product(s)/service(s) marketed by the Company fit in 
targeted customer(s)’ business environment:  ease of introduction in existing processes, 
impact on adjacent processes. 

2. Customer need and urgency for product(s)/service(s) marketed by the Company and how it 
can change over time as influenced by internal or external factors (customers’ priorities, 
budgets, results; regulatory changes; market and/or economic shifts; etc. 

3. Management’s contingency plan in the event that product development and/or deployment is 
delayed, and an explanation of how the team will handle its planned mitigation of 
development/deployment or adapt ongoing development to adapt to cost overruns or delays 
in revenue generation. 

4. Diversity of venders vs. over-reliance on one, or very few, suppliers or vendors. 
5. Diversity of customers vs. over-dependence on one, or very few, customers. 
 

B.  Marketing/Pricing 
6. Sales approach:  evaluation of management’s approach to reach targeted distribution 

channels for realism (cycle time, resources, cost, incentive/compensation …etc.). 
7. Sales cycle: discussion of concerns about potential delay in sales closures and management’s 

plan to mitigate such. 
8. Pricing strategy: discussion of realism and basis for price/value proposition; is there a ROI 

case to present to the customer? Is it a tactical/short-term ROI play versus a long-term 
strategic play and what are the implications on pricing and expected sales? 

9. Planned pricing adjustments at various steps of the Company’s lifecycle:  trial, launch, 
growth, maturity; test for realism and safety margin accounted by management. 

 
C.  Roll-Out Plan 

10. Management Roll-out plan from product development to break-even:  milestones; resources 
required (cash, human, technology …etc.); sales targets; infrastructure implications and how 
the Company will address them. 

11. Management specific experience in rolling out similar product(s)/service(s). 
12. Management’s plan to mitigate missed and/or delayed milestones in terms of a revised roll-

out plan (accelerating other phases?), resources requirements (cash, human, technology) and 
business viability. 

 
D.  Revenue Assumptions 

13. Management’s evaluation of the risk of not reaching the revenue built into financial 
projections: probable cause(s); influencing parties/factors. 

14. Potential impact of predatory pricing from new market entrant or existing competitor(s) on 
the Company’s projected revenues and management’s plan to mitigate such (cost reduction, 
defense of pricing through superior value and/or quality …etc.). 

 
E.  Organization 
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15. Management compensation plans and agreements including bonus and deferred compensation 
agreements: discuss basis for such; review changes expected by management in near and mid-
term future; ensure plan is adequate to incentivize key management to stay and to attract 
other required executives. 

16. Schedule of employment, consulting and advisory contracts: ensure that all contracts are in 
place and adequate. 

17. List of employees including wages/salaries/retirement plans and job description: ensure 
adequacy relative to job market conditions and to the Company’s situation and needs. 

 
F.  Competition 

18. Name of competitors in targeted and adjacent markets; explain their positioning relative to 
the Company covering their respective strengths and weaknesses; market share/revenues 
(actual or estimates); funding/backing; Opportunity and/or threat they each represent for 
the Company. 

19. The Company’s product positioning vs. competition: attributes and value/price comparison 
including projected shift along product/market maturity cycle. 

20. Explain and demonstrate effectiveness of relative barriers to entry. 
21. Explain and demonstrate “unfair competitive advantage” on competition. 

 
G.  Risks and Opportunities 

22. Management’s view of the risks it faces in implementing the proposed business plan its plan 
for how to mitigate such risk. 

23. Management’s assessment of additional opportunities (other markets, adjacent 
products/services, additional sales or improvement of pricing environment/mechanism that 
can be seized and potential impact on the Company’s results and strength. 

 
H.  Finance 

24. Financial projections sensitivity analysis: impact of change in assumed costs, prices, sale 
volumes and revenues on projected financial results; has management provided enough safety 
margin to achieve projected results? 

25. Management plan to control costs and maintain costs them within projected range: 
product(s)/service(s) cost structure; overhead; sales and marketing expenditures. 

26. Schedule of any material commitments or any material off-balance sheet liabilities that are 
considered likely to give rise to any liabilities. 

 
I.  Demonstration and Site Visit Questions 

27. Demos and other DD items requiring an on site visit are often industry specific.  Nevertheless, 
there are observations a Keiretsu Forum DD Team member can make that may affect an 
investor’s interest in the Company.  These include: 

 
a. What is the company culture? 
b. What (and how many) management team members were present? 
c. Describe the work environment? 
d. Do the office space, office furniture, computers, and other assets look appropriate for the 

size and capitalization of the company? 
e. Demonstration of product(s)/service(s) in either simulation or real environment in the 

presence of a technology expert. Does it do what the Company says it is supposed to do? 
Does it work consistently (over several trials)? What factor(s) influence the proper 
functioning and are a failure of these factors likely to prevent successful deployment? 

f. What is the level of security deployed by the Company to protect information and 
intellectual property (access policy, redundancy of systems, etc.)? 
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Appendix F: Final DD Report Outline 
 
 
As a reminder, both the draft DD Reports and the final DD Report should include a 
standard disclaimer placed in an obvious location such as on a cover page as a method 
of limiting liability for the DD Leader and DD Team members.  One potential example is 
included in Appendix M. 
 
The contents of both this Appendix and Appendix G are intended to provide an outline of the 
structure of a DD Report and the content the Report should address.  Every item below is not 
applicable to every company. 
 
 
1.  Executive Summary:  This section highlight the nature of the investment opportunity, the major 
pros and cons, and any glaring red-flags.  This is intended to be a very short, high-level summary 
orienting the reader to the whole report. 
 

2.  DD Team:  This section profiles the DD Leader and DD Team members, along with the background 
of any contributors outside the formal DD Team.  Their background, experience, and credibility are 
an important context for their assessments.  Provide their contact information. 

3. Process:  This section describes the process and timing of the DD process.  The more interaction 
points between Keiretsu Forum members, entrepreneurs, and people involved in the company’s 
progress both inside (i.e. multiple key management team members) and outside (i.e. customers, 
partners, vendors, other investors, and so on), the more credible the final report will be.  Specify 
what was included in the process and make certain to point out what was excluded or left out of the 
process. 

4.  Abbreviated Summary of Conclusions / Condensed Summary Report:  Unlike the executive 
summary, this is intended to be a bullet-point summary of many (but by no means all) of the key 
evaluators angel investors should be considering in assessing an opportunity.  This should not include 
the level of detail, information and explanation that will be included in other sections of the DD 
Report.  This section will end up oriented toward conclusions about key subjects.  So, it should 
include a reminder that conclusions not mixed with detailed information and supporting 
information have a subjective element.  Whether or not to include this section should be 
considered a matter of discretion, based on the level of complexity and subtlety involved in the 
industry and opportunity.   

A summary of content to review is included in Appendix G.  At his or her discretion, the author might 
consider using a five star ranking system for each of the categories of elements highlighted in that 
Appendix.   

5.  Leadership Background:  This section should highlight the relevance of the company’s leadership 
to both the industry and the challenges associated with the company’s business model. 

6.  Business Review:  This section makes up the bulk of the report, and should include details and 
specific on, at a minimum, the following subjects. 
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 Sales and Customer Acquisition: 
• Who are the company’s current customers?  And, which potential customers are in, 

and how far into, the sales pipeline? 
• What is the problem the company is attempting to solve, and what “pain” among 

different customers will the company’s product or service address and solve? 
• What is the return customers will receive from using that product or service (i.e. how 

much will they spend and how much will the product increase the customer’s bottom-
line)? 

• How long will the sales cycle be for different customers? 
 

 Business and Revenue Models: 
• What is the company’s business model?  And, what is its financial model? 
• Does the company have several different actual or potential revenue streams?  
• Does the company have actual, or potential, recurring revenue streams? 
• What is the cost of customer acquisition?  What is the likely, average length of 

customer retention and rate of customer turnover?  And, what is the anticipated life-
time value of each customer? 

• How many potential follow-on products or services are planned or possible?  Will these 
lead to a diversification among more types of customers? 
 

 Marketing Plan:  
• What is the company’s go-to-market strategy? 
• What is the market size, growth, and rate of growth?  What is the company’s ability to 

capture and generate revenue early on from (and possibly establish market dominance 
in) a strong beachhead market within the overall, total addressable market? 

• What is the assessment of the strength of the competition?  Who else is out there 
(currently and potentially) in similar and different categories?  What are the 
company’s barriers to entry against competitors?  What is the company’s ability to use 
follow-on products or services to expand as competitors enter the market? 

• Value Proposition: Why would informed target customers be wise to buy this product 
or service? What is the distinct competitive advantage?  

• Go-to-market plans:  How does the team plan to lead the company to increased 
profitability and adapt to resistance or failed assumptions with alternative go-to-
market plans? 

• Current Customers & Revenue: What success and traction does the company already 
have? 

• Customer and partner interviews: What do current customers and prospects say about 
the company, product or service, and leadership team relative to the other choices in 
the market? What do they say about how valuable the company’s product or service 
will be for the customer’s business?  This is meant as a summary of the conclusions 
drawn from these interviews.  More detail on the specific content of these interviews 
will be included later on in an Appendix to the core of the DD Report. 

• Does the marketing plan, and do the barriers to entry, depend on the company’s 
financial ability to enforce intellectual property or the speed with which the company 
can implement its go-to-market strategy and build a brand? 
 

 Technologies or Products:  
• What technologies have been developed, chosen, or deployed?  
• What technology architecture was used? 
• How proven is the technology?  What technology risks are there?    
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• What is unique and differentiated about the product that will give the company a 
competitive advantage? 

• What additional or follow-on products are under development? 
• What intellectual property does the company possess, or is branding or being first to 

market more important than intellectual property for the company (which should also 
be discussed and considered as part of the section on the marketing plan)? 

• How does the company’s intellectual property benefit its business and revenue 
models? 
 

 Operations & Execution:  
• From where does the company source the components of its product and how reliable 

are the vendors?  
• Has the company established a redundancy among its vendors and put in place a 

backup plan that can be implemented quickly if there is a problem with a vendor? 
• Where does the company manufacture its products? 
• What issues might the company face with its manufacturers or suppliers?  
• Is purchase order financing, if relevant, already in place or available to prevent the 

company from having to use investor capital for inventory? 
How does the company handle or plan to handle logistics and distribution? 

• What in-house or outsourced plans and procedures does the company have in place for 
both sales-support and customer support? 
 

 Real Estate: 
• In the case of real estate investments, what are the qualitative market dynamics and 

trends, including business activity, public sector efforts to promote business growth 
and development, demographic trends, and other factors that support quantitative 
data on projected changes in prices in the local market? 
 

 Management and Advisory Team:  
• What is the DD Team’s assessment of both the relevance of the management team’s 

backgrounds to the industry and applicability to the challenges associated with the 
company’s business model? 

• What is the DD Team’s assessment of what the management team has learned from 
both its previous successes and, perhaps more importantly, from its previous failures? 

• What did the DD Team learn about the management team in its background and 
reference checks? 

• How do members of the co-founding team appear to get along with each other?  How 
do members of the company’s broader management team appear to get along with 
each other?  What is the DD Team’s assessments of the personalities of all the key 
players involved in launching the company successfully? 

• Is the Board structured in a way that balances control and influence between the 
founders and investors, and among the different classes of shareholders? 
 

 Financials:  
• What conclusions did the DD Team draw from reviewing the company’s historical P&L, 

current balance sheet, cash flow, cash on hand, and relationship in the company’s 
financial model between its core assumptions and its projections? 

• What is the company’s past financing history, in terms of all of amounts, sources, 
timing, and terms? 
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• Are there any foreseeable problems that might arise due to the structure of, and 
people or investors on, the company’s capitalization table? 

• Are there any foreseeable problems that might arise due to the terms of previous 
financings?  
 

 Other: 
• Every company will have unique elements that are related to that company’s potential 

for success or risk of delay or failure.  Each DD Leader or DD Report author should use 
his or her judgment as to what else should be covered in this section of the DD Report. 
 

7. Strategic Assessment:  This section essentially provides a detailed analysis of the facts underlying 
what the management team must do to succeed, given the challenges it faces and the advantages it 
has going for it.  Put more casually, this section describes in detail the factual headwinds and 
tailwinds, and whether or not the team seems prepared to navigate from the rough waters ahead to 
the type of smoother waters where their boat is most likely to perform well. 

 What customer validation has the company achieved or obtained? 
 What are the company’s future milestones and what resources are necessary to achieve 

them? 
 What is the DD Team’s assessment of the key risks? 
 What are the top five strategy issues, elements, or "bets" that investors need to believe to 

want to invest? 
 What are the business projections, key underlying assumptions behind the financial 

model, and early evidence to support these projections? 
 Are there any major red-flags about the company?   
 Are there any identified deal breakers about the company’s strategy relative to what 

Keiretsu Forum members would expect to be essential to success (i.e. are members going 
to choose not to invest because they will fundamentally disagree with the company’s 
approach)? 

 What are the barriers to entry (related to each of the company and the industry)? 
 How strong or week are the barriers to entry?   
 Could another company duplicate the company’s offering?  If so, how fast and how 

inexpensive would it be for another company to achieve this? 
 Is intellectual property a factor in the company’s success, or is branding and time to 

market more essential than intellectual property? 
 How realistic is the company’s assessment of its exit strategy, and what evidence does it 

have to support its assessment? 
 Are there any legal actions against the company that are, or might be, pending, 

threatened, likely or, perhaps most importantly, foreseeable? 
 What is the company’s vulnerability to running out of cash before the next major 

financing can be completed? 
 

8. Valuation and Terms:   

 What is the DD Team’s assessment of the management team’s financing, negotiating or 
structuring experience? 

 What are the potential risks, or foreseeable risks, to investors of the deal’s proposed 
terms? 

 If the company is using an equity instrument, what is the DD Team’s assessment of the 
combination of valuation, projected dilution in a worst case scenario, preferences to 
different classes of shares, and comparable exit multiples on potential investor ROI? 
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 If it is using a convertible debt instrument, what is the DD Team’s assessment of the 
relationship between the company’s current status and progress to date and the worst-
case scenario if progress comes slowly? 

 Especially if progress comes slowly or the company runs short on cash, how is a future 
lead investor in an eventual equity financing likely to value the company?   

 Whichever type of instrument the company is using, what is the assessment of the DD 
Team’s members as to what the company’s cash on hand and negotiating position will be 
at the time the next equity financing closes?  What impact might that negotiation have on 
existing investors at that time? 

 What is the company’s pre-money and post-money valuation? 
 What is the allotment in the current financing for Keiretsu Forum members? 
 What is the planned use of proceeds? 
 What is the company’s burn rate? 
 What resources and amount of financing are truly necessary to meet different objectives? 
 How negotiable is the company’s leadership? 

 

9. Company Structure and Financing History: 

 What is the company’s financing history? 
 How much of the company is held by the founders, management team, employee option 

pool, and investors in different, previous rounds of financing? 
 How does the DD Team believe the balance between the founders and previous investors 

will affect the long-term control of the company and potential near or long-term changes 
in who is (or will be) leading the company? 

 Are there any provisions of concern in the terms of prior financings that will limit the 
rights of investors investing based on the proposed terms of the current financing? 

 

10.  Company Responses to Questions:  Either within the report as a section toward the end or as 
an Appendix to the Report, the DD Report should include key highlights of how the company 
responded to both the initial questions in stage 1 and the supplemental questions in stage 2.  The 
company’s written responses can be included as an Appendix to the DD Report.  Additionally, the DD 
Report’s author might include a filled in summary of how the Company responded to the industry 
specific questions in Appendix K to this Handbook.  These should be filled in by a member of the DD 
Team, not by someone from the company. 

11. Summary of Key Verifications:  Either within the report or as an Appendix to the Report, the DD 
Report should include a summary written by the members of the DD Team involved in some of the 
key verification discussions.  These should include conversations with key references, key customers, 
venders, partners, current investors, other investors currently conducting DD that would be co-
investors with Keiretsu Forum members, and so on.   

12.  Documentation Checklist:  This section should include a summary of what documents were 
reviewed (incorporation, employment, vendor contracts, patents, etc.) to ensure that they are in 
place, or to confirm that the company’s statements about its proof of concept and traction with 
customers and partners.   In addition to, or instead of, this summary, the DD Report might include a 
filled in copy of Appendix I (Document Binder) to this Handbook, along with a list of what other items 
in addition to those on that list were provided and reviewed.  If the company is still in the DD 
process in stage 5, all of these documents should have been uploaded to the company’s ProSeeder 
Deal Room for review by interested investors. 
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An Important Note on Data Room Access 

If the company has a data room or data vault hosted somewhere other than within Keiretsu’s 
ProSeeder Group for that company, then the link and password to that data room should be 
posted within the ProSeeder Group in an easy to notice location.   

*** The Data Room’s password should NOT be placed in the DD Report. *** 

This will enable the URL and password to only be available to people with a ProSeeder user name 
and password who have been invited to the company’s ProSeeder Group by The Keiretsu Team.  The 
DD Report can inform readers to look within the ProSeeder Group for access information.  A DD 
Report, after having been downloaded from a ProSeeder Group, may end up circulated by email or 
in print form, and the company will understandably want to control access to its documents. 

 

 

Use of ProSeeder Groups and Data Rooms vs. Including Company Documents in DD Reports 

Please bear in mind in writing a DD Report that all of the company’s information and documents do 
not need to be provided as attachments to a DD Report.  Those documents should all have been 
uploaded to the company’s ProSeeder Deal Room.  A DD Report is not meant to be … or even to 
include … a compilation of materials provided by the company, and generally should not include 
what the company provides.  Rather, it should include what the DD Team gleaned from drilling down 
into the company’s materials.  The DD Report is a summary of how the DD process was conducted, 
what information surfaced (as distinct from what information was provided by the company), and 
what assessments and conclusions were reached by the DD Team conducting DD and the industry 
experts to which they turned to for feedback. 

When the Founding Region’s Due Diligence Committee recommended and implemented the switch to 
using ProSeeder, the Committee’s objective was to implement a combined flow of pipeline tracking, 
due diligence process monitoring, data tracking, member communication, scheduling, and document 
sharing.  The chapters that use other platforms are also focused on coordinating DD processes and 
adding project management, along with facilitating inter-chapter coordination.   

Keeping documents in a central data room is part of both facilitating inter-chapter syndication and 
accelerating the process of conducting due diligence in follow-on financings. It enables DD Teams to 
update information to reflect company progress without having to essentially start from scratch. 

 
 
 
 
 
 
 
 



 

 
 

Keiretsu Forum Due Diligence Process Handbook 
 

  

18  

Appendix G: Quick Summary for within Final 
Report 
 
It is highly recommended that the DD Leader step back before writing the final DD Report and 
complete a condensed summary section for possible insertion into the Report.  The preparation of 
this summary section is intended to provide an opportunity for the DD Leader to take a step back 
from the process, crystalize his or her thoughts at a macro rather than micro level, and focus in on 
the key conclusions. 
 
Based on all the dynamics and factors related to the company and its industry, a DD Leader should 
carefully consider whether it might be more beneficial or potentially more harmful to actually 
include a summary like this in a DD Report. 
 
If used, this section is intended to provide an abbreviated “report within a report” for busy people.  
However, both DD Leaders and Keiretsu Forum members should remember that a summary like this 
will invariably be subjective in nature, even if the DD Leader and DD Team conducted a very through 
and exhaustive DD process. 
 
If used, the title should be something along the lines of “Abbreviated Summary of Conclusions 
Drawn within the Due Diligence Report:  Strengths, Weaknesses, and Red-flags” OR Condensed 
Summary Report:  Strengths, Weaknesses, and Red-Flags.”   
 
And, it is very important to include a reminder analogous to the following:  “Though this summary 
section is based on an attempt at an objective, factual analysis, it does represent the subjective 
conclusions drawn by its author as a result of the analysis conducted by the DD Team.” 
 
The Structure should be a simple list, for each set of elements below, of: 

• Strengths, 
• Weaknesses, 
• Unanswered Questions, 
• Concerns, and, 
• Major Red-Flags. 

 
The topics to consider and address should include the following. 
 

1 - Market/Space/Sector:  Clear problem? Clear pain? Competition? Exit Comparables in the 
industry? Valuation of public market comparables? Current rate of growth in the sector? 
Projected increase in rate of growth in the sector? Publicity about the industry? 

 
2 – Marketing and Sales: Business Plan (or business model canvas)? Financial Model? 
Product/Service? Sales Cycle? Customers? Barriers to Entry? Potential Follow-on Products? 
Size, demographic, and buying-habits of initial beachhead market?  Additional markets for 
expansion? Overall market potential? 
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3 – Technology: Conclusions of the person or people conducting technology DD? Testing and 
verification?  CTO & VP of Technology’s ability and management skills? Engineering costs? 
Platform adaptability and stress loading upon deployment and ramp-up? 

 
4 - Execution Plan: Solid revenue Driver? Scalability? Defensible IP? 

 
5 – Traction: Customer buy-in to business model, product or service? Customer satisfaction? 
Sales Approach? Sales Cycle? 

 
6 - Management: Is the team complete? Relevant experience? Track record? Wisdom, 
persistence, & personality?  Flexibility and adaptability? Effective interactions with 
investors? References and background checks? All key senior executives have thought through 
how to deal with potential challenges to execution plan? 

 
7 - Board of Directors & Board of Advisors: Relevant experience? Contacts? 

 
8 - Existing Investors: Friends and Family? Angels? VC? Strategic Investors?  Customers have 
invested? Unique Capital Terms? Potential participation of existing investors in follow-on 
financings? 

 
9 - Investment Required & Deal Terms: Status of current Investment? Proposed Deal Terms? 
Burn-rate? Timeline to profitability? Valuation? Projected and probable dilution? Ownership? 
Concerns of legal counsel about key terms in term sheet and stock purchase agreements? 
Probability of harmful terms or cram-down by follow-on investors due to amount of follow-
on financing required and specific execution plan risks? Corporate Documents in place and up 
to date? 

 
10 – Operations: Supplier and Vendor Relationships? Ability to obtain non-dilutive debt 
financing? Payment terms with customers and vendors? Amount of capital required for 
inventory)? 

 
11 – Financials: Proper balance sheet?  Robust financial model? Bottoms-up, flexible 
financial model that integrates all key assumptions? Financial model based on grounded 
assumptions? Corporate Structure in place? 

 
12 - Revenue Potential: Pricing Model? Pricing Changes Over Time? 

 
13 - Profitability: Current Revenue? Current Burn Rate? 
 
14 - ROI Potential: Risks and Opportunities? 

 
 
 
 
 
 
 
 



 

“Great Association with Quality Deal Flow” 
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APPENDIX H – Keiretsu Forum Due Diligence 
Kick Starter 
 
 
 
 
The following document was created by Ozan Isinak, the President of 

Keiretsu Forum Central Canada. 
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Appendix I – Company Overview 
 
Ask the entrepreneur what information below is immediately available and what will take more time 
to produce.  Ask the entrepreneur to post material that is readily available, and will not take 
excessive time to gather, immediately.  Review the recommendations in Appendix C (regarding the 
recommended sequence for requesting documents) and determine up front what remaining material 
will be required. 
 
Corporate Structure/Organization 

1. Founding information: date, founder(s) 
2. Legal structure:  type of corporation, certificate(s) of incorporation, list of states/countries 

in which the Company is authorized to do business 
3. Current By-laws (including all amendments) 
4. Agreements related to significant acquisition(s) or disposition(s) made by the Company in the 

last 3 years. 
5. Company organization: Organization chart, FTEs; consultants/ service providers (including 

legal); outsourced functions and relevant contracts 
 
Funding/Ownership 

6. Funding raised:  Capitalization table including capital raised to date, form/structure(s) 
including bridge loan(s) valuation, funding sources and relationship/commitments to the 
Company, contact information 

 
Proposed Deal 

7. Current round of financing: amount expected, timeframe, expected use of funds, expected 
milestones, shortfall contingency plan 

8. Planned next round of financing: targeted capital sources, amount required, expected use of 
funds, expected milestones 

9. Company valuation: current valuation, basis for valuation, industry comparables for both 
valuations and exit multiples, and company’s financial model and underlying assumptions as 
they related to future valuation 

 
Financial Structure 

10. 3 years Historic financial statements: Balance Sheet, Income Statement, Cash-flow (audited if 
available) 

11. Schedule of all liens and encumbrances against assets/stock 
12. Schedule of all the Company’s investments 
13. Copies of all federal, state, local and foreign tax returns for the current year and past three 

years 
 
Financial Model 

14. Historical and current financial model: debt, cash-flow, burn rate, income, balance sheet 
15. Margin: gross, operating, net each product/service; expected trend over time & product cycle 
16. Projected financials: cash-flow and income projections for next 3-5 years 
17. Assumptions driving projected financials: market share/penetration; price; revenue model; 

sale and    payment cycles; cost of goods/services; overhead; …etc. 
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Product/Service 

18. Expected time frame and milestones to reach commercialization 
19. Product marketing materials, including product, pricing & customer list(s), marketing 

collateral 
20. Status of product(s)/service(s) development cycle (pre-α, α, β, commercial trial or launch…) 

 
Customers 

21. Existing customer(s) and nature of relationship: names, contacts & their position; targeted 
sales volumes & revenues for top 10 customers 

22. Customers’ pipeline 
23. Letter(s) of intent from potential customer(s) 

 
Suppliers 

24. All suppliers critical to development, procurement, deployment & servicing of product(s)/ 
service(s) 

 
Marketing 

25. Most relevant & recent press releases; coverage of Company, target market, competitors & 
customer 

 
Tax Matters 

26. Suitability for taxable or retirement investment based on risk profile (subjective) 
27. Is this income or capital appreciation type of investment 
28. Capital gains should be disclosed to the extent projectable 
29. Tax credits should also be relatively certain depending on the investment 
30. UBTI (Unrelated Business Income Tax) should be fairly cut and dry but we should request an 

outside tax firm’s opinion from the sponsor



 

 
 

Keiretsu Forum Due Diligence Process Handbook 
 

  

49  

Appendix J - Document Binder 
 
The list of items below does not reflect a complete list.  Items should be added based on the 
Company in question and the analysis of the DD Team.  This list is intended to save the entrepreneur 
and DD Team time by providing the entrepreneur up front guidance as to what documents should be 
gathered.   
 
There is no need to attach these documents to a Final DD Report.  These should be uploaded by the 
entrepreneur to the Deal Room component of the ProSeeder Group for the company to which the 
entrepreneur has access.  One member of the DD Team should be assigned to review all of the 
documents. 
 

 
Corporate 
 
Certificate of Incorporation and all related documents: 
 

1. Certificate of Incorporation and related documents ........ □ Pending  □ N/A □ Provided 
2. Articles of Incorporation ......................................... □ Pending  □ N/A □ Provided 
3. By Laws ............................................................. □ Pending  □ N/A □ Provided 
4. Shareholder Agreement .......................................... □ Pending  □ N/A □ Provided 
 
5. Schedule of all business entities, which comprise, or are affiliated with the Company 

□ Pending  □ N/A □ Provided 
 

6. Stockholder Agreements ......................................... □ Pending  □ N/A □ Provided 
7. Options Plan, rights of first refusal ............................ □ Pending  □ N/A □ Provided 
8. Voting trust Agreements ......................................... □ Pending  □ N/A □ Provided 
9. Warrants Agreements ............................................ □ Pending  □ N/A □ Provided 
 
10. Any other agreements with respect to ownership of the Company or relating to rights to 

purchase the capital stock and/or assets of the Company □ Pending  □ N/A □ Provided 
 
11. Agreements, documents or closing volumes related to any significant acquisitions or 

dispositions made by the company during the last three years or which are currently proposed
 □ Pending  □ N/A □ Provided 

 
12. List of current officers and directors of the company and all employees and consultants of the 

company. ........................................................... □ Pending  □ N/A □ Provided 
 
13. Internal operation manuals, all policy manuals, including those related to hiring, regulatory 

compliance, internal controls and internal policy statements of the company  
 □ Pending  □ N/A □ Provided 

 
14. Closing volumes and any other agreements or documents relating to any secured or unsecured 

borrowings of the company, including any debt instruments, debt/equity exchanges, letters 
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of credit, sale and leaseback transactions, guarantees, pledges, security agreements and any 
other documents relating to liens and security interests ... □ Pending  □ N/A □ Provided 

 
15. Bonds or other government financing programs.  ............ □ Pending  □ N/A □ Provided 

 
16. All material correspondence with lenders including correspondence related to refinancing of 

any the company debt. Need to review and summarize any loan agreements   
 □ Pending  □ N/A □ Provided 
 

 
Finance 
 
A summary of any loans, guarantees, performance bonds, and/or cash infusions of any officer, 
director or stockholder of the company or any other related party and amounts and terms of such 
loans or transactions  ..................................................... □ Pending  □ NA □ Provided 
Financing for specific facilities of the company, including documents and agreements evidencing 
equipment and vehicle financing arrangements.  .................... □ Pending  □ NA □ Provided 
 
Schedule of all liens and encumbrances against any of the Company’s assets or stock 
 □ Pending  □ NA    □ Provided 
 
Any correspondence with creditors or Companies during the last two years not in the ordinary course 
of business  ................................................................. □ Pending  □ NA □ Provided 
 
Schedule and documents supporting loans and loan guarantees  .. □ Pending  □ NA □ Provided 
 
Schedule of all investments related to the business of the company   

□ Pending  □ NA □ Provided 
 

Schedule of all bank accounts and safe deposit boxes of the company   
 □ Pending  □ NA □ Provided 
 
Audited financial statements for the past three years  .............. □ Pending  □ NA □ Provided 
 
List of all current inventories including location of inventory  ..... □ Pending  □ NA □ Provided 
 
Detail list of all tangible property and equipment including location   

□ Pending  □ NA □ Provided 
 

Detail list of current Accounts Payable and Accounts Receivable aging   
□ Pending  □ NA □ Provided 

 
List of all products and services offered and their pricing  ......... □ Pending  □ NA □ Provided 
 
Description of financial and management information systems and related contracts with outside 
vendors if applicable  ..................................................... □ Pending  □ NA □ Provided 
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Current and future years Budget and strategic plans  ............... □ Pending  □ NA □ Provided 
 
 

Taxes 
 
Copies of all federal, state, local and foreign tax returns for the current year and past three years 

□ Pending  □ NA □ Provided 
 

Copies of memoranda and other documentation relating to the company’s income or other tax 
liability or prepared in connection with any tax problems affecting the business of the company since 
inception or which may rise in the future  ............................ □ Pending  □ NA □ Provided 
 
Copies of all state sales and use tax reports and returns of the company for the current and past 
three years  ................................................................. □ Pending  □ NA □ Provided 
 
A schedule describing any ongoing tax disputes with copies of documentation with respect to pending 
federal, state, local or foreign tax proceedings with regard to open items.   

□ Pending  □ NA □ Provided 
 

 

Employee Relations 
 
Management compensation plans and agreements including bonus and deferred compensation 
agreements  ................................................................ □ Pending  □ NA □ Provided 
 
Employee stock option plans 
  ............................................................................... □ Pending  □ NA □ Provided 
 
Documents assigning the rights to patents from the creators to the company 
 ............................................................................... □ Pending  □ NA □ Provided 
 
 
Employment, consulting and advisory contracts  ..................... □ Pending  □ NA □ Provided 
 
Summary of employees including wages/salaries and job description   

□ Pending  □ NA □ Provided 
 

Employee background investigations and degree verification documents  
□ Pending  □ NA □ Provided 

 
Pension and retirement plans and all related plan documents. .... □ Pending  □ NA □ Provided 
 
Management & consulting agreements, agreements not to compete, agent agreements, 
confidentiality agreements with employees, & agreements with employees covering inventions 

□ Pending  □ NA □ Provided 
 

Key man life insurance plans or other death benefits  .............. □ Pending  □ NA □ Provided 
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All correspondence and documents received from and filed in the last three years with relevant 
employee relations, occupational safety and civil rights organizations   

□ Pending  □ NA □ Provided 
 

Schedule and brief description of all pending legal or arbitration proceedings 
□ Pending  □ NA □ Provided 

 
All employee manuals, handbooks, policy statements, payroll practices and personnel practices 

□ Pending  □ NA □ Provided 
 

Acquisition or divestiture agreements affecting any Qualified Plans  
□ Pending  □ NA □ Provided 

 
Any other material agreements or documents relating to employees, consultants or agents of the 
company ..................................................................... □ Pending  □ NA □ Provided 
 
Insurance Policies including product liability, E & O, D & O, liability limits etc. 

□ Pending  □ NA □ Provided 
Name of broker_____________________________________ 
 
 

Contracts and Commitments 
 
Material &/or long-term contracts and purchase orders w/customers & suppliers 
 □ Pending  □ NA     □ Provided 
 
All government contracts ................................................. □ Pending  □ NA □ Provided 
 
Material and/or long-term equipment, automobile or other leasing contracts 

□ Pending  □ NA □ Provided 
 

All management or service contracts for the sale of services related to the business of the company 
□ Pending  □ NA □ Provided 
 

Agreements requiring the company to indemnify or hold harmless any other person 
□ Pending  □ NA □ Provided 
 

Agreements related to waste disposal and environmental services   
□ Pending  □ NA □ Provided 

 
Any other material and/or long-term contract related to the products, services or business of the 
company ..................................................................... □ Pending  □ NA □ Provided 
 
Information services and data processing agreements, including lists of software and licensing status 

□ Pending  □ NA □ Provided 
 

All requirements or take-or-pay contracts ............................. □ Pending  □ NA □ Provided 
All warranties and service contracts .................................... □ Pending  □ NA □ Provided 
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All license agreements .................................................... □ Pending  □ NA □ Provided 
All distribution and distributorship agreements  ...................... □ Pending  □ NA □ Provided 
 
 

Property 
 
Deeds held by the company and options to sell or purchase real property    

□ Pending  □ NA □ Provided 
 

Original real property leases and all amendments thereto  ........ □ Pending  □ NA □ Provided 
 
Easements, licenses and restrictions on use relating to real property related to the business of the 
company ..................................................................... □ Pending  □ NA □ Provided 
 
Title insurance policies & surveys relating to real property related to the company   

□ Pending  □ NA □ Provided 
 

Maps and blueprints of all buildings and property of the company □ Pending  □ NA □ Provided 
 
Appraisals on any owned real property ................................. □ Pending  □ NA □ Provided 
 
Schedule of material personal property owned & related to the business of the company 

□ Pending  □ NA □ Provided 
 
 

Governmental Licenses, Permits and Filing 
 
Federal licenses, permits or clearances related to the business of the company if applicable 

□ Pending  □ NA □ Provided 
 

State, county, and city licenses, certificate of occupancy, and environmental-related permits related 
to the business of the company ......................................... □ Pending  □ NA □ Provided 
 
All other licenses, certificates and letters of accreditation ........ □ Pending  □ NA □ Provided 
 
Policies related to the treatment, storage and disposal of hazardous waste and other waste products 

□ Pending  □ NA □ Provided 
 
 

Intellectual Property 
 
Schedule of patents, trademarks, service-marks, trade-names, copyrights and other agreements used 
or held in the name of the company .................................... □ Pending  □ NA □ Provided 
 
Documents regarding any claim of infringement of the intellectual property rights of Companies and 
any claims against the company alleging any such infringement .. □ Pending  □ NA □ Provided 
 
Any other material intellectual property rights or claims ........... □ Pending  □ NA □ Provided 
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Insurance 
 
Schedule and description of all insurance policies now in effect .. □ Pending  □ NA □ Provided 
 
Copies of all insurance policies in effect and certificate of insurance for each policy 

□ Pending  □ NA □ Provided 
 

Loss and/or claims history for all such insurance coverage’s maintained for company, past five years
 □ Pending  □ NA □ Provided 
 
 

Litigation and Regulatory Compliance 
 
Copies of all material correspondence or notices concerning compliance with occupational safety, 
civil rights, labor or environmental laws  .............................. □ Pending  □ NA □ Provided 
 
Consent decrees, judgments, settlement agreements and other agreements to which the company is 
bound, requiring, regulating or prohibiting any future activities .. □ Pending  □ NA □ Provided 
 
Schedule and brief description of all pending legal or arbitration proceedings to which the company 
is a party and the names of the court or agency in which the proceedings are pending 

□ Pending  □ NA □ Provided 
 

Schedule of potential or threatened government investigations and legal proceedings and any other 
contingent liabilities of the company .................................. □ Pending  □ NA □ Provided 
 
All material correspondence with respect to any administrative or regulatory body which regulates 
the business of the company  ............................................ □ Pending  □ NA □ Provided 
 
Audit response letters from all outside legal counsel to the company, past three years 

□ Pending  □ NA □ Provided 
 
 
 
 
 
 
The material in this Appendix was initially created by members of The Keiretsu Forum’s Founding Chapter in the East Bay of 

the San Francisco Bay area during the first two years after The Keiretsu Forum was founded in 2000. 
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Appendix K - Industry-Specific Questions 
 
 
These questions relate to specific industries/products/services and are provided to the DD Leader for 
use as it may apply to the Company being evaluated for investment.  Contact should be established 
with Keiretsu Forum members with specific knowledge and experience in these areas in order to 
build a list of the specific, additional questions most appropriate to the Company. 
 

Software 
 
What is/are the platform(s) on which the Company’s application(s) are being written?  How current is 
it and how much of a future does it have compared to others? 
 
 
 
 
Does the company have the adequate licensing arrangements in place for use of coding language(s) 
or other proprietary platform tool? Are there any expected changes in these arrangements in the 
foreseeable future and how would they impact the Company’s product(s) and its viability? 
 
 
 
 
How has the application(s) been tested so far? Results of such tests? Resulting action plans 
(streamlining, re-coding, etc.)? 
 
 
 
 
What is/are the next testing milestones and when do they expect to be reached? 
 
 
 
 
Is management team experienced in testing and launch of software applications? Describe specific 
experiences and how they apply to the particular application being launched? 
 
 
 
 
How compatible is the application with the platform commonly used by targeted customers? Has 
compatibility been tested?  If yes, what were the findings and resulting action plans?  
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What is the functionality of each application release version and how does it compare with expected 
requirements from targeted customers?  
 
 
 
 
How easy is it to customize the application to meet specific and/or changing customer needs? Is 
customization required by targeted customers and to what level? 
 
 
 
 
What would it take for competitor (existing or new) to develop a similar application in terms of 
specific expertise and resources (human, capital, time) required?  
 
 
 
 

 

Hardware 
 
What is/are the technology(ies) used in the design and manufacturing of each hardware component 
marketed by (Company)? 
 
 
 
 
Has (Company) made the proper arrangement for use of others’ technology(ies) in its product(s)? 
How are these arrangements expect to change and how would these changes impact the Company’s 
viability? 
 
 
 
 
How has the hardware component(s) been tested so far? Results of such tests? Resulting action plans 
(re-design, improvements, etc.)? 
 
 
 
 
 
What is/are the next testing milestones and when do they expect to be reached? 
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Is management team experienced in testing and launch of hardware applications? Describe specific 
experiences and how they apply to the particular hardware application being launched? 
 
 
 
 
How compatible is the hardware with the platform(s) or hardware commonly used by targeted 
customers? Has compatibility been tested?  If yes, what were the findings and resulting action plans? 
 
 
 
 
What is the functionality of each historic and planned hardware release and how does it compare 
with expected requirements from targeted customers? 
 
 
 
 
How easy is it to customize the hardware component(s) to meet specific and/or changing customer 
needs? Is customization required by targeted customers and to what level? 
 
 
 
 
What would it take for competitor (existing or new) to develop a similar application in terms of 
specific expertise and resources (human, capital, time) required? 
 
 
 
 

 

Life Sciences-Biotechnology 
 
Meet at (Company) to review facilities for laboratory and manufacturing work (if applicable) and 
assess adequacy for product(s) developed and/or being launched. 
 
 
 
 
What is the status of product/application testing? What is the Company’s planned testing plan and 
are resources adequately planned for each phase (human, materials, capital, time)? 
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If required, what is management team’s experience with clinical trials and FDA approval process and 
how does it apply to this specific trial? 
 
 
 
 
If (Company) has already started and/or completed clinical trial(s), what is/are the protocol(s) and 
result(s) to date? What is/are the next set of expected result(s)? 
 
 
 
 
What is the Company’s vendor qualification policy and process and how does it tie to the quality and 
consistency of the Company’s product(s)? 
 
 
 
 
 

Telecommunication – Wireless 
 
What is/are the platform(s) on which the Company’s product(s) are being developed and how does it 
work with the prominent platform(s) used by targeted customers? 
 
 
 
 
What is the status of product/application testing? What is the Company’s planned testing plan and 
are resources adequately planned for each phase (human, materials, capital, time)? 
 
 
 
 
What are the hardware and software implications for targeted customers (upgrade, switch to other 
platform, …etc.)? 
 
 
 
 
Are they any anticipated interference with customers’ existing infrastructure that may prevent or 
slow down (Company)’s product launch and adoption (IR (infrared) interferences with POS (point of 



 

 
 

Keiretsu Forum Due Diligence Process Handbook 
 

  

59  

sale) infrastructure for ex.)? How has (Company) evaluated this risk and how does it plan to mitigate 
it? 
 
 
 
 
If consumers’ adoption is critical to (Company)’s product(s)’ success, has there been any focus group 
or similar research to quantify consumers’ interests and obtain consumers’ concerns? Results of such 
and resulting action plan? 
 
 
 
 
What is the status of (Company)’s relationship(s) with required partners: wireless carriers, 
phone/hardware manufacturer, retailers, others.  What is the Company’s exposure if one such 
relationship does not materialize or changes in a significant manner? 
 
 
 
 
 
 

Real Estate 
 
What is/are the history of the property(ies) being acquired and/or marketed by (Company)? 
Ownership, classification, work/development performed, previous use for similar or other activities, 
historic utilization and rates…etc. 
 
 
 
 
What the environmental status of the property? Any clean-up required before permit for planned use 
van be issued and, if yes, what is the anticipated cost and timeframe for such clean-up? Is risk-based 
clean-up an accepted option for the property and its intended use? 
 
 
 
 
Who will manage the property during development and commercialization phases and what is their 
respective experience in doing so? 
 
 
 
 
What is the status of all permits required for intended use of property? 
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What are the terms (rates, term, and significant provisions) of lease(s) with existing tenant(s) and 
how likely are renewals (and at what terms)? 
 
 
 
 
What are the expected running costs for property and how does it compare with other similar 
property(ies) also run by (Company)? How does it compare with industry standards with similar 
property(ies)? 
 
 
 
 
 
 

 
 
 
 

The material in this Appendix was initially created by members of The Keiretsu Forum’s Founding Chapter in the East Bay of 
the San Francisco Bay area during the first two years after The Keiretsu Forum was founded in 2000. 
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APPENDIX L – Keiretsu Forum Application and 
Investment Processes 
	
  
This	
  Appendix	
   is	
   intended	
  to	
  provide	
  a	
  brief	
  overview	
  of	
  how	
  The	
  Keiretsu	
  Forum	
  
functions	
  within	
  the	
  broader	
  scope	
  of	
  angel	
  investing	
  and	
  how	
  The	
  Keiretsu	
  Forum’s	
  
process	
  works.	
  	
  This	
  Appendix	
  is	
  intended	
  primarily	
  for	
  the	
  benefit	
  of	
  entrepreneurs	
  
considering	
  presenting	
  to	
  The	
  Keiretsu	
  Forum	
  and,	
  secondarily,	
  as	
  an	
  orientation	
  to	
  
brand	
  new	
  Keiretsu	
  Forum	
  members.	
  
	
  

The	
  content	
  of	
  this	
  Appendix	
  was	
  written	
  and	
  	
  
provided	
  by	
  The	
  Keiretsu	
  Forum’s	
  Team.	
  

 
 
About The Keiretsu Forum  
The Keiretsu Forum was founded in 2000 by Randy Williams in the San Francisco Bay Area. The 
Keiretsu Forum has grown to become the World's largest angel investor network with 27 chapters on 
three continents and 1,100 accredited investor members. Keiretsu Forum members provide early stage 
capital in the range of $250k-2 million in high quality, diverse investment opportunities and collaborate 
in the due-diligence, but make their own individual investment decisions. Through the collaborative 
Keiretsu Forum chapter network, companies have numerous opportunities to raise capital and receive 
resources as their companies grow.   
 
The Keiretsu Forum Angel Capital Expositions 
In addition to investor Forums, The Keiretsu Forum also provides periodic Angel Capital Expositions.  
These are intended to be a broader gathering of the angel capital community in a region, bringing 
together investors and entrepreneurs looking for funding.  The Angel Capital Expo is organized by 
Keiretsu Forum and was created to foster collaboration among angel groups, as well as reach out to the 
larger investment community.  Attendees generally include over 300 investors and feature about twelve 
high-quality, diverse investment opportunities in technology, healthcare/life sciences, consumer 
products, real estate, and funds.  An exhibition hall with booths is provided and, at many expos, a small 
group of pre-revenue companies will also make short presentations. 
 
About Angel Investing In General 
The term "angel" originally came from England where it was used to describe wealthy individuals who 
provided money for theatrical productions.  The term Angel Investor appears to have come into common 
usage in the late 1970s when the founder of its Center for Venture Research completed a study on how 
entrepreneurs raised seed capital in the USA. 
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Who are the angels? 
The angels are: 
– Successful business people 
– Invest their own money 
– Long-term investors (usually 5-7 years) 
– Enjoy advising/assisting entrepreneurs 
– Seek a return commensurate with the risk 
– Invest alone or in angel organizations 
 
Angel Investors meet certain minimum levels of wealth and income as defined by Regulation D of the 
Securities Act of 1933 in order to provide exemptions from registrations. 
 
About Organized Angel Investment Groups 
The first organized group of angel investors in the U.S. is the Band of Angels, which was formed in 
1994. From 1996 to 2007, the number of angel organizations in the United States increased significantly 
from an estimated 10 to over 250 groups. This growth occurred because individual angel investors found 
many advantages to working together — better investment decisions, enhanced deal flow, the ability to 
combine their funds into larger equity investments, and group social attributes. For more information 
visit the Angel Capital Association web site http://www.angelcapitalassociation.org/.  
 
Origin of The Keiretsu Forum’s Name 
Keiretsu is a Japanese term describing a group of affiliated corporations with broad power and reach. 
Keiretsu Forum is described as a conglomeration of individuals or small companies that are organized 
around private equity funding for mutual benefit.  Keiretsu Forum believes that through a holistic 
approach that includes interlocking relationships with partners and key resources, they can offer an 
association that produces the highest quality deal-flow and investment opportunities.    
 
Key Pillars of The Keiretsu Forum 

1. Angel Investing 
2. Mentoring and Resources 
3. Education for both angel investors and entrepreneurs 
4. Community Building and Charitable Giving 

 
Mission Statement 
Our mission is “Great Association with Quality Deal Flow”. 
 
“Great Association… 
Members: Keiretsu Forum membership is comprised of serious investors, venture capitalists, 
corporate/institutional investors and serial entrepreneurs. Membership is by invitation only. Keiretsu 
Forum is not a fund and does not invest as an LLC. Members collaborate on due diligence, but make 
individual investment decisions. 
 
Chapters: Keiretsu Forum has 27 on 3 continents. Our network of chapters enables: 
- Support of our portfolio companies and presenting entrepreneurs with equity and resources in different 
geographic capital markets,  
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- Additional quality deal flow for our members in different geographical locations, and for  
- Members to enjoy collaborative business and social relationships between chapters.  
 
Education: The objective of The Keiretsu Forum Academy for investors is to better educate our 
members on private equity investing. Monthly meetings cover topics such as the pitfalls of angel 
investing, term sheets, company valuations, deal structuring and terms of financing.   
 
…With Quality Deal Flow” 
Entrepreneurs: Our quality and diverse deal flow comes from our community of members, venture 
capitalists, sponsors, incubators and universities. Keiretsu Forum members invest in investment 
opportunities that focus on software, health care/life sciences, real estate, telecommunications, 
media/entertainment, automation and instrumentation, food & beverage, consumer products, clean 
technology, socially responsible ventures and other sectors with high growth potential.  
 
Resources: at The Keiretsu Forum meetings, the presenting entrepreneurs have exposure to over 100 
potential investors, as well as, resources, customers, board members, advisors, referrals, feedback. 
 
Education: The goal of The Keiretsu Forum Academy for CEOs is to enable our CEOs to lead and 
grow their companies even more effectively. The Academy delivers valuable resources, provides 
learning experiences and facilitates CEO interactions. Participation is by invitation only and it is 
extended to CEO’s of companies that have received member funding in the prior year. Faculty members 
include business leaders, academics, our sponsors and members. 
 
Key Differentiators  
1.  We are a global network of capital, resources and deal flow with chapters in the United States and 
internationally. 
2.  Our members invest in a myriad of opportunities including “brick and mortar” i.e. real estate. 70% of 
our investments are in technology companies and 30% in non-technology opportunities. 
3.  Keiretsu Forum is a giving organization as shown by its proactive Keiretsu Forum Charitable 
Foundation giving environment. 
4.  Fellowship is enhanced not only through the charitable activities but also through countless fun 
activities for and by the members, such as golf, tennis, hiking, educational field trips, to name a few. 
5.  Keiretsu Forum enjoys open architecture and collaboration with other angel forums and investment 
communities that exist throughout North America. 
 
Keiretsu Forum Chapters 
The network of Keiretsu Forum chapters as of September 2013 includes: 

• East Bay, CA – September, 2000 (Founding Chapter) 
• Westlake Village, CA–January, 2003 
• Long Beach/Orange County, CA –September, 2003 
• Silicon Valley, CA –October, 2004 
• Los Angeles, CA –January, 2005 
• San Diego, CA – January, 2005 
• Seattle, WA – September, 2005 
• San Francisco, CA – September, 2005 
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• Kirkland, WA (Formally Belleview) – September, 2006 
• Beijing – November, 2006 
• Boise, ID – January, 2007 
• Barcelona – October, 2007 
• London – October, 2007 
• North Bay, CA – October, 2007 
• Portland, OR – January, 2008 
• Paris – September, 2008  
• New York – March, 2009 (merged into Mid-Atlantic region in March, 2013) 
• Madrid – September, 2010 
• Shanghai – September, 2010 
• Philadelphia, PA – March, 2011 
• Washington, D.C. Metropolitan Area – July, 2011 
• Pittsburgh, PA – March, 2012 
• Istanbul – September, 2012 
• Vancouver – September, 2013 
• Pittsburgh, PA – March, 2012 
• Toronto – March, 2013 
• Tel Aviv – June, 2013 
• Singapore – In Development 

 
The Keiretsu Forum’s Investment Process 
 
1. Entrepreneur Application  
Companies that apply to Keiretsu Forum are typically in their A or B rounds, usually with $500K to 
$1.5M friends and family investments. Interested companies complete the Fact Sheet available on The 
Keiretsu Forum web site. The on-line application is available on our website. 
 
2. Committee Review 
Candidate companies are pre-screened by an adequate industry-specific committee. 2-5 Keiretsu Forum 
members pre-screen the company on the phone. Based on member recommendation, each month 7-10 
applicants are scheduled to present at the Deal Screening. 
 
3. Deal Screening 
At the deal screening 7 to 10 companies give a 15-min presentation (7-min core presentation followed 
by 8-min Q&A). After each presentation there is discussion on each company and the Screening 
Committee (25-30 Keiretsu Forum members) anonymously votes on a scale from 1 to 6 (where 1 is 
worst and 6 best). At the end of the deal screening the companies that ranked highest are selected to 
present at the full Forum. 
 
4. Keiretsu Forum meeting 
The companies that are selected at the Deal Screening present at The Keiretsu Forum meetings. Usually 
4-5 companies give a 20-min presentation (10-min core presentation followed by 10-min Q&A). After 
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each presentation, interested investor members sign in on an Interest List/Gold Sheet. At the end of the 
meeting, entrepreneurs are excused and Forum members have discussion on each company. 
 
5. Due Diligence 
The Company then enters into a due diligence phase with The Keiretsu Forum members that signed the 
Interest List. The company sets a conference call or meeting at their office 7 to 10 days after the 
presentation. It is common for one or two members to take the lead in due diligence and negotiations 
with the company.  
 
6. Multi-Chapter Investing 
After a company has presented to the chapter in the closest geography and has received investment 
interest traction from members of that chapter, the company then has the unique opportunity to present 
to other chapters of their choice. Members of each chapter conduct their own due diligence and make 
their own investment decisions; however they benefit greatly from shared due diligence.  
 
In a large and well established region, typically 30 or more companies formally present, The Keiretsu 
Forum’s Staff pre-screens a first level and members of Committees within specific industries review and 
pre-screen a sub-set of these, 7-10 companies present to members at a deal screening, 4-5 companies 
present at the Forums, and 2-3 companies move forward into Due Diligence.  For Angel Capital 
Expositions, The Keiretsu Forum’s staff with the support of some Committee members screen 
companies and there are no formal deal screening meetings. 
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APPENDIX M – Standard Disclaimer for DD 
Team Members 
 
The following sample disclaimer was written and provided by attorneys in law firms that are sponsors 
of The Keiretsu Forum Founding Region’s chapters.  The first section is oriented toward DD Leaders 
and DD Teams that author DD Reports for other members.  The second section is also intended for 
inclusion in a DD Report, but is oriented toward the relationship between independent investors 
investing together, to address their relationship as actual co-investors in a company after a 
collaborative DD process.  The attorneys who drafted these sections were considering the general 
requirements, and were not providing legal counsel to or with regard to any specific member, 
investor, or investment. 
 
 
IMPORTANT DISCLAIMER & AGREEMENT (TERMS OF USE): 

 
Neither The Keiretsu Forum nor the individual members of the Due Diligence Committee that completed 
this Due Diligence Report (collectively, the "Keiretsu Parties") make any representations or warranties, 
either express or implied, with respect to the accompanying Due Diligence Report (the "Report").  The 
Keiretsu Parties disclaim all such representations, warranties and statements, express or implied, 
statutory or otherwise, including, without limitation, any implied warranties of merchantability, and 
fitness for a particular purpose or non-infringement.  The accompanying Report represents solely the 
assessment of the authors and is provided on an “as is” basis and each recipient of the Report is 
encouraged to conduct your own, thorough due diligence, and work with their own attorneys, accountants 
and advisors with respect to any investment or other decision in connection with the investment 
opportunity that is related to or the subject of the Report.  The Keiretsu Parties do not warrant or promise 
that the Report is correct, complete, omit to state any material fact or will be error free.  In no event shall 
the Keiretsu Parties be liable to you or any third party for any indirect, special, consequential, or incidental 
damages, however caused, including, without limitation, damages for loss of principal, profits, revenue, 
data or use, incurred by you or any third party, whether in an action in contract or tort, incurred in 
connection with the Report, even if the Keiretsu Parties have been advised of the possibility of such 
damages.  
 
Upon investing, each Purchaser acknowledges that it is not relying upon any person, firm or 
corporation, other than the Company and its officers and directors, in making its investment or decision 
to invest in the Company. Each Purchaser agrees that no Purchaser, nor the respective controlling 
persons, officers, directors, partners, agents or employees of any Purchaser, shall be liable to any other 
Purchaser for any action heretofore or hereafter taken or omitted to be taken by any of them in 
connection with the Purchased Shares. 
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Appendix N – Additional Factors to Consider 
When Evaluating Companies in Specific 

Industries 
 

Appendix F provides an outline for the content that should be covered in a typical, final Due 
Diligence Report.  Appendix G provides a list of many of the items the author of a DD Report should 
be considering when writing the final Report, and potentially writing a synopsis of the DD Team’s 
conclusions about a presenting company. 

The sections of this Appendix cover factors that are unique to companies in various industries.  The 
DD Leader, DD Team, and DD Report author should also consider these factors, if applicable, when 
conducting due diligence and writing the final Report.   

The authors of the material below are identified at the top of each section. 

Additional sections will be added to this Appendix in future, interim releases of the Handbook. 

 

Due Diligence Questions and Additional Due Diligence 
Factors and Processes When Evaluating  

Real Estate Investments 
 
This section was written by Keiretsu Forum member Bing Heckman, CA License No. 00837083.  Bing works for Colliers 

International with a focus on helping businesses with real estate leasing, acquisitions, and advisory services.   
Bing’s background includes acquisitions of opportunistic properties in the Western states for Limar Realty 

Group.  He is a member of the Appraisal Institute with the MAI designation. 
 
 
The main concerns for determining if one wants to invest in a given real estate fund include having 
confidence in the developer/investor’s capability/experience, its niche strategy (and pipeline, if 
available), the projected performance, the projected fund term (how many years until close out), 
and the alignment of interests stemming from the fee structure. 
 
Below is an outline of the main topics to review with a more detailed description of these topics 
following the outline list. 
 

• Developer/investor entity background/experience 
• High level structure overview of proposed fund 
• Timing of funds received and funds invested/deployed 
• Use of funds in the interim 
• Properties held, if applicable (quantitative and qualitative review) 
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• Niche Strategy and pipeline (properties being considered, if available) 
• Projected performance  
• Exposure to loss of principal or capital calls 
• Risk/reward 
• Projected fund term 
• Fees – types, amounts, alignment of interests (waterfalls, etc.) 
• Conclusion 

 
Developer/Investor entity background/experience 
The developer/investor needs to have a solid background in investing in real estate.  They should 
have a track record with other prior funds to review as well. 
 
High level structure overview of proposed fund 
How is the fund structured?  Does the developer/investor have money invested along with the 
investors?  Is there a preferred return/waterfall structure where the investors get a priority return at 
some rate, then, after that has been paid, the developer/investor gets a proportion of the total 
profits/returns above that rate.  One example would be a 9.0% preferred return to individual 
investors, then 80% to individual investors and 20% to the developer/investor for all profits/returns 
above the preferred return payout.  Will preferred returns be paid out during the life of the fund?  
Will the investor/developer return principal or redeploy funds if one of the assets in the fund is 
either sold or refinanced? 
 
Timing of funds received and funds invested/deployed 
Often funds are collected upon the closing of the fund, then invested or deployed over time as 
attractive deals are sourced and thoroughly reviewed prior to each deal closing (and the fund 
strategy being implemented).  Sometimes funds are pledged, then later paid to the 
developer/investor over time as deals are sourced and vetted.   
 
Use of funds in the interim 
If funds are collected initially, there may be different ways they are invested until deals are sourced 
and vetted that provide better than CD earnings prior to being deployed in deals.  Some alternatives 
to CDs may provide higher rates of return, but likely will have higher risk. 
 
 
Properties held, if applicable (quantitative and qualitative review) 
Some funds open to new investors after having been set up and running for a period of time.  In such 
instances, there may be existing properties that have been purchased, are currently held, and are 
proceeding with an investment plan.  If so, these properties are important to review.  How are they 
progressing in relation to the pro forma prior to the purchase?  What are the projections going 
forward?  Are they better, worse or similar to the original projections at the time of purchase?  In 
addition to a quantitative review, are the qualitative and subjective aspects favorable, neutral or 
unfavorable?  Qualitative and subjective aspects include risk profile and comparisons to competition.  
Are they a commodity type property or a property type with compelling appeal? 
 
Niche Strategy & pipeline (properties being considered, if available) 
Niche Strategies includes geographic markets, property types, repositioning by improving distressed 
properties, buying defaulted notes, access to leads … anything that separates from the pack, 
provides focus, or leads to a supported success outlook.  The developer/investor’s ability/access to 
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find target properties is also quite important to consider.  How possible is the niche?  How attractive 
is the niche not only for finding the properties, but also for generating the projected returns?   
 
If the developer/investor is buying defaulted notes as a way to acquire properties, does someone 
within the fund’s leadership have the added skill of dealing with foreclosures, owners that file for 
bankruptcy, and related issues?  A detailed examination of this subject is outside the scope of this 
section. 
 
Some developer/investors may have a list of property prospects: a pipeline.  Reviewing the potential 
of such pipeline properties is important to sense if they have the potential to achieve the goals of 
the fund. 
 
Projected performance 
Is the projected performance reasonably achievable, is it based on high or low leverage, is there a 
high, low or average level of exposure to disruptions/miscalculations?  What is the upside potential 
vs downside risk?  What have returns been in the developer/investor’s past funds?  How did the 
returns compare to the projected returns at the formation of such funds?  Are the projections 
consistent with the developer/investor’s history with prior funds that involved a similar niche or 
strategy? 
  
Exposure to loss of principal or capital calls 
Has the developer/investor lost principal for the investors in past funds?  Have there been capital 
calls in past funds?   
 
Risk/reward 
The risk of making lower than expected returns for many is less problematic than the risk of loss of 
principal and/or capital calls.  Again, as noted above, what is the upside potential vs downside risk?  
What have returns been for past funds?  How did the returns compare to the projected returns at the 
formation of the fund?  
 
Projected fund term 
Typically funds estimate their duration at around five years for returning all capital and profits.  A 
few may be shorter, and some may be seven or ten years.  In any case, the estimated duration of the 
fund should be made clear.  Does it appear to be reasonable?  How have other funds by this 
developer/investor performed with respect to their timing? 
 
Fees – types, amounts, alignment of interests (waterfalls, etc.) 
Developers/investors will charge fees for services in addition to performance incentive fees.  Such 
service fees may include property management (day to day operations and accounting), asset 
management (overseeing the property management; strategic decisions), acquisition fees, disposition 
fees, sometimes construction management fees, and others.   
 
One example is as follows: 
Asset Management Fee: 1.75% of equity (not total property value). This is a yearly fee. 
Capital Advisory Fee: 1.0% of funded equity (a one-time fee). 
Redevelopment/Repositioning Fee: 1.15% of the total property value (a one-time fee). 
 
Property management was in addition to the above.  In addition, the developer/investor gets 20% of 
the profits after paying the individual investors their 9.0% preferred return (the individual investors  
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get the other 80% of the profits).  This “waterfall” structure provides incentives for an alignment of 
interests.  In this arrangement, the developer/investor makes money first from the fee structure, 
then the individual investors make money in the preferred returns, then they all make money in the 
waterfall structure. 
 
Conclusion 
Passive investors tend to be offered expected yields on real estate funds in the 10% to 17% range.  
The stock market yields are often viewed as being in the 7% to 10% range over the long term.  
Balancing a portfolio over different asset classes is often recommended.  Everyone has their own 
individual risk profile and preferences. 
 
As stated above, the main concerns for determining if one wants to invest in a given real estate fund 
include having confidence in the developer/investor’s capability/experience, the fund’s niche 
strategy (and pipeline, if available), the projected performance, the projected fund term (how many 
years until close out), and the alignment of interests stemming from the fee structure.  A key 
element of this is balancing risk and reward, avoiding risk of loss of principal and/or capital calls, 
and having upside potential being balanced with downside risk for the projected yield. 

 

Due Diligence Questions and Additional Due Diligence 
Factors and Processes When Evaluating  

Food and Beverage Companies 
 

This section was written by Keiretsu Forum Founding Chapter member Phil Chernin, who has been a Keiretsu 
Forum member since 2001 and is Chairman of The Keiretsu Forum Founding Region’s Food and Beverage 

Committee.  Phil has 25 years of experience in the Specialty Foods and Consumer Products Industries.  He can 
be reached at http://www.cherninco.com. 

 
 
Distributors:  How is the product distributed to customers?  What agreements does the company have 
in place with Distributors?  What geography does the distributor cover?   Get examples of the stores 
the distributor serves.  Note to DD team- distributors are key to the food distribution network.  
Acceptance of the product by a distributor is a vote of confidence as it means they are confident 
there are customers, confident the product fills a good niche, and confident in the product’s quality. 
 
Distribution Channels:  There are many ways to get to the food retailer: be sure to understand the 
company’s go to market strategy for each channel (C-store, small retailer, grocery, mass market, 
etc.).  Note to DD team- It is common to distribute through multiple channels without losing focus. 
 
Brokers:  Does the company use brokers to sell their products?  If so, who, what is their geographic 
coverage; does the broker have unique relationships with certain buyers? Note to DD team-Brokers 
are a good way to leverage the sales effort.  Again, brokers add credibility to the products and 
company.  They won’t represent a company unless they feel there is good potential.  Brokers can 
also serve as a good reference to verify the company’s representations. 
 
Food Safety:  Does the company have a Food Safety and Sanitation plan?  If they use co-packers, have 
they reviewed the plan of the co-packer?  Visit the plant to ensure the plant is clean, and procedures 
are followed.  Has the facility been audited by a Food Safety and Sanitation Company?  Note to DD 
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team- Food safety audits and ratings are essential; the larger retailers (Costco) will require this.  The 
preparation for the audit is expensive, but it shows a commitment to food safety. 
 
Production and storage:  Does the company produce its own products or does it use a co-packer?  
Does product and do ingredients need special storage (frozen, refrigerated etc.), are ingredients 
readily available, is there price volatility for ingredients?  Capacity-can they handle peak months, 
seasonality.  What is shelf life and has it been verified by a lab?  Is there a written product recall 
plan and has it been tested? 
 
Customers:  Pricing and terms. Seasonality.  Any over dependence on one customer?  How often do 
they re-order?  Do any customers have unique requirements that disrupt production or distribution? 
 
Recipes:  Who owns the recipes?  Do key employees have non-disclosure agreements in place?  Are 
there non-compete agreements with co-packers? 
 
Sales and marketing:  What is unique about the product?  How is the product positioned compared to 
others? What is the marketing message?  Is the pricing competitive?  How does the company handle 
different pricing across multiple channels (e.g. Costco will not charge the same price as Safeway)? 
 
Management Experience:  Note to DD team-there are too many pitfalls in the food production world 
to invest in a company without food experience.  Dig deeply into this topic, although outside 
consultants and expertise is how most small companies cover their requirements. 
 
Other topics to consider and questions to address: 

1. How many product lines does the company have; have the company provide a list of them.  
How many products are in each line? 

2. Why will stores take the company’s products over existing, available products?  Why? 
3. Who are the company’s largest competitors? 
4. How does the company expect to grow?  
5. What are the biggest constraints to growth? 
6. How will the company fund its growth? 

 
7. What is the company’s gross profit percentage for wholesale, and distributor sales? 
8. How do the executives describe and explain the company’s marketing plan; have them 

provide a detailed summary. 
9. Have the executives describe and explain the reasoning behind their choice for packaging.  

What is the company’s approach to packaging? 
10. If the retailers the company will distribute to charge for shelf space, will the company be 

able to afford those costs while it tests sell-through from distributors to end-customers? 



 

 
 

Keiretsu Forum Due Diligence Process Handbook 
 

  

72  

APPENDIX O – Procedures for Selecting and 
Maintaining A Keiretsu Forum Member Board 
Seat 
 
As discussed in the section of this Handbook on Deal Closure (i.e. Stage 5), The Keiretsu 
Forum’s members have had to adapt the process of selecting a Board member to represent 
Keiretsu Forum members in Keiretsu Forum portfolio companies.  The Keiretsu Forum has 
grown from a single chapter with fewer than 100 members, most of whom had come to know 
each other personally, into a multi-chapter organization.  Now, presenting companies that 
gain traction or receive significant investment in one Keiretsu Forum region often choose to 
present to other chapters.   
 
This means several things.  First, co-investors might not know, or even know of, each other.  
Second, new investors might invest after a Board Member has already either been selected 
or formally joined the portfolio company’s Board.  This might be the case as a bridge 
financing flows into a completed investment round or when a follow-on financing occurs.  
Third, new investors who invest very large amounts might feel strongly that they should 
represent Keiretsu Forum members on the Board.  Fourth, new investors might have greater 
domain expertise, industry experience, or industry contacts and influence than the Keiretsu 
Forum member who had already joined the company’s Board.  And, fifth, there has come to 
be an increasing risk of inadvertently creating confusion for the leadership of portfolio 
companies that are interacting with the members of more than one Keiretsu Forum chapter. 
 

. . .  
 
The following procedures are meant to address these dynamics.  Our shared objective should 
be to support our Portfolio Companies by providing as much expertise and as many resources 
as possible, with continuity and without creating any distractions to entrepreneurs that 
represent the interests of Keiretsu Forum members. 
 
 

The term “Keiretsu Board seat” and reference to “Keiretsu” in this Appendix refer  
to a member representing the members who invested in a company.   

He or she will not be representing The Keiretsu Forum itself. 
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General Overview – Timing 

1. A Keiretsu Board seat should be in place until a follow-on financing leads to a 
restructuring of the company’s Board (in order to balance representation with 
subsequent investors). 

2. Who fills the Board seat may change as investors from other chapters invest (as outlined 
below).  But, the Board seat will remain in place. 

3. The initial Keiretsu Board member should be selected no later than the early part of 
stage 5.  This is likely to occur between the formal hard circle and the transfer of funds.   

4. This timing will assure that the Company has a chance to request that someone other 
than the first nominee represent Keiretsu on their company’s Board.   

5. Respect should be given to the company’s concerns.  But, ultimately, the most qualified 
person who can contribute the most should be placed on the Board. 

Optimal Selection Criteria 

6. In making a selection, members are encouraged to weigh industry expertise, business 
experience relevant to the company’s business model and industry, and contacts within 
the industry, as a higher priority than the amount of money each member is investing. 

Procedure – Formalities, No Plurality Necessary 

7. The vote should be handled in writing, either by postings on the ProSeeder Group or by 
email.  This will create written documentation, thereby avoiding any confusion.   

8. If members do not respond within one week of the DD Leader’s communications about 
the vote, they shall be deemed to be abstaining.  No plurality will be required.  A 
majority shall be defined as a majority of the voting members.   

Inter-Chapter Financings – Who Votes 

9. The reference to “voting members” may mean one of five things:  

a. The total number of members within one chapter upon the first financing involving 
The Keiretsu Forum, if the company only presented in that location,  

b. The total number of members within all chapters where the company presented, 
in the case of a first financing that includes members from multiple chapters,  

c. The combined total number of members (be it in one chapter or multiple chapters) 
who already invested in a previous financing and who are investing in a subsequent 
financing, in the case of a follow-on financing, or, 
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d. The combined total number of members (be it in one chapter or multiple chapters) 
who already invested and who are investing subsequently, in the case of an 
expansion of a financing round with an additional investment that involves no less 
than $500,000, or,    

e. The combined total number of members (be it in one chapter or multiple chapters) 
who already invested and who are investing subsequently, in the case of a 
transition from a bridge financing using a convertible note to an equity financing 
that involves no less than $500,000. 

Inter-Chapter Financings – Who Manages The Voting Process 

10. In a region with several formal chapters, the first chapter to invest refers to the first 
region to invest. 

11. To select an initial Keiretsu Board member in an initial, multiple-chapter, first financing 
involving The Keiretsu Forum, the DD Leader from the chapter to which the company first 
presented will manage the voting process. 

12. To select a potential replacement Keiretsu Board member in a subsequent, multiple-
chapter financing, the DD Leader from the chapter to which the company first presented 
at the beginning of the new financing process will manage the voting process.   

13. For this purpose, a subsequent financing should mean both a financing in which $500,000 
or more is invested and one in which the company is issuing a new class of shares (i.e. 
from series A to Series B).  It should not mean a transition from a bridge or convertible 
note into the completion of the issuance of a class of shares. 

14. If no member steps up to lead a formal DD process in the first chapter to which the 
company presented, then the first DD leader to step up from subsequent chapters to 
which the company presents should manage the voting process. 

15. If no formal DD Process occurs, but Keiretsu members are able to secure a Board seat, 
the Keiretsu member investing the largest amount should either represent Keiretsu or ask 
an investor with the most experience in the relevant industry to represent Keiretsu. 

Process For The Initial Selection (Upon The First Financing Involving The Keiretsu Forum) 

16. After the hard-circle has been completed in stage 5 and the DD Leader knows which 
members will be investing, the DD Leader will find out which members want to serve on 
the company’s Board.   

17. If multiple chapters are investing concurrently, the DD Leader will communicate with the 
members of all of these chapters, and the process of selecting the Board representative 
will include a vote from new investors from all chapters.   
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18. However, if the current financing (be it a bridge financing or a full equity financing) will 
be completed while members of other chapters are just beginning to review the company 
and/or no members from other chapters will be investing, then the DD Leader will only 
communicate with members of the chapter or regions where the company initially 
presented.  In this case, the procedures addressed below shall apply. 

19. If one or more of the new investors wish to serve on the Board, then the DD Leader will 
conduct a vote from among the new investors.  Whoever receives a majority vote from 
among the voting members will serve on the Board.  If there are more than two 
candidates and nobody receives a majority, then the DD Leader shall conduct a second 
vote between the two top vote earners. 

Alternative Board Member – Seeking Representation By Someone Who Did Not Invest 

20. If all of the new investors (i.e. the members preparing to sign documents and transfer 
funds) decide that they prefer to ask another Keiretsu member with more industry 
experience who is not investing to represent them, the DD Leader will seek the 
assistance of the Keiretsu Team in finding an appropriate member.   

21. The DD Leader will provide the bio of the person he or she finds to the new investors for 
consideration.  If there is more than one alternative, then the new investors will vote 
from among the choices, with the person who receives the most votes becoming the 
Board member. 

22. If there is disagreement among the new Keiretsu Forum investors as to whether the 
representative should be someone from among those who invested or someone who did 
not invest but has more industry expertise, then one of the actual investors should be 
chosen.   

23. In this latter case, someone within the membership with significant expertise who might 
otherwise have been a candidate Board member should be made an advisor to the 
company.  And, in addition to placing a Keiretsu member on the Board, placing this other 
member on the company’s Board of Advisors (and providing him or her with the equity 
compensation that a Board of Advisors member would traditionally receive) should be 
made a pre-condition of the investment. 

Approval by Company 

24. The DD Leader will introduce the selected member to the company’s founders.  If the 
founders have a strong objection to working with the selected person, the DD Leader 
should request that the founders accept the runner-up.  If neither is acceptable to the 
company, then accepting the winner of the vote should be made a pre-condition of the 
investment. 
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Duration of Term and Replacement Board Member Selection 

25. The Board member representing Keiretsu Forum members who invested in a portfolio 
company will serve on the Board until the earlier of the date of a follow-on financing or 
the point in time at which he or she no longer wishes to serve on the company’s Board. 

26. A follow-on financing may refer to one of two situations: 

a. A financing that occurs after the previous round has been formally closed to all 
investors (not just Keiretsu Forum members), and the new investment is labeled 
by the company as a new issuance (i.e. from series A to series B), or 

b. An equity financing that occurs after both a bridge round or financing involving a 
convertible note has been completed and, also, after a Keiretsu Forum investor 
has been both elected and formally installed on the company’s Board. 

27. An extension of an existing financing, regardless of its size, should not be considered a 
follow-on financing. 

28. To maintain continuity between Keiretsu Forum members and the company, and to avoid 
potentially forcing the company to have to conduct a vote of the overall group of 
shareholders to approve a replacement Board member any more often than necessary, 
there should be a minimum term during which the Keiretsu Board representative shall 
serve. 

29. If a follow-on financing occurs within less then one year of the date at which the Board 
member was both elected and formally placed on the company’s Board, then the existing 
Board member should continue to serve until the end of that year. 

30. In this situation, even if investors from a new chapter invest, it is expected that the 
initial Board member will continue to serve until the end of the one-year period. 

Vote Within a One Year Period 

31. In some cases, an investor from a chapter whose members invest subsequently may wish 
to make his or her investment contingent upon becoming a Board member after a 
Keiretsu member has already been formally installed on the Board.   

32. If the new investor will be investing less than $250,000, then the existing Board member 
should remain on the Board until a follow-on financing occurs (as defined just above). 

33. However, if this situation arises in the case of a multi-chapter, follow-on financing (as 
defined just above), then the vote should occur just prior to the close, but the change 
should not occur until the end of the one year period. 

34. If the company prefers to have the new Board member begin serving immediately (such 
as if the company’s leadership believes that the new member’s presence on the Board 
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will help the company progress faster), then the existing Board member should respect 
this request.   

35. The one year date shall be based on the date at which the company’s shareholders 
approve the new Board member and he or she is formally installed on the Board … not 
the point at which he or she was selected by the other new Keiretsu Forum investors. 

36. It shall be understood that the transition shall not take place until after one year from 
the date that the initial Board representative was formally approved as a Board member 
by the Company’s shareholders.  The new investor should not apply any pressure on the 
company to make the change sooner.  In practice, the time-gap will usually be short. 

37. The intention behind conducting the vote but delaying the transition is to create clarity 
for new potential investors without forcing the company to have to deal with the logistics 
of a vote among existing shareholders within any less than a one year period. 

 
Recommendation To The Company 

38. The DD Leader should suggest that the company’s attorneys evaluate and use a method, 
if possible, of creating a generic Board seat for Keiretsu that will enable the person 
filling that Board seat to be change subject only to approval by the existing Board, 
without requiring the approval of shareholders. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Version 1.0 – November, 2013 
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APPENDIX P – ProSeeder Overview 
 
 
 
 
The following overviews have been provided by ProSeeder as tools to 

orient investors on how to use the ProSeeder platform. 
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APPENDIX Q – Common Deal Terms, 
Definitions, and Illustrative Text 
 

Keiretsu	
  Forum	
  
Overview	
  Of	
  Common	
  Venture	
  Financing	
  Term	
  Sheet	
  

 
Provided by Keiretsu Forum Sponsor Reed Smith 

(Not Intended To Be a Substitute for Legal Counsel) 
                    
 
This Summary is intended to provide an overview of key terms in venture financing terms that 
investors should consider when reviewing or drafting financing term sheets.   
 
Each section of the Overview covers one category of key Term Sheet provisions, and discusses the 
following: 
 
Definition: A brief definition of the term sheet provision and the typical “terms of art” used in term 
sheets. 
Variations: A summary of the key variables and the range of “market terms” for each of the term 
sheet categories. 
“When Important”:  A brief discussion of how to assess the importance of the provision in the 
context of a particular deal. 
Sample Language:  Typical sample language from a financing term sheet covering the relevant 
provision. 
 
We hope this summary provides a useful starting point for investors in considering investment term 
sheets.  While the summary covers a majority of the categories that are likely to be relevant in a 
typical early-stage financing, each transaction involves unique considerations and may involve key 
issues not addressed in this summary. 
 
For any questions or suggestions, please contact Ramsey Hanna (rhanna@reedsmith.com) or Don 
Reinke (dreinke@reedsmith.com). 
 
 
Pre-­‐/Post-­‐Financing	
  Valuation	
  	
  
 
Definition: 

 “Pre-Financing” or “Pre-Money” valuation refers to the value of the Company before taking 
into account the cash contributed in the financing.  The Pre-Money Valuation is simply the 
product of the price per share paid by investors in the financing and the number of shares in 
the Company’s capitalization before the financing. 

 “Post-Financing” or “Post-Money” Valuation refers to the Company’s value after including the 
funding proceeds.  It is simply the sum of the Pre-Financing Valuation and expected proceeds 
from the financing. 
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Variations: Since the Company valuation is the product of price per share and Company 
capitalization, valuation numbers mean different things depending on how the Company defines its 
capitalization.   

 Shares Outstanding:  This is the narrowest definition of capitalization, and refers only 
the shares of Common Stock and/or Preferred Stock of the Company that are issued and 
outstanding prior to the financing.  It does not include shares issuable upon exercise of 
outstanding options, warrants and convertible securities. 

 “As-converted” Capitalization:  The “as-converted” capitalization of a Company is an 
expanded definition of capitalization that includes both shares that are actually issued 
and outstanding, and all shares that would be issued if all options and warrants 
outstanding are exercised in full and all convertible securities outstanding (e.g. 
convertible promissory notes) are converted into equity.    

 Fully diluted capitalization: The “fully diluted” capitalization of a Company is the most 
expansive view of its capitalization.  It includes, in addition to the Company’s “as-
converted” capitalization, shares reserved for issuance under any stock option plans or 
other equity incentive plans maintained by the Company.  Investors will often require that 
the Company’s equity incentive plans include a reserve sufficient to cover the Company 
projected equity incentive awards for the next 12-24 months, which for early stage 
companies often translates into 10-25% of the Company’s outstanding shares. 

The most expansive definition of capitalization is most favorable to investors, since it results in the 
lowest price per share for any given valuation level.  VC investors typically base valuation discussions 
on a fully diluted definition of Company capitalization.   
 
When Important: Always. Understanding the capitalization definition used by the Company is critical 
in evaluating a proposed Company valuation.  A $5 “fully diluted” valuation may be entirely 
reasonable, while a $5 million “shares outstanding” valuation may not:  The investors’ expected 
return on investment is a direct function of the Company’s pre-money valuation.   
 
Sample Language: “Purchase price will be $1.00 per share of Series A Preferred Stock, based on [an 
as-converted/a fully-diluted] pre-financing valuation of the Company of $5 million.” 
 
 
Type	
  of	
  Security:	
  Preferred	
  vs.	
  Common	
  vs.	
  Convertible	
  Notes	
  
 
Definition: The term sheet will define the type of security investors will receive for their 
investment. The type of security issued will to a great extent shape the structure and economics of 
the transaction. 
 
Variations: Early stage investments almost always involve one of the following three types of 
securities: 

 Preferred Stock:  Preferred Stock financings are the predominant structure for 
investments by Keiretsu Forum members and other angel investment groups.  Preferred 
stock is a senior class of equity security that will have a number of preferential rights and 
preferences, relative to the holders of the Common Stock class (which will include the 
company’s founders and employees).  Over time, the company may issue multiple classes 
of Preferred Stock, typically designated sequentially as Series A, Series B etc. Preferred 
Stock.  Since it is the predominant structure, much of this Overview addresses common 
terms of Preferred Stock financings. 
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 Common Stock:  Occasionally, angel investments are structured as Common Stock 
financings – meaning that investors receive the same class of Common equity as that held 
by the company’s founders and employees.  If this is the case, then many of the special 
rights described in this Overview – including liquidation preferences, anti-dilution rights 
and special voting rights – will not be available to investors.  A Common Stock structure 
may be justified in the case of a very early-stage (“seed stage”) financing at a low 
valuation, or in investments with moderate risk profiles, e.g. a non-tech business with a 
solid operating history.   

 Convertible Notes: Convertible promissory notes are a debt security that is convertible 
into equity either at the option of the investor or upon a defined future event, such as the 
closing of a major equity investment round.  Convertible notes are often used in bridge 
financings to help the company bridge the gap to an expected future investment round.  
The main advantages of convertible notes are that may offer greater security to investors, 
and offer way to side-step a negotiation over valuation of the company.  The convertible 
note/bridge financing structure is not covered in detail in this Overview.   

 
When Important: Always.  The default assumption is that a venture capital financing will be 
structured as a Preferred Stock offering.  A convertible note structure should usually be considered 
only in the bridge financing context.  Investors will accept common stock only in exceptional 
circumstances, e.g. early “friends and family” financing rounds.  
 
Sample Language: “Investors participating in the financing will receive shares of [Series A Preferred 
Stock] of the Company.” 
 
 
Liquidation	
  Preference	
  
 
Definition: A Liquidation Preference is senior right of investors holding Preferred Stock to receive 
some or all of the proceeds of a sale or liquidation of the Company.  Liquidation preferences define 
how proceeds are allocated among the investors (holding Preferred Stock) and founders/employees 
(holding Common Stock or stock options). 
 
Variations: Liquidation preferences come in two basic variations: 

 Participating liquidation preference: A participating liquidation preference entitles the 
investor holding Preferred Stock to receive a defined amount per share before any 
proceeds of a sale or acquisition are paid to the holders of Common Stock.  The remaining 
proceeds after payment of all liquidation preferences are paid ratably to holders of both 
Preferred Stock and Common Stock.   

 Non-Participating liquidation preference: A non-participating liquidation preference 
offers holders of Preferred Stock a senior right to payment of a defined amount per share, 
same as a participating preference.  However, in this case the remaining proceeds are 
paid exclusively to the holders of Common Stock with no further “participation” by 
Preferred investors.  The net effect is that investors may elect to be paid their preference 
if the Company is sold or liquidated at a valuation per share less than their liquidation 
preference, or they can elect to simply participate in the proceeds ratably with the 
Common Stock if the Company is acquired at a valuation higher than their liquidation 
preference.   
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There are a number of common sub-variations within these two main structures, including the 
following: 

 Liquidation Multiples: The amount of the liquidation preference is often 1X the amount 
of the original investment per share, but liquidation preferences of 2-3X, or (1X + an 
annual rate of return), are not uncommon. 

 Capped Participation: A liquidation preference may be a participating preference up to 
the point where investors have received a defined multiple of their original investment, 
then switch to a non-participating preference for higher valuations.     
 

When Important: Always.  Liquidation preferences are usually the main structural determinant of 
the investors’ ultimate ROI.  This is often a heavily negotiated point.  A 1X participating preference 
is the most common structure, but non-participating preferences are often appropriate for early-
stage (and very late stage) investments.  
 
Sample Language:  

 Participating preference:  “In the event of any liquidation or winding up of the Company, the 
holders of the Series A Preferred shall be entitled to receive in preference to the holders of 
Common Stock an amount equal to xxx% of the Series A Price, plus any [declared/accrued] 
but unpaid dividends (the “Preferential Amount”).  After payment of the Preferential Amount 
to the holders of the Series A Preferred, any remaining proceeds thereafter shall be 
distributed ratably to holders of the Preferred Stock and Common Stock, based on the number 
of shares held on an as-converted basis.”  

 Participating preference:  “In the event of any liquidation or winding up of the Company, the 
holders of the Series A Preferred shall be entitled to receive in preference to the holders of 
Common Stock an amount equal to xxx% of the Series A Price, plus any [declared/accrued] 
but unpaid dividends (the “Preferential Amount”).  After payment of the Preferential Amount 
to the holders of the Series A Preferred, any remaining proceeds thereafter shall be 
distributed to holders of Common Stock.” 

 
	
  
Anti-­‐dilution	
  Rights	
  
 
Definition: Anti-dilution rights are a mechanism that helps shield investors from the dilutive effect 
of any share issuances by the Company subsequent to closing their investment, at the prices lower 
than the price per share paid by the investors. Anti-dilution rights operate by making the investor 
eligible to receive a greater number of shares of Common Stock upon any conversion of their 
Preferred – this effectively raises the investor’s percentage ownership in the Company to counteract 
the effect of the dilutive share issuance.   
 
Variations: Anti-dilution rights usually fall in one of the two following categories: 

 “Weighted average formula” anti-dilution:  The most common anti-dilution rights increase 
the investors’ Preferred conversion ratio using a standard formula that takes into account 
both the price of the dilutive share issuance and the magnitude of that issuance relative to 
the Company’s overall capitalization.  The net effect of the adjustment is that the investor’s 
shares are “re-priced” to a level somewhere between the original investment price and the 
price of the dilutive issuance.   
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 Full-ratchet anti-dilution: A “full ratchet” anti-dilution formula effectively “re-prices” the 
investor’s investment to match the pricing of the subsequent dilutive issuance.  The full 
adjustment kicks in regardless of the amount of the dilutive issuance.   

 
Another point of negotiation is often over categories of shares issuances that are exempt from the 
triggering an anti-dilution adjustment, such as issuances of Common Shares or stock options to 
employees under incentive compensation plans.    
 
When Important: Anti-dilution rights are always at least moderately important.  Investors should 
typically negotiate at least weighted average anti-dilution rights.  A full ratchet provision may be 
appropriate in cases where investors are accepting an aggressive valuation or where the Company’s 
ability to raise additional funding is very uncertain. 
 
Sample Language:  

 “The Preferred Stock conversion ratio will be subject to anti-dilution adjustment based on a 
standard [broad-based weighted average formula] [full ratchet adjustment formula], in the 
event of stock issuances at less than the Series A Price.”  

 
 
Dividend	
  Rights	
  
 
Definition: Preferred stockholders almost always have a dividend preference, which is a right to 
payment of dividends on their shares before the Company can pay dividends to holders of Common 
Stock.   
 
Variations: Dividend preferences differ based on two factors: (1) what triggers accrual of dividends, 
and (2) when dividends must be paid.  Typical provisions include the following: 

 Non-cumulative Dividend Rights: Non-cumulative dividend rights simply provide that the 
Company must pay a stated dividend to holders of Preferred (usually 5-10% of the original 
share purchase price) in any fiscal year, if (and only if) the Company’s Board declares any 
dividend on the Common Stock during that same fiscal year.  After payment of the dividend 
preference, holders of Preferred are also entitled to a pro rata distribution equivalent to the 
distribution on the Common Stock.  However, there is no dividend entitlement if the Board 
declares no dividends.  This is the most typical structure for technology companies, which 
rarely pay dividends. 

 Cumulative Dividend Rights: Like non-cumulative dividend rights, cumulative dividend 
provisions do not require payment of any dividend unless elected by the Board.  However, to 
the extent a dividend at the stated preference rate (e.g. 8%) is not paid in any fiscal year, the 
amount of the dividend preference accrues and is carried over to the next fiscal year.  
Accrued dividend preferences must typically be paid in cash at such time as the Company 
starts paying dividends.   Another common structure is to have accrued dividends added to 
the holders’ liquidation preferences – such that the preference amount payable in a sale or 
liquidation is the original purchase price plus all unpaid cumulative dividends. 

 Mandatory dividends:  Preferred shares could have a mandatory dividend feature, meaning 
that minimum dividend payment must be made every fiscal year, whether declared by the 
Board or not.  A mandatory dividend requirement is relatively rare for an emerging growth 
company, but could be justifiable for a mature business with predictable cash flow.     
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When Important: Dividend rights are usually not a heavily negotiated term, based on the assumption 
that emerging growth companies will rarely have the ability to pay cash dividends.  However, early 
stage investors should consider requiring cumulative dividend rights.  If there is an expectation of 
holding the investment for a number of years through to a liquidity event, cumulative dividend 
accrual could significantly change the ROI profile of the investment.   
 
 
Sample Language:  

 Non-cumulative Dividend:  “The holders of the Series A Preferred Stock shall be entitled to 
receive non-cumulative dividends payable in preference to any dividend on the Common 
Stock, if, when and as declared by the Board of Directors.  Such dividends, if any, shall be at 
the rate of eight percent (8%) of the Purchase Price per share of Series A Preferred per 
annum.” 

 Non-cumulative Dividend:  “The holders of the Series A Preferred Stock shall be entitled to 
receive dividends payable in preference to any dividend on the Common Stock, when and as 
declared by the Board of Directors, at the rate of eight percent (8%) of the Purchase Price per 
share of Series A Preferred per annum.  If not paid in any fiscal year, such dividends shall 
accrue and shall be payable on a cumulative basis in preference to any dividend on the 
Common Stock.”  [Note: The Liquidation Preference definition should also refer to including 
accrued but unpaid dividends in the preference.] 

 
 

	
  Protective	
  Voting	
  Rights	
  
 
Definition: Holders of Preferred Stock are ordinarily entitled to approval rights with respect to 
defined list of corporate actions.  These special voting rights are intended to preclude the company 
from taking actions that adversely affect the rights or economic position of the investor group.     
 
Variations: Term sheets will ordinarily contain a list of matters that the Company my not undertake 
without the prior consent of holders of a majority (or supermajority) of the Preferred shares.  
Typical matters requiring approval include the following: 

 Any change in the rights and preferences of the Preferred Shares 
 Issuing a class of equity securities senior to (or in some cases on a parity with) the existing 

Preferred Shares 
 Sale of the Company (in some cases subject to a minimum acquisition valuation) 
 Payment of dividends or redemption of shares 
 Incurring debt in excess of a stated amount 
 Increasing the number of shares authorized under the Company’s incentive plans 
 Changing the size of the Board of Directors.  

 
When Important: Generally always important to have a basic set of protective voting rights.  The 
importance of these rights diminishes somewhat if the Preferred holders control a large percentage 
of the combined vote of all shareholders, or if the investor group is heavily represented on the Board 
of Directors.   
 
Sample Language: “The consent of the holders of a majority of the Preferred, voting as a separate 
class, shall be required for any action involving the following matters: …..”  
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Board	
  Representation	
  
 
Definition: Investors will often negotiate the right to appoint one or more members of the Board of 
Directors, allowing investors to directly influence and oversee management of the Company.  Among 
other powers, the Board of directors has the right to hire and fire officers, set operating budgets, 
and approve material transactions and expenditures.     
 
Variations: The main negotiated variable is the number of Board seats to be controlled by investors.  
A common arrangement is for holders of Preferred Stock to control a defined number of seats, 
holders of Common Stock to control a certain number of seats, and for one or more independent 
directors to serve on the Board, with no constituency holding a majority of the votes.  Even in 
instances where the holders of Preferred do not control a majority of the Board votes, approval of 
the directors appointed by investors may be required for certain critical matters. 
 
Several mechanisms may be used to assign Board representation rights: 

 The Company’s charter may specify that certain directors are to elected by holders of 
Preferred Stock voting as a separate class. 

 The investors and founders may enter into a voting agreement, whereby they collectively 
agree to vote to elect a Board with an agreed composition.   

 
When Important: Board representation rights are an important consideration in most investments in 
early stage companies, particularly in the case of companies with less experienced management 
teams.  Board representation may be less critical in mature business, or in cases where investors 
control a relatively small portion of total equity.   
   Investors should also carefully consider whether they wish to undertake the 
duties and responsibilities of serving as a director.  Importantly, directors owe a fiduciary duty to act 
for the benefit of all the Company’s shareholders, and not place their personal interests ahead of 
those of other shareholders.  Accordingly, investors may wish to avoid board roles: 

 in cases where the investor’s interests could often be at odds with those of the Company as a 
whole 

 if the Company is unable to purchase adequate director liability insurance coverage. 
if the investor is unable to devote significant time and attention to their role as director. 
 
Sample Language: “Holders of Preferred Stock shall be entitled to vote as a separate class to cause 
to elected the [two] directors nominated by a majority in interest of the Preferred.”  
 
 
Redemption	
  Rights	
  
 
Definition: A redemption right is a right to cause the issuer to repurchase shares held be an investor 
after a certain period of time or based on certain contingencies.  Redemption rights may offer an 
additional path to liquidity for investors in cases where other exit opportunities do not become 
available.     
 
Variations: There is no set structure for stock redemption rights, and several variables are subject to 
negotiation: 

 Triggering Events: Most often, redemption rights become exercisable after a certain number 
of years following the investor’s original investment date, if the company has not been 
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acquired or gone public during the specified period, which will typically range from 5 to 7 
years.  They may also trigger if the Company fails to meet certain performance milestones 
within a defined period. 

 Triggering Vote: Redemption of class of shares may be triggered by a vote of a majority (or 
supermajority) in interest of holders of that class, or individual investors may have the right 
to independently elect to have their shares redeemed. 

 Redemption Price: Investors may simply receive the amount of their original investment upon 
redemption, or their original investment plus an annual rate of return, or in some instances a 
multiple of their original investment amount.  

 Redemption Period:  The Company may be required to immediately redeem all shares held 
by investors upon the occurrence of the trigger event, or the Company may be permitted to 
redeem the shares in installments over a period of several years.  It is important to note that 
state law may preclude companies from redeeming shares if their financial condition does not 
meet specified criteria, in which case the redemption obligation is typically deferred until the 
Company’s financial condition improves to meet the statutory standard.        

 
When Important: Early stage investment rounds provide for redemption rights relatively rarely.  
They are relatively more important to bargain for in instances where other liquidity opportunities 
(acquisition, IPO) are less likely to materialize, e.g. in the case of family-owned businesses, or 
businesses without strong proprietary technology or other salable assets.     
 
Sample Language: “Commencing on the fifth anniversary of the issuance of the Series A Preferred, 
holders of a majority of the outstanding shares of Series A Preferred shall have the right to require 
the Company to redeem their shares for cash at the original purchase price, plus a xxx% annual rate 
of return, compounded annually.”  
 
 
Preemptive	
  Purchase	
  Rights	
  
 
Definition: Preemptive rights (also referred to as “rights of first refusal”) allow investors the option 
of purchasing a defined percentage of securities offered in future financing rounds, in order to 
maintain their percentage ownership interest.     
 
Variations: Preemptive rights follow a fairly standard structure.  The main negotiation points are 
typically: 

 Pro Rata Allocation formula: The number of shares an investor is entitled to purchase in a 
subsequent financing is typically based on that investor’s current percentage ownership 
interest in the Company.  In some cases the allocation is based on ownership as a percentage 
of the Preferred class only, in other cases based on total shares outstanding, and occasionally 
on the Company’s fully diluted capitalization.  

 Exclusions:  Preemptive purchase provisions often include several categories of securities 
issuances that are excluded from investors’ preemptive rights, e.g. shares issued pursuant to 
employee incentive plans and shares issued in acquisitions of other businesses.  The scope of 
these exclusions is a negotiation point.        

 
When Important: Preemptive rights are rarely controversial.  Having a robust preemptive rights 
provision can be helpful in instances where substantial dilution is anticipated and/or where the 
financing is aggressively priced.  Preemptive rights can also be an important protection where 
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investors perceive a risk of the company undertaking transactions with related parties on 
preferential terms.     
 
Sample Language: “Holders of Series A Preferred will have the right to purchase a pro rata portion 
of securities offered in subsequent financings by the Company, subject to customary exclusions.  The 
pro rata portion of each holder will be based on the percentage of the Company’s outstanding 
capitalization held by such holder.”  
 
 
Rights	
  of	
  First	
  Refusal	
  
 
Definition: Investors will often expect an option to purchase any shares of the Company that one or 
more of the founders decide to sell.  Pursuant to a right of first refusal, founders are required to 
offer their shares first to the Company and to the investors before making them available for 
purchase by a third party.     
 
Variations: Rights of first refusal tend to be based on a common structure, whereby each investor 
has a ratable right to purchase any shares offered for sale by the Company founders, with the 
Company often having a prior right of first refusal.  The negotiable points include: 

 Allocation Formula:  Share allocations are typically based on each investor’s percentage 
ownership of the Preferred class.  In some cases, any shares that an investor does not elect to 
purchase must be re-offered to other investors. 

 Exclusions: Founders may press for certain exclusions from the first refusal rights, e.g. 
transfers to relative, trusts and similar related parties.     

 
When Important: Rights of first refusal are typically not heavily negotiated.  They will be of greater 
importance in instances where a share offering is oversubscribed and investors wish to maximize 
opportunities to pick up additional shares.  These rights may also be important for strategic investors 
who wish to preclude unfriendly parties from acquiring an ownership interest in the company.     
 
Sample Language: “All Founders shall be subject to a right of first refusal on transfer of their 
Shares.  Any such shares shall be offered first to the Company, then to holders of Preferred on a pro 
rata basis, on the same terms offered to any third party.”  
 
 
Co-­‐Sale	
  Rights	
  
 
Definition: Co-sale rights (also referred to as “tag-along rights) require the Company founders to 
allow investors to participate in any sale of the founders’ shares to a third party – such that investors 
are allowed to sell a portion of their own shares to the third party buyer.  Effectively, these rights 
require founders to “share” any liquidity opportunity with the investors.     
 
Variations: Although co-sale rights are fairly common, they can be a significant negotiation point, as 
founders will perceive that they limit the founders’ liquidity opportunities.  Some of the common 
variations include: 

 Exclusions: Founders may press for limited exclusions from the investors’ co-sale rights, 
include a right to sell a defined percentage of their shares. 
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 Application to Preferred:  Occasionally, investors will agree to themselves by subject to co-
sale rights, for the benefit of either other investors only, or for the benefit of both other 
investors and founders.     
 

When Important: Co-sale rights are desirable for investors in almost all cases.  They offer the 
prospect of early partial liquidity opportunities, and also mitigate the risk of a key founder selling 
out to a new controlling shareholder that minority investors are less comfortable with.    
    
Sample Language: “Any Preferred or Common proposed to be sold by a Founder to a third party will 
be subject to a Co-Sale Right.  Under such Co-Sale Right, each holder of shares of Preferred shall 
have the right to participate in the sale of shares to the third party on a pro rata basis, on the same 
terms offered to the Founder who initiated the sale.”  
	
  
	
  
Drag-­‐Along	
  Rights	
  
 
Definition: A drag-along right is a right of one group of stockholders (typically outside investors) to 
compel another group of investors (typically holders of Common Stock) to support a sale of the 
Company under specified circumstances.  The purpose of the right is to mitigate the risk of the latter 
group obstructing a sale that is in the best interests of the shareholder base as a whole.     
 
Variations: Any drag-along rights included in a financing structure tend to be highly negotiated, and 
customized based on the shareholder composition of the Company and other factors.  Some of the 
key issues will include: 

 Valuation Threshold: drag-along rights will typically take effect only in the case of a sale 
opportunity that meets certain valuation criteria.  These may be based on the valuation of 
the Company as a whole, or the prospective returns on a per-share basis for various classes of 
stock.  There may also be other structural requirements, e.g. an absence of liquidity 
restrictions or personal indemnity obligations in the acquisition deal structure. 

 Triggering Vote:  Triggering a drag-along mechanism usually requires a majority or 
supermajority vote of one or more classes of shareholders, e.g. a 2/3 majority of the 
Preferred as a class and a simple majority of the Common as a class. 

 Application:  Either the Common only, or both Common and Preferred holders may be subject 
to the drag-along mechanism.  

     
When Important: Drag-along rights are not uncommon, but also are ordinarily not a “must have” for 
most investors.  They can be an important factor in companies that have a fractious shareholder 
base, or in instances where investors perceive the founders are excessively wedded to their 
managerial roles and would unduly resist an attractive sale opportunity.       
 
Sample Language: “In the event that a sale of the Company (whether by means of a merger, 
consolidation or stock sale, or a sale of all or substantially all assets of the Company) is approved by 
a majority of all outstanding voting shares of Preferred Stock and Common Stock of the Company, 
each holder will agree to vote all shares held by such holder in favor of such sale and tender such 
holder’s shares in connection with such sale.”  
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“Pay	
  to	
  Play”	
  Provisions	
  
 
Definition: “Pay to Play” is a term used to refer to structures that impose a penalty on investors who 
elect not to participate on a ratable basis in subsequent financing rounds.  Pay to Play provisions 
tend to controversial - but are sometimes a useful device to promote cohesion within the investor 
group by motivating all investors to “step up” to provide additional financial support to the company 
when needed.      
 
Variations: There is no single structure that serves as the norm for Pay to Play provisions.  The 
common thread is that a negative consequence (usually a loss of rights or preferences) attaches to 
existing investors who elect not to purchase at least their pro-rata share of a subsequent securities 
offering that the Board of Directors deems fair and necessary to allow the Company to remain 
solvent.   
Some of the mechanisms used include: 

 Allowing investors who participate in a subsequent offering to trade their existing shares for a 
new senior security, or a security with other preferential terms. 

 Causing investors who fail to participate in the subsequent financing to lose their Preferred 
rights and mandatorily convert into Common Stock. 

 Allowing investors participating in the new offering to “re-price” their existing shares, such 
that non-participating investors incur substantial dilution of their percentage interests.  

Note that Pay to play Provisions are usually not part of the original financing structure for an 
investment round.  Rather, they are often adopted at a later date as a device to motivate investor 
participation in follow-on or bridge financing. 
 
When Important: Pay to play provisions remain fairly uncommon. They are most appropriately used 
in cases where companies are undergoing difficult transition periods, and existing shareholders are 
the sole available source of follow-on funding.  Often, "Pay to Play" provisions are required by a lead 
investor who wishes to ensure shared participation by smaller investors in the group.     
 
Sample Language: “All existing Preferred holders will be afforded the opportunity to invest in the 
new financing round  If existing investors invest in this round at their full pro-rata participation level, 
each share of Series B purchased by them will allow the conversion and re-pricing of two shares of 
Series A into Series A-1 [senior class].”  
 
 
Registration	
  Rights	
  
 
Definition: Registration rights are a set of provisions that require the Company to register investors’ 
shares with the SEC for resale into the public market, in the event the company goes public.  
Registration rights can enhance the ability of investors, particularly larger institutional investors, to 
gain liquidity following an IPO.       
 
Variations: Registration rights provisions tend to be lengthy and complex, but are rarely a point of 
extended negotiation.  A basic set of registration rights that investors in a Preferred financing round 
should expect to receive include the following: 

 Demand Rights: Demand rights entitle a defined subset of the investor class to require the 
company to file 1-2 long-form registration statement(s) covering the resale of some or all 
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their shares, following an IPO.  In relatively rare instances, demand rights may include the 
right to compel a privately-held company to pursue an IPO after a certain number of years. 

 “Piggy Back” Registration Rights:  Piggy back rights allow investor to have some of all of their 
shares included in any registration filed by the Company for a primary sale of shares or a 
secondary sale by other shareholders, usually excluding the IPO registration. 

 “S-3” Registration Rights:  This is a supplemental right to cause the company to register 
investor shares using a short form registration process, which typically becomes available 12 
months after an IPO.  

 Rule 144 Covenants:  Issuers will typically commit to taking various actions necessary to allow 
pre-IPO investors to sell their shares without registration pursuant to the SEC’s Rule 144 
resale registration exemption.  
       

When Important: Registration rights are rarely of great importance to angel investors, as modest 
interests in an issuing company can usually be sold relatively easily following an IPO without the need 
for an SEC registration.  Nonetheless, investors should expect to receive most or all of the standard 
rights outlined above.     
 
Sample Language: “In the event the Company effects an initial public offering of its Common Stock, 
the Investors shall be entitled to initiate up to two demand registrations, and to participate in any 
subsequent share registration of the Company so as to cause shares held by such Investors to be 
registered for sale to the public, subject to customary conditions and limitations.”  
 
 
Warrant	
  Coverage	
  
 
Definition: As additional consideration for their investment, investors will occasionally receive 
warrants to purchase additional shares of the target company.  Warrants allow investors to increase 
their equity interest at a later time, thereby capturing a greater piece of the Company’s upside 
potential.  Warrant coverage is relatively rare in equity financing rounds; but is very common in 
connection with bridge (convertible note) financings.       
 
Variations: In instances where an equity financing includes warrant coverage, the key variables will 
include: 

 Amount of Coverage: Investors will typically receive a number of warrants equal to a fraction 
of the number of shares purchased.  Issuers will look to minimize the amount of coverage, as 
the warrants dilute the interests of existing equity holders. 

 Exercise Price: Warrants will often be priced at the same level as the current funding round, 
meaning that the warrant holder capture the entire upside of any appreciation in the 
Company’s stock.  However, warrants may be priced at a premium to the current valuation.  
In some cases, investors have received warrants to purchase Common shares at a lesser price 
than the current Preferred Stock valuation, allowing them to “average down” their 
investment price. 

 Term:  The exercise period for warrants can vary from three to ten years. 
 Cashless exercise:  Investors will often look to have warrants include “net exercise” 

provisions, that allow the warrants exercise to be paid by concurrently tendering back a 
portion of the shares purchased, eliminating the need for cash exercise price in cases where 
the shares have appreciated significantly.       
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When Important: Warrant coverage is simply a benefit that provides an additional incentive for 
investor participation in a financing round.  It is most appropriate for investors to require warrant 
coverage in early stage equity investments of a modest size, or in connection with bridge financings, 
i.e. in high-risk investment contexts where investors require additional upside exposure to mitigate 
the heightened risk. 
       
Sample Language: “Each purchaser shall be entitled to receive a warrant to purchase shares of 
additional shares of Series A Preferred of the Company at an exercise price of $xxx per share, with 
the number of shares subject to such warrant being equal to xx% the number of shares of Series A 
Preferred purchased in the financing.”  
	
  
	
  
Founder	
  Terms	
  
 
Definition: Investment term sheet (particularly for Series A round investments) will often specify 
commitments to be made by the founders as condition to the investors’ investment commitment.  
Typically, founders are asked to agree to a vesting schedule for their Company shares, if none is 
already in effect.  The intent is to ensure that key personnel have a strong retention incentive. 
Investors may require other concessions from founders, e.g. a commitment on reduced cash 
compensation to conserve cash through a subsequent financing round.    
 
Variations: Customary vesting terms for founder stock may include: 

 A 3-5 year vesting term based on continued employment with the Company 
 Founders may receive vesting credit for their prior tenure with the Company, or for IP or 

other assets contributed to  the Company upon formation.   
 Accelerated vesting under certain circumstances, e.g. upon any involuntary termination of 

employment without cause, or upon an acquisition of the Company, or upon an acquisition 
followed by a termination without cause. 

Other terms that may be required from founders and other key employees could include: 
 Additional IP assignment agreements, if necessary to secure IP ownership in the Company. 
 Partial deferral or reduction of cash compensation, if necessary to manage cash flow through 

a larger funding event. 
 Commitments to recruit additional management talent and reallocate management titles and 

responsibilities.     
 

When Important: Whether additional founder agreements and commitments are necessary will 
depend on the investors’ initial diligence.  For instance, to the extent investors conclude that 
adequate retention incentives are already in place for key founders and officers, then additional 
vesting terms may not be needed.   
 
Sample Language: “75% of the shares of Common Stock of the Company (and options to purchase 
Common Stock) issued to the Founders and to the Company’s Chief Executive Officer and other  will 
vest in equal monthly installments over a period of 36 months.” 
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Closing	
  Conditions	
  
 
Definition: Closing conditions are a set of actions that must be completed before closing the 
investment round.  Once the investors and the Company sign the long-form stock purchase 
agreements, they commit to complete the investment on the condition that the closing conditions 
listed in the stock purchase agreement are satisfied.       
 
Variations: Typical closing conditions an investor should expect to see include the following [note 
that closing conditions are often not spelled out in detail in the investment Term Sheet, but rather 
are left to be defined in the long-form stock purchase agreement]: 

 Execution of all relevant agreements by the Company, the founders, prior investors and any 
other relevant parties. 

 Amendment of the Company’s charter to authorize the Preferred shares to be issued to the 
investors. 

 Completion of any required securities filings. 
 Minimum funding amount for first closing 
 Execution of any documents the investors are requiring from Company founders and 

employees, e.g. stock vesting agreements, confidentiality and IP assignment agreements in a 
form approved by the investors.   

 Conversion into equity of any founder debt or bridge loans. 
 Satisfactory resolution of any due diligence issues identified by the investors. 

       
When Important: Closing conditions should ordinarily not be controversial. However, there recently 
has been a trend towards “staged” investments, where the investor capital is contributed in multiple 
trenches, based on completion of milestones or other conditions.  If that is the case, then the 
funding conditions will need to be clearly defined and may be heavily negotiated.  Funding conditions 
may include: 

 Achieving significant customer wins 
 Meeting revenue targets or other financial metrics 
 Meeting developmental goals (or clinical milestones for biotech or medical device companies) 
 Obtaining regulatory approvals 
 Closing strategic partnering deals 

 
Sample Language: “The Investors’ obligation to sell buy the Shares at each Closing is subject to the 
fulfillment on or before such Closing of the following conditions, unless waived by the Investors: ...” 
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APPENDIX R – Creative Deal Terms 
 
This Appendix will be an ongoing work in progress that should develop over time.  It may ultimately 
become a source of ideas for new deal terms that angel investors may, over time, begin negotiating 
into their investment terms. 
 
Please email to duediligence@keiretsuforum.com your experiences and your ideas for provisions 
that might be added to future versions of this Appendix for the benefit of others. 
 

. . . 
 
There are standard terms placed into investment documents such as term sheets and stock purchase 
agreements.  Appendix P, entitled Common Deal Terms, Definitions, and Illustrative Text, highlights 
some of the basic and most commonly seen terms.  Appendix V contains sample documents provided 
by the National Venture Capital Association as illustrations to help investors familiarize themselves 
with what the fundamental document types look like.   
 
Many of the standard terms used to form the interrelationship between different classes of stock and 
sets of investors in different financings can evolve into quite complicated variations on otherwise 
fairly basic terms.  This often happens in very capital-intensive emerging companies that require 
multiple financing rounds with interim closes that do not quite meet the company’s needs, leading to 
a tug between very influential existing investors who invested quite heavily and newer investors who 
end up with a lot of leverage.  The Boards of these companies can end up becoming quite creative in 
creating new and complex evolutions of some of the basic deal terms that are illustrated in 
Appendices R and S. 
 

. . . 
 

This Appendix is not about those types of evolutions of typical terms.  
 
Rather, this Appendix is a combination of a very light-hearted yet very serious creation of brand-
new types of deal terms that investors might one day negotiate into agreements with companies in 
which they invest. 
 
Most every early stage investor has at one point or another been seemingly blind-sided by something 
they had not considered, and ended up with a lesson to share with other investors.  Moreover, 
everyone who has had one (or more) of these experiences can now think of a provision that … had it 
been put in place as a condition of making their investment … might have headed off the problem 
before it caused the harm, a lot of heartache, a significantly reduced ROI, or even a total loss of the 
principal they invested. 
 
This Appendix will, perhaps, become a format for an “open-source” creation of new terms, created 
by investors and then eventually taken to attorneys to develop.  It will be updated and incorporated 
into this Handbook for others to see.  Of course, if you use them and they result in problems, the 
same disclaimer that applies to this entire Handbook also applies to the use of these terms.  Consult 
an attorney before using anything you see here. 
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This is being created in the spirit of The Keiretsu Forum’s approach to Mindshare, though it does not 
necessarily reflect the seriousness with which Keiretsu Forum members treat their investment 
decisions. 
 

. . . 
 

The first one was provided by a Keiretsu Forum member from the Pacific Northwest who invested in 
a company co-founded by two people: a high-caliber entrepreneur and executive who had built a 
national brand that most everyone in the United States recognizes.  His co-founder should have been 
happy to learn from him and join in what might have been a successful liquidity event.  Instead, this 
young co-founder disagreed with his strategy and decided to attempt to remove him from the CEO 
role.  This resulted in a proxy fight just as the company was entering a new funding cycle.  The 
company could not raise money in the midst of the battle, ran low on cash, and ended up receiving 
capital in a major cram-down by a venture firm that put their own CEO in charge.  The investment 
had been made in large part to invest in the now former CEO as he was building a new product line 
and brand in the same industry in which he had previously had massive success.  The DD Team had 
done a thorough job.  But, nobody could have imagined this set of events unfolding. 
 
Co-founders do seem to routinely fall into problems with their relationship.  The healthy partnerships 
among co-founders that gave rise to Hewlett Packard, Google, and eBay, among others, do seem to 
be more of an exception than a rule. 
 
A Mutually Assured Destruction co-founder term might be a solution.  The reference comes from 
political scientists who coined this term during the Cold War.  Neither the U.S. nor the U.S.S.R. 
would launch an intentional nuclear first-strike, given that the inevitable outcome would also be 
their own destruction.  Such a term might provide that both co-founders would loose all of their 
stock if one tried to either remove the other or demote the other’s role. 
 
 
 

Please email your suggestions for additions to duediligence@keiretsuforum.com. 
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Appendix S – Valuation Methodologies:   An 
Imperfect World 

 

This article was written in 2010 by Keiretsu Forum member and The Keiretsu Forum  
Founding Region’s Due Diligence Committee member Catherine Chiu. 

 

In reaching for the “proper” valuation of startups, one must first recognize that no valuation method 
works all that well. The best is “comparable deals”, and this presumes that the investor is in the 
market frequently, sees a fair number of startup companies at similar stages of growth getting 
funded in the current market environment, and has access to the valuation information for such 
companies. 

Below are several possible methodologies that aid an investor in assessing possible valuation. Each of 
the methods begins with projected financial performance, and therein lies the fundamental problem 
of startup valuation, namely choosing the proper financial projections on which to base one’s 
valuation analysis. 

	
  
Comparable	
  Public	
  Valuation	
  

	
  
The most common valuation methodology for companies is to review a set of “comparable 
companies” in the public market. This is the easiest, and in many ways fairest way to 
determine how the public markets view a particular sector/ company.  Note that this example 
is used primarily for mergers & acquisitions, thus “Enterprise Value” is used in lieu of “Equity 
Value” (Enterprise Value = Equity Value + Total Debt – Cash.) To analyze market comparables of 
stock valuation, one needs only to review the total Equity Value of a company. 

	
  
a.	
  How	
  

Select the Comparables. Select a number of companies that are in the same sector, offer 
similar types of products, and whose business profiles are similar to the target company being 
valued. If the universe of companies is sufficiently large to offer a choice, selection should be 
based on the following considerations: size (smaller the better to emulate target company), 
sector dynamics (even companies in the same sector often focus on different parts within that 
sector), recent performance (target company is likely to be highly risky, so pick companies in 
the sector that have similar challenges). 

Analyze Market Multiples. The fairest reflection of value is typically price/earnings multiples 
(P/E”). However if the sector is subject to unusual tax (international entities) and depreciation 
and amortization (asset rich companies) charges, or if the sector is primarily driven by cash 
flow, then EBITDA multiple may be used. For startups that will not show profit for some years, 
revenue multiples may be used, though this is typically a poor way to value public companies. 
To figure out the earnings multiple, take a company’s current stock price, and divide it by Net 
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Income per Share (use fully diluted shares disclosed in the financial documents). For a revenue 
multiple, divide the stock price by Total Revenues per Share (fully diluted shares). 

 

Forward or Backward Earnings? In the public market you can usually find forward earnings 
estimates, and calculate forward earnings multiples for the comps. For a startup company, this 
may be a much more relevant measure than P/E calculated based on the latest twelve months 
(“LTM”) performance. 

Know Your Comps. In analyzing comparable companies, it is important to note that each comp 
has its own set of circumstances, unusual charges, industry position, etc. Professionals often 
dive into the “MD&A” (management discussion and analysis) section of the financial disclosure 
documents to “adjust” for any unusual, one-time charges in order to get a “fair” set of 
multiples. The angel investor would not typically do this type of exhaustive work, since the 
multiples from public markets offer only a rough benchmark at best, and sometimes are way 
too rich for a startup company, whose challenges and risks are substantially higher to warrant 
similar multiples (see “Qualitative Considerations” below.) However a quick review of financial 
analysts’ reports would provide better understanding about why a company’s earnings (or 
revenue) multiples are what they are. 

	
  
b.	
  Applying	
  the	
  Comparable	
  Multiples	
  

 

What Numbers to Use? Typically, startup management is highly optimistic, does not consider all 
the risk factors facing them (or they would not be starting a company!) and over-inflate what is 
achievable. The more inexperienced the entrepreneur (for the sector, for starting a company, or 
for not having managed all the disciplines that (s)he will be called upon to manage in the role of 
CEO), the more inflated the numbers. 

DD. This is where DD comes in. The investor must understand the potential, but realistically 
assess what it will take to achieve the promise. Based on the DD, the investor may apply a 
discount to the supplied projections, stretch out what has been promised, or develop his own 
projections. 

Valuation. Take the average of the comparable companies’ earnings or revenue multiples, and 
apply it to, say, what can be achieved in 18 – 24 months (typically, entrepreneurs have a 
reasonable horizon of 18 months, beyond which they cannot see, nor can the investor.) That 
provides a reasonable indication of a public market valuation. Discount that value back by the 
period of elapsed time to arrive at a reasonable current valuation. The discount rate that you 
apply should take into consideration your assessment of the level of risks the particular startup 
faces, based on your DD work. Typical public companies use a discount rate of 12% - 15% for 
internal projects. If the company has access to substantially lower cost of funds (e.g. bank 
borrowing) then these rates could be lower. For a startup, a discount rate of 25%, or substantially 
more, is not unreasonable. 

Private Market Discount. Discount the value further for the startup’s lack of access to public 
markets liquidity. The liquidity discount is typically 20% - 40%. 
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c.	
  Other	
  Qualitative	
  Considerations	
  
Startups being funded by angels are no public companies. The things that must happen before 
these startups can hope to become a public company are many, subject to huge risky 
assumptions, etc. Thus the public market is not really a good place to seek comparable valuation, 
unless the private company being valued has a reasonable prospect of becoming public within 18 
months. Thus this method is more appropriately used by private equity firms investing in the 
mezzanine round, not angels investing in Seed, Series A or B. If a startup company presents their 
valuation thoughts by comparing themselves to public companies, you know the valuation is way, 
way too rich. 

	
  
Comparable	
  Exit	
  Valuation	
  

	
  
This method is very similar to the comparable public company valuation, but looks to comparable 
valuation in the mergers & acquisitions space. Exit valuation is an appropriate benchmark for 
startups if the exit is expected to be a sale to a larger entity. In this case, the investor looks at 
what valuation could be achieved on exit, at what time (how many years out), and discounts the 
achievable value back to present to arrive at a reasonable valuation. 

	
  
a.	
  How	
  

Find Comparable Deals.  Search for deals in the same sector, or done by potential acquirers of 
your target company. Often this information is difficult to find, but industry analysts have a way 
to discover that info. Besides press releases, look for in-depth analyst reports. 

Analyze the Multiples Paid.  The relevant metric is Total Enterprise Value (“TEV”): LTM Earnings 
(or LTM Revenues). TEV = (Equity Value + Debt Assumed – Cash).  If the acquisition includes 
substantial debt assumption, the equity value should be calculated based on above formula. An 
angel investor should only expect to get the equity value, not the TEV. 

Discount Back to Present.  Remember this method provides the exit value of a startup, assuming 
all go well and an exit is reached. Apply the appropriate discount rate based on appropriate risk 
assessment. 

	
  
b.	
  Qualitative	
  Considerations	
  

Frequently the multiples paid for in acquisitions are fraught with specific circumstances / 
considerations that that pertain for both the acquirer and the seller. Thus each deal comes with 
its own set of factors and issues, and may not provide an accurate read on potential valuation 
that may be paid in the future for the target startup. Also, small acquisitions by large companies 
often are reported but the acquisition value is not disclosed, depending on whether the deal was 
considered “material”. Thus data may not be available. 

This method may be used in conjunction with the public markets valuation to provide an investor 
with comfort as to the range of possible valuation payable within the same sector. 

Example: Below is a table that shows acquisition valuation of a group of software companies that 
took place during a period in time. Also see valuation matrix assembled for valuing an IT service 
company. Note that, to estimate value, professionals consider a variety of metrics before 
deciding on a range. In M&A, enterprise value based on multiples of EBITDA is often used in 
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situations where operating cash flow best provides indication of operating performance. In other 
cases it may be appropriate to EVP multiples based on EBIT or net earnings. 

Enterprise Application Software Transactions Over $500M, 2008-2009; Source: Updata Advisors, Inc. 

 

	
  
Discounted	
  Cash	
  Flow	
  

	
  
The DCF (discounted cash flow) analysis is often used in conjunction with one of the above methods, 
to provide yet another view about how investors reach their returns. Rather than using this as a way 
to value a company, DCF may be a useful tool to estimate an investor’s returns, depending on their 
view of the possible exit values. 
	
  
How	
  It’s	
  Done	
  

Computing IRR. To calculate the internal rate of return (“IRR”) for a series of cash flows, the 
best way is to use an Excel spreadsheet (use the “IRR” function), as IRR calculation is an 
iterative process. However if an investor has no cash flow between the time of initial 
investment and future return, this calculation is much easier: simply calculate the compound 
rate of return (typically compounded annually) based on the future exit value of the company. 
In this case you are really using the Comparable Exit Valuation methodology. 

DCF as a Valuation Tool. The DCF model is appropriate for cash flow plays. If a startup (or more 
typically a real estate deal) is primarily a cash flow investment, and the investor expects cash 
back from the investment annually, then the DCF model is appropriate for analyzing valuation 
and returns. To do this, put into the Excel model the investor-scrubbed financial projections, 
down to the expected cash payments from the startup, over the relevant investment period. 
There needs to be an “ending value” for this model, unless one expects the investment to have 
no end date. The ending value is typically what the entity could be sold for, or what the 
contracted exit value is (the negotiating team should negotiate some kind of exit, the valuation 
of which should be spelled out.) 

Discount Rate. The biggest issue with using the DCF model is to select the appropriate discount 
rate. If one were calculating returns, one specifies the expected payouts and computes the rate 
of return. If one were deciding on proper valuation using DCF, then one enters the discount  
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rate to compute what is considered “fair value” today. Startups are stacked with risks and 
often the discount rate applied must be very high. However if the cash flow is relatively 
predictable, like in the case of a real estate investment, then the discount rate is typically 
much lower. Even then, typical expected real estate equity returns at Keiretsu, after expenses 
and profit sharing, are generally north of 18%. This should provide angel investors an 
appreciation for the discount rate required for a startup in other sectors. 

 
Comparable	
  Deals	
  Valuation	
  

	
  
Venture Capitalists, especially ones in early-stage deals, rely most heavily on “gut” developed from 
frequent exposure to comparable deals. “Comparable” means similar stages of development (e.g. 
has there been market adoption?), similar business models (SaaS and manufacturing plays are very 
different models,) similar sectors (sector dynamics and cyclicality issues), entrepreneur’s perceived 
business savvy and relevant industry/ operating experience, strength of the team, and many other 
qualitative factors. Just as M&A deals are frequently subject to similar “comparable deal” analysis, 
private equity deals have their own sector dynamics. Whether the investor is funding to cash flow or 
funding to product launch makes a very big difference on price, because the level of risks are 
substantially different. 

Thus it is reasonable to ask fellow angel investors whether a Series A deal is “typically” valued at $3 
– 5 million, or $5 – 8 million, depending on all of the above qualitative considerations. The investor 
then applies DCF or comparable exit valuation to evaluate whether (s)he is fairly compensated for 
the risks undertaken. In this approach, access to more deal valuation is invaluable, and an organized 
approach to collect valuation information by an angel organization, including commentary that 
provides a perspective on the above qualitative factors that went into the valuation, would be 
highly recommended. 
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Appendix T – A Better Techniques for 
Disciplined Venture Investing 

 
 
 
The following article was provided to The Keiretsu Forum by Steven 

Kam and Jason Ruiz of Hamilton Venture Advisors. 
 
 















    

 

“Great Association with Quality Deal Flow” 
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Appendix U – Recommended Reading – Valuing 
Early Stage Companies 

 
I strongly recommended searching online for and reading a group of articles that were  initially 
published online in 2007 as a collective packet on the Kauffman Foundation’s former 
“eVanturing” website. 
 
Much of this Handbook is about assessing what results may or may not come to pass between 
making an investment and hopefully receiving a return.  These articles cover, in part, how to 
assess the range of potential financial returns an investor might receive depending on how long 
it takes for different potential events to unfold. 
 
I would have loved to include them here.  However, the Kauffman Foundation would not grant 
permission to do so, even if the articles were marked using a traditional copyright and even 
though this Handbook is provided to others at no cost. 
 
These articles were written by several accomplished and highly respected investors. 
 
For investors, they provide insights into both valuation methodologies and how to assess 
potential returns after dilution. 
 
For entrepreneurs raising capital, they provide a strong insight into how angel investors think 
(or, at least, should think) about how valuation translates to potential return on investment.   
There is little point in making investments in illiquid assets if the valuation at the time of 
investment is almost certainly going to produce a return that does not significantly exceed an 
investment in alternative, and liquid, investment classes. 
 
If an investor communicates and an entrepreneur considers why an investors needs to invest at 
a specific valuation to produce a return, then they are more likely to reach an agreement.   
 
These articles are about getting everyone at the table speaking the same language. 
 
They include the following: 
 
•  Investment Valuations of Seed and Early-Stage Ventures, by Luis Villalobos 
•  Startup Pre-money Valuation: The Keystone to Return on Investment, Luis Villalobos and    
   William H. (Bill) Payne 
•  Is Valuation a Key Issue in Funding Startups?, George Lipper 
•  Fundability and Valuation of Startups: An Angel’s Perspective, by William H. (Bill) Payne 
•  Valuation Worksheet, by William H. (Bill) Payne 
•  Valuation of Pre-revenue Companies: The Venture Capital Method, William H. (Bill) Payne 
•  Valuation Divergence, by Luis Villalobos 
•  Valuation Estimator, by William H. (Bill) Payne 
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