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What Due Diligence Actually Does Well

Due diligence is designed to answer one core question: Is anything obviously broken right now? It is excellent at
spotting missing documentation, active disputes, regulatory gaps, and financial red flags. When problems exist
in the present, diligence typically finds them.

The trouble is, the issues that cause the most damage later often are not visible yet.

Structural Problems Don't Look Like Problems

Most structural risks are not a defect. They are constraints that remain dormant, until a trigger event that reveals
them. They are buried in ownership arrangements that technically function, governance models that work on
paper, legally sound contracts, and regulatory positions that have not been tested yet.

At the time of diligence, everything looks coherent. Nothing is “wrong enough” to raise a flag.

Why Timing Masks the Risk

Structural decisions age quietly. They only start to matter when the company scales faster than expected,
decision-making becomes contested, new investors come in, regulation tightens, or exits and restructurings
enter the picture.

Until then, the structure usually carries the company without friction. Diligence examines the present. Structural
risk lives in the future.

The False Comfort of Clean Files

Well-organized documentation can create a misleading sense of security. Clean cap tables, signed agreements,
formal governance: these suggest risks are under control. What they actually show is that decisions were
documented, not that they were well-designed.

Diligence verifies that things exist. It rarely tests whether they will hold up.

Where Diligence Typically Falls Short

There are questions diligence does not ask, because they are difficult to quantify:

Questions Diligence Doesn't Ask
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« What happens when control dynamics shift?
* Who can actually block or force decisions down the line?
« Which contracts become leverage points under pressure?

* Which regulatory assumptions break down at scale?

These are not compliance questions. They require judgment.

The Real Exposure

By the time a structural risk becomes visible, it is usually no longer contained to a single event or document. The
risk causes deals to delay, investor friction, internal deadlock, or severely limited strategic options.

At that point, the question is not whether due diligence failed. It is that regular legal diligence was never built to
catch this kind of risk.

The Uncomfortable Truth

Structural problems rarely announce themselves early. They pass diligence precisely because they are still
functioning. They only reveal their cost when change becomes necessary.

By then, fixing them is not a technical exercise. It is a negotiation with history.
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