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Startup Financials That Survive Investor

Diligence

Build books an investor can trace from the financial statements back to bank activity,
contracts, invoices and source documents—without mystery adjustments or founder
memory.

Investor diligence is not a request for prettier spreadsheets. It is a test of whether the
company knows what happened financially, can explain why, and can prove it. The SEC
explicitly tells capital-seeking companies to have financial statements ready, while SBA
guidance treats the balance sheet, income statement and cash flow as core management

tools. A founder who cannot reconcile revenue, cash, payroll, debt and equity is asking

investors to underwrite uncertainty they cannot measure.

Know what weak and strong look like

READINESS AREA WEAK / DILIGENCE RISK STRONG / INVESTOR-READY
Close discipline Books updated irregularly; revenue Monthly close calendar; accounting basis
recognized when cash appears. documented; cutoff rules applied consistently.
Bank Book cash differs from bank cash and Every bank and card account reconciled to month-end
reconciliation no one can explain it. statements with open items documented.
Statements Only a P&L or tax return exists. P&L, balance sheet and cash-flow statement tie

together and roll forward month to month.

Revenue evidence Founder cites dashboard or Stripe total Revenue schedule reconciles invoices, processor
with no bridge to GAAP/books. reports, credits/refunds, collections and ledger.

Source trail Material entries depend on estimates Contracts, invoices, payroll reports, debt docs and
nobody can reproduce. journal-entry support are indexed and retrievable.



Close the month in a fixed order

Freeze the period; collect bank, card, payroll, billing and expense feeds; reconcile cash; post
accruals/deferrals; review receivables/payables; verify debt/equity activity; then issue statements.

Never edit a closed month silently—use a documented adjusting entry.

Reconcile revenue to reality

Build a revenue bridge from beginning deferred/receivable balances through billings, earned revenue,
cash collections, refunds, credits and ending balances. SaaS founders should separately reconcile
MRR/ARR to accounting revenue because recurring-revenue metrics are not the same thing as

recognized revenue.

Make the balance sheet explainable

Walk every material asset and liability. Old receivables, founder loans, unpaid payroll taxes, mystery
“other assets,” negative liabilities and stale prepaid balances are diligence magnets. Assign an owner

and support document to every material balance.

Create financial controls before you can afford a finance team

At minimum separate approval from payment where possible, require receipts, use role-based bank
access, lock accounting periods, document reimbursement rules, and review vendor/customer master
changes. A tiny startup may not have full segregation of duties, but it can still have explicit

compensating controls.

Build a variance narrative

Each month compare actuals to budget and prior month. Explain the few drivers that moved cash,
gross margin, payroll, acquisition spend and revenue. Investors learn more from a clean explanation of

a miss than from a forecast that is always “exact.”

Run the diligence stress test before investors do

Do not rehearse an answer. Rehearse the evidence. Give yourself a short diligence window and try to
produce the underlying records without rebuilding the story from memory. A clean result is
reproducible, tied to a source system or signed document, and consistent with the numbers elsewhere

in the company.



Close discipline: Put the underlying records on screen and prove this standard: Monthly close
calendar; accounting basis documented; cutoff rules applied consistently. If the evidence still
looks like this weak state—Books updated irregularly; revenue recognized when cash appears.
—record the gap, name an owner and give it a due date instead of explaining it away.

Bank reconciliation: Put the underlying records on screen and prove this standard: Every
bank and card account reconciled to month-end statements with open items documented. If
the evidence still looks like this weak state—Book cash differs from bank cash and no one can
explain it.—record the gap, name an owner and give it a due date instead of explaining it away.

Statements: Put the underlying records on screen and prove this standard: P&L, balance sheet
and cash-flow statement tie together and roll forward month to month. If the evidence still
looks like this weak state—Only a P&L or tax return exists.—record the gap, name an owner
and give it a due date instead of explaining it away.

Revenue evidence: Put the underlying records on screen and prove this standard: Revenue
schedule reconciles invoices, processor reports, credits/refunds, collections and ledger. If the
evidence still looks like this weak state—Founder cites dashboard or Stripe total with no bridge
to GAAP/books.—record the gap, name an owner and give it a due date instead of explaining it
away.

Source trail: Put the underlying records on screen and prove this standard: Contracts,
invoices, payroll reports, debt docs and journal-entry support are indexed and retrievable. If
the evidence still looks like this weak state—Material entries depend on estimates nobody can
reproduce.—record the gap, name an owner and give it a due date instead of explaining it
away.

Do the math investors will do

Minimum diligence math: Ending cash on the balance sheet must equal reconciled bank cash.

Revenue should bridge from the billing system to the general ledger. For example, if invoices total
$120,000, refunds/credits are $5,000 and $15,000 remains unearned at month end, “$120,000 of sales”

is not automatically $120,000 of accounting revenue. Build the bridge before an investor builds it for

Capital-access strategy for Black founders

For founders without inherited financial cushion, weak books are especially expensive because they

reduce access to every kind of capital at the exact moment cash is tight. Federal Reserve research

continues to show greater financing challenges for firms owned by people of color. Treat financial



visibility as bargaining power: clean evidence expands your options instead of forcing you to accept

the first expensive money offered.

Build the evidence investors can verify

v 12 months of monthly P&L, balance sheet and cash-flow statements
v Bank and credit-card reconciliations for every month

v Revenue reconciliation and accounts-receivable aging

v Accounts-payable aging and debt schedule

v Payroll register and contractor-payment support

v Capitalization/financing ledger tied to cash receipts

v Close checklist, accounting-policy memo and material journal-entry support

Questions an investor may ask

? Show me how March revenue ties to invoices and bank deposits.
? Why did gross margin move last quarter?

? Whatis in "other assets” and “other liabilities"?

? Which expenses are recurring versus one-time?

? What would break if your bookkeeper disappeared tomorrow?

30-day repair sprint
o Days 1-5: lock chart of accounts and accounting policies; collect missing statements.

o Days 6-10: reconcile every cash/card account and clean stale balances.



Days 11-15: build revenue, receivables, payables, debt and equity schedules.

Days 16-20: rebuild the last 12 monthly statements and investigate variances.

Days 21-30: create the indexed diligence folder and run a cross-check from statements back
to source documents.

—— SOURCE DESK

Research behind this guide

Use the primary and authoritative sources below to verify current rules, market
conditions and technical guidance. Terms and regulations can change.

SEC — Ready to Raise CAPITAL e
SBA — Manage Your Finances Ve
SBA — Write Your Business Plan / Financial Projections 7
SEC — Small Business Glossary: Due Diligence Ve

Important: This guide is educational information, not individualized legal, tax, investment, employment,
security or compliance advice. For decisions with material legal or financial consequences, use a qualified
professional who can review your facts.
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https://www.sec.gov/resources-small-businesses/capital-raising-building-blocks/ready-raise-capital
https://www.sba.gov/business-guide/manage-your-business/manage-your-finances
https://www.sba.gov/business-guide/plan-your-business/write-your-business-plan
https://www.sec.gov/resources-small-businesses/glossary
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