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I ncreasingly, athletes and entertainers are making 
direct investments into early-stage companies in-
stead of investing through venture capital funds.  

Investing directly can be lucrative and rewarding, but it 
also presents unique risks and requires technical exper-
tise and industry know-how.  Athletes and entertainers 
shouldn’t make the mistake of relying solely on their 
inner circle or a non-legal professional, like an agent, 
for advice on these matters. Engaging an attorney with 
the background and expertise to review the transac-
tion is essential to making an informed investment de-
cision.  Below are certain legal considerations associat-
ed with investing directly into early-stage companies.  

Legal review
Every successful investment must generally achieve 
one of three objectives: 1) grow in value over time 
(capital appreciation), 2) generate cash � ows that can 
be distributed or 3) provide some other special indirect 
economic bene� t that is particular to you (e.g., tax loss-
es to o� set future gains or special rights or access to 
technology or public relations opportunities that can 
enhance other streams of income). If it’s not clear that 
an investment will accomplish one of these objectives 
and, more importantly, how and when these objectives 
will be accomplished, then the investment is likely not 
a good one. Most terms that de� ne how and when the 
investment will achieve your goals are legal terms that 
should be evaluated with counsel.

Counsel will ask questions of the company and 
review company documentation and information 
that will reveal material facts and potential liabil-
ities regarding the investment. This due diligence 
will help one to understand the company’s busi-
ness, value the business, draft relevant legal doc-
umentation, and identify any potential legal or 
business issues and any impediments to closing. 
The documentation and information counsel will 
review, may consist of the following: 

Corporate documents and information:
    Company charter and bylaws

    All agreements among current stockholders (includ-
ing founders and earlier investors)

    Company agreements with key management
    Members of the company’s board of directors
    Board of director meeting minutes and consents re-
lating to the investment

The company’s capital structure: 
    Number of outstanding shares or other equity
    All forms of company debt 
    Past � nancing agreements 
    Stockholders details 
    Existence of other securities with dilutive e� ects on 
ownership

Intellectual property related matters:
    Company owned intellectual property
    Pending or threatened claims for infringement or 
other violations

    Suspected or alleged infringement by third parties 
    Con� dentiality and invention assignment agree-
ments with employees and key personnel

Brand ambassador opportunities
Depending on the industry, partnering with athletes 
and entertainers creates potential “brand ambassa-
dor” opportunities, which can be just as (if not more) 
valuable as the individual’s cash investment.  

Although this is an excellent opportunity to increase 
ownership in the company without investing more 
cash, there are unique issues to consider. First, consid-
er how many brand ambassadors the company has. If 
there are many, understand that additional equity in 
the company may be granted in exchange for services, 
which dilutes your ownership. 

Counsel should review all equity granting arrange-
ments with brand ambassadors. Second, consider 
whether the promotional activity is consistent with 
how you maintain your public persona or image. Brand 
ambassador programs are typically optional, so your 
ability to invest in the company is not dependent on 
becoming a brand ambassador.  
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