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WHAT YOU WILL LEARN AND WHY IT MATTERS

Raising capital is the activity through which the supply side of capital allocation is managed — the process
of ensuring that the organization has access to the financial resources required to fund the investments
that the capital allocation process has identified as the highest-return deployments of available capital.
The quality of the capital-raising process determines not only the amount of capital available but its cost —
the dilution and governance obligations accepted in exchange for equity financing, the interest rate and
covenant burden accepted in exchange for debt financing — which directly affects the financial economics
of every subsequent capital allocation decision.

The CFO's role in capital raising is analytically central: preparing the financial narrative and financial
models that give investors the information they need to make investment decisions, advising on the
valuation and terms being offered, and managing the financial aspects of the investor relationship through
the fundraising process and beyond. This role requires both the analytical rigor of a finance professional
and the communication fluency of an investor relations practitioner — the ability to present complex
financial information in a way that is accurate, credible, and compelling to an audience with deep financial
sophistication and limited operational familiarity with the specific business.

This part covers the complete CFO guide to equity fundraising: investor selection and the matching of
capital sources to company stage and strategic needs, preparing the financial narrative for institutional
investors, valuation negotiation from an analytical foundation, and the economics of term sheets including
liquidation preferences, anti-dilution provisions, and pro-rata rights.

INVESTOR SELECTION: MATCHING CAPITAL TO STRATEGIC NEEDS

Not all investment capital is equivalent in its value to the receiving organization. Beyond the financial
resources the investment provides, institutional investors bring specific capabilities — operational
expertise, portfolio network access, market intelligence, and governance contribution — that vary
significantly across investors and that can be worth more or less than the financial capital itself depending
on the company's specific strategic needs.

The investor selection framework evaluates potential investors on four dimensions beyond the financial
terms they offer. The first dimension is stage alignment: the investor's typical investment stage should
match the company's current stage and trajectory. An investor who specializes in Series A investments
will likely find a Series D company too mature for their risk appetite and too large for their fund size; an
investor who specializes in growth equity will likely find a Series A company too early for their analytical
framework. Stage alignment ensures that the investor's prior experience, portfolio resources, and
governance expectations are calibrated to the company's actual situation.

The second dimension is sector expertise: the investor's depth of knowledge in the company's specific
market, technology domain, or business model. Investors with genuine sector expertise can provide more
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valuable board contribution, more credible market intelligence, and more useful introductions to
customers, partners, and potential employees than generalist investors who are learning the sector
through their investment. The practical test for sector expertise is the quality of the questions investors ask
during the fundraising process — investors with genuine sector expertise ask questions that reveal deep
familiarity with the market dynamics, competitive landscape, and operational challenges specific to the
company's domain.

The third dimension is portfolio network value: the practical value of the introductions, relationships, and
resources that the investor's portfolio can provide to the company. The most valuable investor networks
are those that provide access to specific resources that the company genuinely needs — customer
introductions in target markets, technology partnerships with portfolio companies, talent pipelines from
portfolio companies that are growing or contracting, and government or regulatory relationships relevant to
the company's expansion plans.

The fourth dimension is governance style: the investor's approach to board participation and management
oversight, and whether that approach is compatible with the management team's working style and the
company's organizational culture. Some investors take a highly active governance role — attending
management meetings, engaging deeply with operational decisions, providing extensive management
coaching — while others take a more passive role, engaging primarily at board meetings and on strategic
decisions. Neither approach is universally superior, but the compatibility between the investor's
governance style and the management team's preferences significantly affects the quality of the investor
relationship over the life of the investment.

BUILDING THE FINANCIAL NARRATIVE FOR INSTITUTIONAL INVESTORS

The financial narrative for institutional investors is not the board package described in Part Seventeen of
the FP&A,; series — it is a purpose-built communication designed for an audience with deep financial
sophistication, extensive market knowledge, and a specific investment evaluation framework shaped by
their portfolio and fund mandate.

The financial narrative has three components. The first is the market and competitive context: the specific
market opportunity the company is pursuing, the competitive dynamics that determine the company's
positioning, and the evidence that the market is large enough and the company's positioning is strong
enough to justify the investment returns the investor requires. This component should be specific and
analytically grounded — not a market size citation from a research report, but a specific analysis of the
addressable market at the company's current price point and product capability, with explicit assumptions
about the market penetration achievable given the competitive landscape.

The second component is the financial performance narrative: the explanation of what the historical
financial results reveal about the business model's economics and the organization's execution capability.
The key metrics — ARR growth rate, NRR, CAC payback, gross margin, Rule of Forty score — should be
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presented not just as data points but as analytical evidence of a specific investment thesis: the thesis that
this business model, at this stage of development, is generating the unit economics and growth efficiency
characteristics that will produce the financial outcomes that justify the investment.

The third component is the forward projection: the financial model that shows the expected evolution of the
business's financial performance over the investor's expected holding period, with explicit assumptions at
the driver level and explicit sensitivity analysis showing the range of financial outcomes under different
market and execution scenarios. The forward projection should be ambitious enough to reflect the genuine
opportunity the company is pursuing and conservative enough to be analytically defensible — the investor
who has made many investments in similar businesses will have strong prior expectations about what
growth rates and margin trajectories are achievable, and projections that significantly exceed those priors
without specific justification will undermine analytical credibility.

VALUATION: THE ANALYTICAL FOUNDATION FOR NEGOTIATION

The pre-money valuation negotiation is the financial conversation that most directly determines the
economics of the investment round — the dilution to existing shareholders, the ownership percentage
received by the new investor, and the implied expectations for future financial performance that the
valuation embeds. The CFO's role in this negotiation is to provide the analytical foundation that allows the
management team to engage on valuation from a position of informed confidence rather than uninformed
hope.

The analytical foundation for valuation negotiation begins with the company's own internal valuation
analysis: the application of the comparable company analysis framework described in Part Eleven to the
company's own financial metrics. The comparable company set should be the same set of public
companies that the management team and the investor will be independently using to calibrate the
valuation discussion — identifying the comparable set in advance and agreeing on its composition is a
useful first step in the valuation conversation that removes one source of analytical disagreement before
the negotiation begins.

The Rule of Forty multiple relationship is one of the most commonly used frameworks for SaaS company
valuation in institutional fundraising contexts. The relationship between a company's Rule of Forty score
and its revenue multiple among the public comparable company set provides a regression-based pricing
benchmark: for a company with a specific Rule of Forty score, the regression implies a specific revenue
multiple, and the product of that multiple and the company's current ARR or run-rate revenue produces an
implied enterprise value. This framework does not determine the negotiated valuation — there are many
additional factors including stage premium, team quality, technology differentiation, and market timing that
influence the final valuation — but it provides an analytically grounded reference point that gives the
management team a defensible starting position.
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The dilution analysis is the CFO's most important contribution to the valuation negotiation from the
management team's perspective. Given a proposed pre-money valuation and a target capital raise
amount, the resulting post-money valuation and dilution of existing shareholders are arithmetically
determined. The CFO should model the dilution impact of the proposed round on the existing shareholder
base — the founders, the employees, and the existing investors — and assess whether the resulting
dilution is consistent with the long-term capital structure the management team is targeting. This analysis
also reveals the effective per-share price at which the new investment is being made, which is the most
directly comparable metric to the share price at which prior rounds were priced.

TERM SHEET ECONOMICS

The term sheet is the document that specifies the economic and governance terms of the investment, and
its provisions extend well beyond the headline valuation to include liquidation preferences, anti-dilution
provisions, pro-rata rights, and governance controls that significantly affect the economic outcome for all
parties in future exit or financing scenarios.

Liguidation preferences determine the order and amount of distributions when the company is sold or
liquidated. A one-times non-participating liquidation preference — the standard for most growth-stage
venture rounds — means that the investor receives one times their investment amount before any
proceeds are distributed to common shareholders, but participates in the remaining proceeds only as a
common shareholder on an as-converted basis. A participating liquidation preference — which gives the
investor both the preference amount and pro-rata participation in the remaining proceeds — is more
economically favorable to the investor and less favorable to common shareholders, and becomes
significantly more valuable in moderate-outcome scenarios where the sale proceeds are between one and
three times the total invested capital.

Anti-dilution provisions protect the investor against future down rounds — equity issuances at a lower
price per share than the current round. Broad-based weighted average anti-dilution is the most
investor-friendly standard provision: it adjusts the conversion price of the investor's preferred shares
downward in proportion to the size and severity of the down round, protecting the investor's effective
ownership percentage against dilution from the new issuance. The economic impact of anti-dilution
provisions is significant in down round scenarios and should be explicitly modeled in the cap table analysis
for scenarios where the next financing round is priced below the current round.

Pro-rata rights give existing investors the right — but not the obligation — to participate in future financing
rounds at the same terms as new investors, maintaining their proportional ownership in the company as it
raises additional capital. Pro-rata rights are economically valuable to investors in high-performing
companies, where the opportunity to invest more capital at a compelling valuation in future rounds is a
significant portion of the total expected return. For the company, pro-rata rights can simplify future
fundraising — existing investors who exercise their pro-rata rights reduce the capital that needs to be
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raised from new investors — but they can also complicate future rounds if existing investors are expected
to exercise pro-rata but do not.

MANAGING INVESTOR RELATIONSHIPS BETWEEN ROUNDS

The investor relationship does not end when the term sheet is signed — it begins. The quality of the
ongoing relationship between the CFO and the company's investors significantly affects the organizational
value the investors provide, the ease of future fundraising, and the quality of the governance support
available to the management team in challenging situations.

The CFO's primary responsibility in investor relations is consistent, high-quality financial communication:
the regular board reporting described in the FP&A; series, the proactive communication of material
developments between board meetings, and the honest assessment of financial performance that gives
investors the information they need to provide useful guidance and maintain appropriate governance
oversight. Investors who receive accurate, complete, and timely financial information can provide more
useful board contribution than those who are managing their assessment of the company's situation on
the basis of limited or filtered information.

The proactive communication of bad news is the most important and most organizationally uncomfortable
investor relations discipline. Investors who are the last to learn about a significant performance shortfall, a
missed milestone, or a strategic setback will lose confidence in the management team's credibility far
more severely than investors who are informed promptly and directly, with a clear explanation of what
happened and what management is doing about it. The CFO who establishes a norm of early, honest, and
specific communication when things go wrong — rather than the natural organizational instinct to delay
and minimize difficult news — builds the investor trust that is most valuable when the company needs
investor support in a challenging situation.

ACTIONS TO TAKE IN THE NEXT THIRTY DAYS

The following actions will build fundraising analytical readiness regardless of whether a capital raise is
imminent.

The first action is to build and maintain a current comparable company valuation model for your business,
updated monthly with the latest public market multiples for your peer group. This model gives you
immediate analytical reference when investor conversations turn to valuation, and it provides early
warning when market multiples compress in ways that will affect the timing and terms of your next capital
raise.

The second action is to prepare a financial narrative document — separate from your board package and
pitched at the sophistication level of institutional investors — that tells the story of your business's financial
performance and trajectory in the analytical language that sophisticated growth investors use. The
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document should cover the key metrics, the unit economics, the competitive positioning, and the forward
financial model in a format that could serve as the analytical foundation for an initial investor presentation.

The third action is to review your current cap table and model the dilution impact of the next anticipated
financing round at three alternative pre-money valuations — your target valuation, a valuation twenty
percent below target, and a valuation twenty percent above target. Understanding the dilution implications
across this range will prepare you for the valuation negotiation and ensure that the management team can
engage on alternative valuations with full awareness of their economic consequences.

The fourth action is to assess your current investor relationships and identify the one or two investors on
your cap table who you believe would be most valuable to engage more deeply in the operations and
strategy of the business. Schedule a direct conversation with each identified investor outside the board
meeting format — a working session focused on a specific strategic or operational challenge — and
assess whether the depth of their engagement and the quality of their contribution matches the
organizational value you expect from them.
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CLOSING PERSPECTIVE

Raising equity capital is a capital allocation decision in its own right — the decision to accept additional
equity financing at specific terms, with specific dilution and governance consequences, in exchange for
the financial resources to fund the investment opportunities the capital allocation framework has identified
as the highest-return deployments available. Making that decision well requires the same analytical rigor
as every other capital allocation decision: an explicit assessment of the cost of the capital being raised, the
governance obligations being accepted, and the alternative paths available if the proposed terms are not
acceptable.

The CFO who approaches fundraising with the analytical discipline of a capital allocator — who
understands the economics of the financing alternatives, who can engage on valuation from an informed
analytical position, and who manages the investor relationship with the transparency and consistency that
builds genuine governance value — is raising capital in a way that enhances rather than constrains the
organization's long-term capital allocation optionality.
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COMING NEXT IN THE SERIES

Part 17 — Debt Capital: Venture Debt, Revenue-Based Financing, and Credit Facilities

Part Seventeen covers the full spectrum of debt instruments available to growth-stage companies —
venture debt, revenue-based financing, and bank credit facilities — with detailed coverage of the
economics, covenant structures, and appropriate use cases for each. It also addresses the capital
structure optimization question of when and how much debt to incorporate alongside equity financing.
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