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Preparing for the Series C and Beyond: Late-Stage
Venture and Pre-IPO Finance

Financial reporting standards required by the SEC, internal controls under SOX Section 404, auditor upgrade timeline,

financial model and narrative for the S-1, and CFO organizational preparation for public company demands
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WHAT YOU WILL LEARN AND WHY IT MATTERS

The late-stage venture period — the Series C, D, and later rounds that fund a company's growth toward

the scale required for an IPO or a large-scale M&A; exit — represents a transition in financial governance

demands that many CFOs underestimate. The financial reporting, internal control, and disclosure

standards required for an IPO are substantially more demanding than anything the company has faced in

its venture-backed history, and the gap between the current financial governance standard and the

IPO-ready standard is typically larger than the management team appreciates at the point when the IPO

becomes a concrete possibility.

The CFO who begins preparing for this transition twelve to eighteen months before the IPO filing — who

upgrades the financial systems, the internal controls, the audit firm, and the financial reporting processes

in advance of the S-1 preparation — will find the IPO process significantly more manageable and

significantly less expensive than the CFO who defers this preparation until the investment bankers are

hired and the IPO timeline is set. This part covers the financial governance preparation required for the

IPO transition: the SEC reporting requirements, the Sarbanes-Oxley internal controls framework, the

auditor upgrade timeline, and the financial narrative that the S-1 registration statement requires.

SEC FINANCIAL REPORTING REQUIREMENTS

A company that is preparing for an IPO on a US exchange must register its securities with the SEC under

the Securities Act of 1933 and must commit to the ongoing periodic reporting obligations of the Securities

Exchange Act of 1934. The financial reporting requirements associated with these registration and

reporting obligations are substantially more rigorous than the private company financial reporting

standards the CFO has been managing.

THE S-1 FINANCIAL STATEMENT REQUIREMENTS: The S-1 registration statement must include

audited financial statements for the two most recently completed fiscal years (three years for larger

companies), reviewed interim financial statements for the most recent interim period, and selected

financial data for the five most recently completed fiscal years. The financial statements must be prepared

in accordance with GAAP and must be audited by a PCAOB-registered accounting firm. For companies

that have completed acquisitions, the S-1 must also include audited financial statements of significant

acquired businesses for the specified periods.

THE UPGRADING TO A PCAOB AUDITOR: The financial statements included in the S-1 must be audited

by an accounting firm registered with the Public Company Accounting Oversight Board (PCAOB), which

oversees audits of public companies. Most early-stage and growth-stage companies use

non-PCAOB-registered accounting firms — firms that are adequate for private company audit purposes

but that cannot audit the financial statements for a public company. The transition to a PCAOB-registered

audit firm must begin at least one year before the anticipated IPO filing date, because the first audit by the

new firm will require a complete re-audit of the historical financial statements — a significant undertaking

that cannot be compressed below twelve to eighteen months.
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THE ONGOING REPORTING OBLIGATIONS: Following the IPO, the company must file annual reports

on Form 10-K (within sixty days of the fiscal year end for large accelerated filers, ninety days for other

filers), quarterly reports on Form 10-Q (within forty days of the fiscal quarter end for large accelerated

filers, forty-five days for other filers), and current reports on Form 8-K for significant events. The financial

reporting cadence for a public company is substantially more demanding than anything the pre-IPO

company has experienced, and the CFO must build the financial reporting infrastructure — the accounting

team, the close process, the disclosure controls — to meet these deadlines reliably.

SARBANES-OXLEY INTERNAL CONTROLS

Section 404 of the Sarbanes-Oxley Act requires public companies to include in their annual report an

assessment of the effectiveness of the company's internal controls over financial reporting, and for larger

public companies, an independent auditor's attestation of management's assessment. For a newly public

company, the Section 404 requirements typically take effect in the second year of public company status,

giving the CFO one year after the IPO to build the internal control environment required for the first 404

assessment.

THE INTERNAL CONTROL FRAMEWORK: The internal control assessment under Section 404 is based

on the COSO (Committee of Sponsoring Organizations) internal control framework — the same

framework referenced in the restructuring series. The framework evaluates the company's controls across

five components: the control environment (the tone set by leadership about the importance of internal

controls), risk assessment (the process by which the company identifies financial reporting risks), control

activities (the specific controls that address the identified risks), information and communication (the

processes by which financial information flows through the organization), and monitoring (the ongoing

assessment of control effectiveness).

THE MATERIAL WEAKNESS RISK: The most significant financial governance risk associated with the

Section 404 assessment is the identification of a material weakness — a deficiency in internal control that

creates a reasonable possibility that a material misstatement of the financial statements will not be

prevented or detected. A material weakness disclosure in the first 10-K creates enormous credibility

damage, typically resulting in a significant decline in the company's stock price and creating potential

securities liability. The CFO must begin the internal control assessment and remediation at least twelve

months before the first 404 assessment deadline, systematically identifying and addressing the control

gaps that could result in a material weakness finding.
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THE S-1 FINANCIAL NARRATIVE

The S-1 registration statement contains not only the financial statements but also the management's

discussion and analysis (MD&A;) — the narrative section in which management explains the financial

results, the key performance indicators, the liquidity and capital resources, and the critical accounting

estimates that most significantly affect the financial statements. The MD&A; is the section of the S-1 that

potential investors and analysts read most carefully, and it is the document through which the CFO

communicates the company's financial story to the public market for the first time.

THE KEY METRICS SECTION: Most growth-stage companies include a section in the S-1 that presents

the key performance indicators — ARR, net revenue retention, CAC, LTV — that the company uses to

manage the business and that it believes provide the most meaningful picture of the company's financial

performance. This section requires the CFO to make deliberate choices about which metrics to disclose,

how to define them, and how to present the historical trend in a way that supports the investment thesis.

The SEC scrutinizes the key metrics disclosures carefully — any metric that is not clearly defined, that is

inconsistently calculated from period to period, or that appears to be selected specifically to paint an overly

favorable picture of the company's performance will attract SEC comments during the registration review

process.

THE RISK FACTORS SECTION: The S-1 must include a comprehensive disclosure of the material risks

facing the business, including financial risks (liquidity risk, customer concentration risk, debt service risk),

operational risks (technology risk, competition risk, talent risk), and regulatory risks (data privacy risk,

industry regulation risk). The CFO is responsible for the financial risk factor disclosures — the accurate

and complete description of the financial risks that investors need to understand to make an informed

investment decision. The risk factors section is one of the most carefully reviewed sections of the S-1 by

the SEC, and inadequate or vague risk factor disclosures will generate SEC comments that delay the

registration process.

ACTIONS TO TAKE BEFORE PART SEVENTEEN

Build the IPO readiness timeline: a week-by-week project plan from the current date to the anticipated IPO

filing date, identifying every significant financial governance deliverable required before the filing. The

timeline should include the auditor upgrade (initiation of the auditor transition process at least twelve

months before the filing), the internal controls assessment (beginning of the COSO framework

documentation at least twelve months before the first 404 assessment), the financial systems upgrade

(any ERP or financial reporting system improvements required to meet the public company reporting

timeline), and the finance team expansion (the additional headcount required to manage the public

company reporting obligations).

Review the current financial statements against the SEC reporting requirements: identify every accounting

area where the current disclosure is below the SEC standard and develop a remediation plan. The most

common gaps in pre-IPO financial disclosures are inadequate segment reporting, insufficient lease
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accounting disclosure under ASC 842, and revenue recognition disclosures that do not meet the ASC 606

quantitative and qualitative disclosure requirements.
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CLOSING PERSPECTIVE

The IPO transition is the most significant financial governance transformation in the life of a

venture-backed company. The CFO who prepares for this transition with the discipline and the lead time it

requires — who upgrades the audit firm, builds the internal control environment, and develops the

financial narrative before the investment bankers are hired and the IPO clock is running — will execute the

IPO on a timeline that serves the company's interests and will emerge as a public company CFO with the

financial governance infrastructure in place to meet the demands of the public market. The CFO who

defers this preparation will face an IPO process that is more expensive, more time-consuming, and more

organizationally disruptive than necessary.
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COMING NEXT IN THE SERIES

Part 17 — Private Equity Mechanics: How LBOs Are Structured and Financed

Part Seventeen opens Section Three with the private equity leveraged buyout — how PE funds structure and finance
acquisitions, the sources and uses analysis, the debt financing components (senior secured, second lien, mezzanine), the
equity contribution and returns analysis, and the financial governance that the PE ownership model requires from the
portfolio company CFO.


