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Abstract 
Funding rounds are frequently designed around internal requirements rather than external 
expectations. Founders determine how much capital is needed to operate, extend runway, 
or accelerate growth, and then seek to raise that amount from the market. 

In practice, this approach leads to mis-sized rounds. Capital is either insufficient to achieve 
meaningful proof points, or excessive relative to what can be credibly delivered within the 
period. Both outcomes weaken investor conviction and create pressure in subsequent 
raises. 

This briefing examines how funding rounds should be designed, not as a function of 
company need, but as a function of what must be proven before the next capital event. 

 

1. Introduction 
Most funding rounds begin with a simple question: how much do we need to raise? 

It is the wrong question. 

Capital raising is not an exercise in securing operational runway. It is a structured process of 
moving a business from one level of investor conviction to the next. The size of a funding 
round, and the milestones attached to it, determine whether that transition can be achieved. 

When rounds are designed around internal requirements rather than external validation, the 
consequences are predictable. Companies raise capital without a clear link to the outcomes 
required for re-pricing. Progress is made, but not in a way that materially changes investor 
perception. The next round becomes harder, not easier. 

The objective of a funding round is not survival. It is proof. 

 



 

2. The Misconception: Raising for Runway 
Runway is the dominant lens through which early-stage companies approach capital raising. 
Founders calculate burn, estimate the time required to reach the next stage, and define a 
raise size accordingly. 

This framing is intuitive. It is also incomplete. 

Investors do not fund time. They fund progress. More specifically, they fund the reduction 
of uncertainty between capital events. A business that extends runway without materially 
reducing risk is not more investable at the end of that period. It is simply further along the 
same trajectory. 

This is why many companies reach the end of a well-funded period and find themselves in a 
similar position to where they began. Capital has been deployed, activity has increased, but 
the underlying investment case has not fundamentally strengthened. 

Runway is a constraint. It is not the objective. 

 

3. What Investors Actually Price 
Capital is deployed against outcomes, not activity. 

At each stage of a company’s development, investors are assessing a single question: what 
will be different, in investor terms, at the next capital event? The answer determines both 
willingness to invest and the price at which capital is provided. 

Three elements consistently drive this assessment. 

The first is the presence of a clear inflection point. This must represent a material shift in 
how the business is understood, whether through product-market fit, repeatable revenue, 
or demonstrable scalability. Investors are not funding continuation. They are funding 
transition. 

The second is the degree of risk removed. Capital is used to reduce uncertainty across 
technical, commercial, or operational dimensions. Progress that does not reduce uncertainty 
does not support re-pricing. 

The third is the potential for valuation re-rating. Investors assess not only whether the 
business will improve, but whether that improvement will be recognised and priced by the 
next cohort of capital. 

A well-designed funding round aligns all three. 

 

4. The Two Failure Modes 
When rounds are designed without reference to investor pricing logic, they tend to fail in 
one of two ways. 

The first is under-raising. Companies secure enough capital to continue operating, but not 
enough to reach a credible inflection point. Progress is made, but key risks remain 
unresolved. The next round begins from a similar position, limiting investor conviction and 
valuation uplift. 

The second is over-raising. Companies secure more capital than is required to reach the next 
inflection point. This raises expectations without a corresponding increase in achievable 



 

outcomes. Where those expectations are not met, the next round becomes more difficult, 
increasing the risk of flat or down rounds. 

Both failure modes stem from the same issue: round size is not linked to what must be 
proven next. 

 

5. The Round Design Framework 
A well-designed funding round begins with the end point: what must be true for the next 
capital event to succeed. 

From this starting point, round size can be defined through a structured framework: 

 
Round Size = Milestone Requirement + Execution Buffer + Time Constraint 

 
The milestone requirement defines what must be proven to support re-pricing. These 
outcomes must be externally visible and investor-relevant. 

The execution buffer accounts for uncertainty. Without it, even well-planned rounds risk 
falling short of their objectives. 

The time constraint reflects market realities. Capital must achieve its objectives within a 
window that remains relevant to investors. 

A well-designed round does not fund activity. It funds a transition in investor perception. 

 
“A well-designed round does not fund activity. It funds a transition in investor 
perception.” 

 

6. Milestones That Actually Re-Price a Business 
Milestones are only relevant to investors where they alter the risk being priced into the 
business. 
If they do not, they may reflect internal progress, but they will not support re-pricing. 

Investors typically price three categories of risk: demand risk, delivery risk, and scalability 
risk. Milestones that matter are those that materially reduce one or more of these. 

Demand risk is reduced when a business demonstrates repeatable purchasing behaviour. A 
single contract or pilot does not achieve this. A pattern of conversion, retention, and 
expansion does. The shift is from “can this sell” to “this sells predictably”. 

Delivery risk is reduced when the business shows that it can reliably execute what it 
promises under real conditions. A completed product is not sufficient. What matters is 
whether it performs consistently with real customers. 

Scalability risk is reduced when growth does not degrade economics or execution. This is 
where unit economics, operational leverage, and repeatability become critical. Without this, 
growth is interpreted as risk expansion rather than value creation. 



 

Milestones that do not map to these risks are often overvalued internally. Product releases, 
hiring plans, or user growth without retention may signal activity, but they do not change 
the investment case. 

A useful test is how the next investor will interpret the milestone. If it can be directly 
incorporated into their investment thesis, it is likely to be meaningful. If it requires 
explanation, it will not support pricing. 

 

7. Designing the Bridge Between Rounds 
A funding round is one step in a sequence of capital events. Each must connect logically to 
the next. 

Designing a round therefore requires defining the bridge between the current state and the 
expectations of the next investor cohort. 

The starting point is identifying who the next investors will be. Different capital providers 
evaluate different risks. Early-stage investors focus on demand and initial traction. Growth 
investors focus on repeatability, efficiency, and scale. Later-stage capital prioritises 
predictability. 

A business that moves between these stages without addressing the specific concerns of 
the next investor group creates friction. The narrative may evolve, but without supporting 
evidence, it does not hold. 

The current round must therefore produce the proof points that the next set of investors will 
use to underwrite the opportunity. Anything else is, from a capital perspective, surplus. 

This also determines how the story evolves. Each round should feel like progression, not 
reset. Where continuity is absent, investors are forced to re-evaluate the business from first 
principles, increasing uncertainty and reducing pricing power. 

The quality of this bridge determines whether the next round is a structured conversion or a 
negotiation under uncertainty. 

 

8. Where Round Design Breaks in Practice 
Failures in round design follow consistent patterns, and the consequences are economic 
rather than operational. 

In a runway-led raise, capital is sized to extend operating time rather than to achieve a 
defined milestone. The business progresses, but does not remove the risks investors are 
pricing. By the next round, the company is further along, but not fundamentally different. 
Investors recognise this and approach the raise as a continuation rather than a re-rating, 
reducing pricing power and increasing reliance on structured terms. 

In a maximum raise, companies secure more capital than is required to reach the next 
inflection point. The capital base expands faster than the proof base, creating a gap between 
valuation expectation and evidence. At the next round, this gap must be closed through 
disproportionately strong performance, increasing execution risk and exposure to repricing. 

In a milestone mismatch, companies define progress in internally meaningful terms that do 
not translate externally. Activity is visible, but it does not reduce the risks investors are 
assessing. This creates friction between founder narrative and investor interpretation, often 
leading to extended processes, increased diligence, and pressure on both valuation and 
structure. 



 

In each case, the issue is not execution. It is design. Capital has been deployed, but not in a 
way that materially changes how the business is assessed. 

 

9. What This Means in Practice 
For founders, round design determines whether the next raise is a progression or a reset. 
Capital that does not produce investor-relevant proof increases execution risk without 
improving conversion probability. 

For investors, round structure is an early signal of discipline. Where capital is not clearly 
linked to risk reduction, additional uncertainty is introduced before execution begins. 

For advisors, the role is to define the external logic of the round. Without this, capital strategy 
defaults to internal planning assumptions, which rarely align with investor expectations. 

 

10. When Deviation from the Model Is Rational 
There are limited circumstances where deviation from structured round design improves 
outcomes. These are the exception, not the rule. 

Where a business is within reach of a binary milestone that would materially change investor 
perception, delaying or resizing a round may improve outcomes. In these cases, the 
underlying asset is changing in a way that strengthens the investment case. 

Similarly, in periods of strong capital availability, larger rounds may be achievable. This does 
not reduce execution requirements. It increases them. 

In most cases, deviation does not create flexibility. It removes discipline. The absence of 
structure makes alignment between capital and outcomes unreliable. 

Delay creates value only when it changes the asset. When it only changes the narrative, it 
compounds cost. 

 

11. Conclusion 
Funding rounds are not defined by how much a company needs. They are defined by what 
must be proven. 

When round size is set without reference to that requirement, the consequences are 
predictable. Under-raising limits the ability to reach a credible inflection point, leaving key 
risks unresolved and forcing the next round to be raised from a similar position. Over-raising 
increases expectations without a corresponding increase in achievable outcomes, making 
the next round more demanding and more exposed to repricing. 

In both cases, the issue is not execution. It is design. Capital has been deployed, but not in a 
way that materially changes how the business is assessed. 

This is where many raises begin to stall. Progress is visible, but it does not translate into 
increased investor conviction. The narrative evolves, but without supporting proof. The 
process continues, but with declining momentum and increasing pressure on valuation. 

A well-designed round avoids this outcome. It defines, in advance, the specific transition 
required to access the next stage of capital, and allocates resources to achieving that 
transition within a credible timeframe. It ensures that capital deployed results in evidence 
that can be directly incorporated into the next investment case. 



 

The distinction is straightforward. Capital is not raised to sustain a business. It is raised to 
remove the risks that prevent it from being re-priced. 

Where that objective is clear, round size becomes a function of what is required to achieve 
it. Where it is not, round size becomes arbitrary, and the likelihood of delay, dilution, or 
repricing increases accordingly. 

 

12. Practical Application 
Most founders do not design rounds this way. 

Round size is often set early, before there is a clear view of what must be proven or how 
investors will assess that proof. Milestones are then defined to fit the capital raised, rather 
than the other way around. 

By the time misalignment becomes visible, it is typically during a live process, where investor 
feedback begins to diverge from founder expectations. At that point, adjusting round size 
or milestones becomes significantly more difficult. 

A more effective approach is to define the next capital event first: what investors will require, 
how they will price the business, and what evidence will be necessary to support that pricing. 
Round design then becomes a structured exercise in aligning capital to that outcome. 

This is the gap Fundable was designed to address. Not to optimise a raise in progress, but to 
ensure that the round is correctly designed before it reaches the market. 
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