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INTRODUCTION 

Simmonds Stewart is involved in 20 to 30 tech company capital raisings each year, acting 

mostly for businesses seeking seed, venture or expansion capital.  We also represent a 

number of NZ’s active tech investors.  This article distils some of the things we have learnt 

along the way, to help companies develop their own capital raising road map. 

While there are some good books and web articles about tech company capital raising, there 

isn’t any magic formula that ensures a successful outcome, nor are there any hard and fast 

rules that must be obeyed.  That said, the more you deviate from the norm, the harder you 

will probably have to work to get your financing done. 

Subject to that health warning, here are some things that we think are likely to help you 

when you are raising capital for your company. 

THINK BEFORE YOU LEAP 

Raising capital for your business is not just about the money, and it is definitely not like 

getting a bank loan to buy a house where the bank manager leaves you alone unless you 

miss a payment.   

Involving external investors in your company, no matter how nice, experienced and/or 

successful they are, would be better compared to borrowing from a family member who 

insists on moving in with you until you’ve paid off the loan.  It’s a close and personal 

relationship that will have flashpoints in times of difficulty and stress, which are sometimes 

difficult to recover from. 

To put it another way, taking on investor shareholders is like getting married.  It’s exciting 

when the commitment is made but painful to get out of if it goes wrong.  Actually, it’s usually 

far easier to get out of a bad marriage than it is a bad shareholder relationship.   

So think carefully before you commit yourself to a capital raising process.  Do you really 

need to raise capital?  Can you find alternative means of funding your business through its 

current stage of growth?   
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If you do need to raise money, what types of investors will your business appeal to, which of 

those investors do you think are going to be best placed to help you to achieve your goals, 

and which do you think you will most enjoy working with?  E.g.:   

▲ an early stage company is likely to want investors with relevant industry and 

investment experience and/or networks, who are willing to roll up their sleeves and 

help drive the company forward.  Ideally, it would be great to involve investors who 

have already chalked up some experience in the early stage space, as they are likely 

to have more realistic expectations about this type of investing activity, in turn reducing 

the risk of future conflict 

▲ at the other end of the spectrum, a mature company is likely to be able to buy in most 

of the expertise it needs, and may not have an immediate need for capital.  However, it 

may make sense to have high profile tech investors as shareholders and directors as a 

prelude to bigger and better things (e.g. an IPO). 

If a capital raising is the best way forward, our usual advice is to raise as much money as 

possible, as soon as possible, even if this results in more dilution than you think is ideal, 

because: 

▲ capital raising is a high friction activity.  It is time consuming, distracting, expensive 

and often bruising.  For these reasons, it is quite common for early stage companies to 

stall whilst raising money.  The fewer capital raises you have to do, the better 

▲ entrepreneurs, bless their eternal optimism, virtually always underestimate how much 

capital their companies will need.  Since you can’t be sure whether capital offered to 

you today will still be on the table tomorrow, it is usually better to take the money when 

it is on offer.   

SORTING OUT THE BASICS 

 

Do your housekeeping 

We spend a huge amount of time tidying up companies to get them investment ready.  

Speaking honestly, it’s a waste of time and money - it is much easier, and more cost 

effective, for companies to get on top of the basics from the outset. 

Particular areas to focus on include: 

▲ putting governance documents in place between founders (discussed below) 

▲ documenting IP transfers with founders and other key contributors (including external 

consultants and developers) 

▲ completing employment agreements for all staff, including founders working in the 

business 

▲ getting legal help with key customer or partner contracts, particularly avoiding any long 

term exclusivity arrangements or customer ownership of IP  

▲ keeping up to date company records, including financial statements, board minutes, 

shareholder resolutions, and share registers 

▲ maintaining an up-to-date electronic due diligence folder with copies of all of this 

documentation, along with copies of other important documents such as contracts, 
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patent and trade mark applications, and completed investment documents.  This will 

enable you to provide an initial due diligence pack to potential investors at short notice 

– they will be impressed with your organisational skills. 

 

All of this can sound daunting but there are templates available that will get you started at 

little or no cost.  Simmonds Stewart will shortly have a pack of base company and 

commercial documents available for use by NZ tech companies free of charge.   

Finally, if possible, try to: 

▲ limit the number of shareholders in the company, or use a nominee company structure 

for wider friends and family investments.  Sophisticated investors are often deterred by 

messy share registers, because it makes compliance with the Companies Act more 

difficult and could bump an investment into Takeovers Code territory.  It also raises 

questions about whether the company has complied with the Securities Act on its 

share issues 

▲ limit the use of shareholder loans, unless they are programmed to convert to equity 

e.g. when you raise external capital.  Investors are rarely willing to see shareholder 

loans repaid out of the new money, and, as a result, will require these loans to be 

converted to equity when they invest.  Even when this is not an investment 

requirement, carrying loans on the balance sheet can cause problems down the track 

(e.g. if the shareholder lender becomes less supportive or needs the loan repaid to 

meet other financial commitments). 

 

Finish your governance docs 

There is no requirement for NZ companies to have any formal governance documentation in 

place – constitutions and shareholders’ agreements are optional.  In the absence of these 

documents, the default provisions of the Companies Act will apply.  Those default provisions 

give the majority shareholders of a company a significant degree of autonomy to run the 

company as they see fit. 

We usually only recommend operating without governance documents for companies with 

one shareholder, and then only until a decision is made to introduce new shareholders. 

Governance documents are highly contextual.  Their content should reflect the objectives of 

the current shareholders of the company, and if possible should cater for anticipated future 

shareholders.  However, the latter isn’t always possible – a constitution and shareholders’ 

agreement between founders and friends and family investors will usually need to be 

replaced with more prescriptive documents when professional investors get involved. 

We will dissect governance documents in detail in a later paper.   
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Appoint good directors 

The NZ Institute of Directors website provides a pithy introduction to the role of a board of 

directors: 

Boards exist to ensure companies are well run, and well governed so that shareholder value 

can be maximised and no ‘funny business’ goes on. 

We think this is a particularly important role in the NZ technology sector, because so many of 

our tech companies are founded and run by great technicians (engineers, programmers, 

scientists, etc.) who are learning about business on the job.  Certainly our experience is that 

companies that have independent and commercially experienced directors on board tend to 

fare better in the capital raising process than companies with just founders on the board.  

More generally, our experience has been that NZ tech companies with commercially 

experienced independent directors on board usually act more commercially, make less 

mistakes, and grow faster than companies that have just founders and friends and family 

investors as directors. 

A good director, or directors if you can afford it, will help you: 

▲ establish formal governance processes.  Most investors will require regular board 

meetings and minutes, etc to be kept.  Your company will look better if this is already 

in place 

▲ hone your strategy and business plan 

▲ make important commercial and management decisions 

▲ develop a capital raising plan 

▲ connect with good advisers and others who can help with the capital raising process. 

Brad Feld, a high profile Silicon Valley investor and author, and co-founder of Techstars, put 

it this way: 

In addition to functioning as a regular sounding board for the management team, board 

members can contribute substantially to the business, both as a group and individually. Board 

members can be incredibly useful during financings, merger and acquisition activity, general 

corporate strategy, and executive recruiting. Do not overlook the experiences and skills of 

each of the individual board members–they can often play high value, short term consulting 

roles as needed. 

Ideally, your directors will have some contacts in the investing community, but it is hard to 

find these sorts of directors for earlier stage companies.  Even if your directors do have 

useful investor contacts, the potential sources of capital are so diverse, it would be 

unrealistic to rely upon your directors as the primary source of leads.   

A more important attribute in helping you to raise money will be the profile of your director.  

The higher their profile, and the more relevant that profile is to your particular business, the 

better you and your company will look in the tech sector and the wider business and 

investing community. 

Treat the appointment of a new director like any other key hire.  Do your due diligence, 

including spending time with candidates to help you work out if they will be a good fit with 

you and your team, and do plenty of reference checking including talking to other 
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entrepreneurs that have worked with the candidate and who are willing to provide you with 

some candid feedback.  Also, check that your candidate has enough time to devote to the 

role with your company (good directors do tend to end up being over committed).   

Last but not least, test early on in the process whether you and your candidate have similar 

expectations about the remuneration for the role and the level of effort you expect in return.  

Some general observations we make to our clients are: 

▲ when hiring directors, generally speaking you will get what you pay for, both in terms of 

the quality of director you are able to attract and the time they will put into the role.  

E.g., if you pay independent directors $1,000 per board meeting (which is at the 

bottom end of the fee scale for early stage companies) those directors are not going to 

be keen to put in a lot of time outside board meetings working for the benefit of your 

company.  At that level, you can expect your directors to turn up prepared and to make 

a contribution at your monthly meetings.  It would be unrealistic to expect anything 

more though unless you are able to offer additional compensation e.g. share options  

▲ despite the previous point, be careful with candidates who propose fee arrangements 

that are much higher than market norms.  There is no problem if it is clear that the 

value the candidate brings justifies the fees proposed.  However, if it is not clear, it 

doesn’t make sense to pay up front for value that may not be delivered.  Also be 

cautious about fee proposals that look like a consultancy engagement.  Consultants 

tend to have a short term, transactional focus, whereas you are likely to want directors 

who are focussed on the growth of shareholder value over the medium to long term   

▲ early stage companies can find it hard to attract experienced directors, not only 

because the compensation offered is limited but also because the level of effort 

involved is often higher than is the case with more established companies.  For this 

reason, we suggest that early stage companies initially focus on the commercial and 

financial expertise of potential directors rather than specific board experience, on the 

basis that more experienced directors (and ultimately professional directors) can be 

added to the board as a company matures. 

 

Hire good advisers 

Having good professional advisers (accounting, legal, IP and tax) on board will give potential 

investors comfort that your affairs are well managed and that you are managing risk 

appropriately. 

Professional advisers that are active in the venture space are also a good source of 

introductions to potential investors, to intermediaries who can access potential investors, and 

to other advisers who may be of benefit to your business.   
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Start your investment collateral 

If you wish to raise capital from external investors, you will need some or all of the following 

documents: 

▲ a 1 to 2 page investment summary (often called an executive summary).  Many 

investors want to see a summary document before agreeing to meet with a company, 

so your investment summary is key to get you in the door 

▲ a longer form investment document, that describes your company, your business plan 

and the investment proposition in more detail.  Some NZ companies (or their advisers) 

provide investors with a formal Investment Memorandum or Private Placement 

Memorandum, but this level of formality is not always required (and many investors are 

turned off by long or glossy offer documents of this type).  A good power point deck 

can be more effective than a text heavy document 

▲ historical financials and a detailed forecast financial model (including forecast cash 

flows and balance sheet).  It is essential that you know your financials intimately and 

can answer questions particularly about your model and key assumptions.  You will 

lose credibility if it becomes apparent that you don’t understand and own your 

financials 

▲ a narrative business plan that describes the company’s plans to achieve its forecast 

numbers. 

Although this may seem obvious, you would be surprised by the number of NZ tech 

companies that start looking for capital without any of these documents in place.   

Tech companies should start writing these documents at least 6 months before they think 

they may need capital.  Better still, start on them at least 12 months in advance, because: 

▲ you may end up wanting/needing to raise capital earlier than expected 

▲ you may get unsolicited investor interest and you will be better prepared to respond 

appropriately 

▲ it will be helpful for strategic discussions, e.g. if a trade party approaches you 

regarding a JV/partnership/investment or acquisition.  

Valuation 

Active tech investors see a large number of investment propositions.  They tend to quickly 

reject deals that are pitched at an unrealistic valuation. 

This isn’t simply because the potential return from the proposed investment is unattractive.  

NZ investors can be deterred by high valuations because it suggests the entrepreneurs 

involved are unrealistic and likely to be difficult to deal with when it comes to future capital 

raisings.   

Even if you indicate a willingness to negotiate, investors will generally favour deals that are 

easy to do rather than deals that are difficult, and negotiations over valuation tend to be 

difficult.  
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For these reasons, when investment capital is hard to come by (which it usually is), we 

suggest you think about pitching at the low end of your realistic valuation range.  This should 

increase the number of investors who are willing to look at your company, and it should then 

be easier to get one or more of them over the line and onto your share register. 

POSITIONING 

 

Networking 

A lot of the capital raised in NZ for tech companies is influenced by personal connections.  

This is important when raising overseas as well, although it is much harder for NZ 

companies to take advantage of this.   

If capital raising is or could be on your road map, even if it could be several years away, 

make an effort to build your network in the NZ tech community, including amongst potential 

investors, treating every conversation as a subtle sales pitch.  Your sales pitch will be most 

effective if you’ve got an interesting story to tell about your business, particularly around 

recent successes and your plans for the immediate future.  If you can tell your story in a way 

that generates excitement about your business, you will start creating interest in your 

company from investors and people who can assist you to land investors.   

Make a point of getting along to local events for your industry so that you become known by 

your peers, who will hopefully have good things to say about you around town.  If you can, 

attend several industry wide events each year – e.g. Morgo and Accelerate, which are 

attended by entrepreneurs and some investors.  Awards nights can be good for networking 

too, e.g. the Hi-tech awards and KEA’s World Class New Zealander awards.   

Get to know the managers running your local incubators and angel investor groups, and go 

along to their networking events.  Follow up with people of interest – or better still, do 

something useful for them, like making connections that could be useful for their business 

(paying it forward). 

 

Profile raising 

As a general rule, the better known you and your company are in the NZ tech and wider 

business community, and the more positive the public image, the easier it will be to raise 

capital.  This is because investors are much more comfortable backing people and investing 

in companies that are known to them and who are positively thought of by people they 

respect.   

Profile raising takes time and consistency of effort.  Key activities include: 

▲ publishing opinion pieces, comment and other original content relevant to the industry, 

to establish yourself as an opinion or industry leader 

▲ obtaining media coverage for you and your company, particularly as you pass key 

milestones 
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▲ developing a social media following 

▲ speaking at conferences. 

 

Successful capital raising (particularly if a high profile investor is involved) and exits are two 

of the best opportunities for profile raising, because they provide tangible evidence of 

success.  Good profile building around these two events will set you up for better capital 

raisings in the future.   

 

Rod Drury’s self-promotion following the sale of Aftermail is a great example of how tireless 

profile building can create an opportunity for multiple successful capital raisings at ever 

higher prices. 

 

Suse Reynolds, from the Angel Association, made a great point on this topic to us: 

 

I often say to people “don’t take it personally if you don’t get investment but it is entirely 

personal”.  Your investor has to like and trust you.  If he or she doesn’t, as long as you were 

being authentic and honest there’s nothing you can do about that… just not the right investor!  

… it is all about giving yourself and your business the best chance of finding the right investor. 

FINDING INVESTORS 

If you’ve taken care of all of the pre-work discussed above, you will have created a buzz 

about your company in the NZ tech scene, and will have a good number of warm leads to 

follow up amongst the investment community. 

While it’s tempting to jump in and start chasing down all those leads asking for money, a 

more structured approach will usually be better.  We suggest you plan your activities along 

the following lines: 

▲ identify the types of investors that are likely to be interested in your company 

▲ try to rank them in terms of their attractiveness to you as investors, so that you can 

focus your efforts on those that are most attractive.  E.g., you would expect to rank 

investors with relevant expertise higher than those that offer just money 

▲ work out the valuation and terms you think you will need to offer in order to secure 

investment from your preferred types of investor 

▲ work out what else you can do to make your ask more compelling to your target group, 

and see if you can pull this off.  E.g., if you have a high profile independent Chair and 

he/she is willing to commit to invest in the round, this is great validation of the 

company, your valuation and the terms 

▲ tailor your investment collateral (investment summary and pitch deck) accordingly 

▲ create a list of investors to contact and work out who will make the initial contact.  It is 

best not to cold call, so for investors you don’t know, see if someone in your network 

can make a warm introduction (e.g. one of your directors or a professional adviser).  

This is especially important in NZ due to our small size, but it’s also how deals are 

done everywhere - even in the US 

▲ focus your initial efforts on securing a high quality lead investor.  This should be an 

investor who is putting in sufficient money, and who has sufficient credibility, that other 
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potential investors will be happy to accept the terms that you and this lead investor 

have agreed.  

The last point is extremely important.  A lead investor is in effect endorsing your company, 

your investment case and the agreed terms.  This endorsement should make it much easier 

to get subsequent investors on board.   

Bear in mind that if you are targeting high net worth investors (HNWs), they tend to not want 

to be the lead investor, as this involves a lot of heavy lifting.  However, once you have one 

HNW committed to your raise, it is far easier to add each successive HNW investor.   

The herd effect applies in some degree to all investor classes.  Plus if all goes well, the 

endorsement you get from the investors in your current round should help you to raise 

further money in subsequent rounds, as demonstrated by Rod Drury and Xero. 

The Appendix summarises our take on NZ’s tech investor landscape, including where each 

investor type plays and the pros and cons of each type.  We will update this table 

periodically, so let us know if we’ve missed out any potential investors, or if you think we’ve 

mis-categorised anyone. 

We will discuss the specifics of tech investment transactions, including breaking down the 

key terms in angel club and VC term sheets from a company/founder perspective, in an 

upcoming paper.  In the meantime, we recommend Brad Feld’s book Venture Deals: Be 

Smarter Than Your Lawyer and Venture Capitalist.  Although the terminology used in US 

venture deals is a bit different, many of the concepts discussed are directly applicable to NZ 

tech investment transactions. 
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APPENDIX 

Investor type Who When Pros Cons 

Friends and family The ideal F&F investors are 

semi-retired execs, 

professionals or business 

people, who have some mad 

money to invest along with 

some wisdom to impart 

Usually seed capital to early stage 

investors.  Can also (unfortunately 

from their perspective!) end up the 

investors of last resort 

Informal investment process.  More willing 

to back an individual with a business plan, 

before any commercial traction has been 

achieved.  Less likely to impose stringent 

restrictions on the company’s operations 

Often not smart money as they may not be 

able to contribute to the business strategy 

and operations.  Lack of arms-length 

negotiation can result in unrealistic 

valuations, hampering future fund raising 

efforts.  Christmas gets uncomfortable if the 

venture fails . . . 

Informal angel 

investors 

Tend to be semi-retired execs, 

professionals and business 

people.  Also Kiwi-expats 

wanting to re-connect with the 

NZ business scene, and 

international business people 

and professionals in the 

process of immigrating to NZ 

Usually early stage investors, as 

they are looking to get actively 

involved in a portfolio of 

companies and projects that will 

benefit from their experience 

Informal investment process.  Less likely 

to impose stringent restrictions on the 

company’s operations 

 

Can add their professional credibility to the 

company’s brand.  Bring business and/or 

domain experience 

Often do not have prior experience in the 

early stage space, and learnings from 

running established businesses do not 

always translate.  May become disillusioned 

with the difficulties inherent in the early stage 

investment game 

 

Networks may be of limited use to an early 

stage company 

 

Formal angel clubs Ice Angels (Auckland), 

Enterprise Angels (Tauranga), 

Manawatu Investment Group 

(Palmerston North), Angel HQ 

(Wellington), Otago Angels 

(Dunedin), Venture 

Accelerator (Nelson)  

Usually seed capital and early 

stage investors 

The NZ angel investment scene has 

remained positive on early stage tech 

companies, despite difficult financial and 

investment conditions overall 

Ability to match companies with investors 

with domain or other relevant experience 

Realistic about the risks and challenges 

inherent in early stage investing 

Sharing of investment risk can reduce 

some of the points of friction that can arise 

with private angel investors 

 

The involvement of NZVIF with Angel Clubs 

requires companies to accept relatively 

onerous investment terms with little scope for 

negotiation.  The number of investors that 

participate in Angel Club deals can become 

unwieldy, as there is usually no minimum 

investment amount 

 

Due diligence and investment closing 

processes can sometimes become disjointed 

and onerous due to the number of cooks 

involved 

High Net Worth/family 

office investors 

Includes K1W1 (Stephen 

Tindall), Jasmine Investments 

(Sam Morgan), Evander 

Management (the Holdsworth 

Generally speaking, NZ’s HNW 

investors are leaning towards 

expansion stage investments, as 

the time commitment involved in 

Larger cheque books than angel investors 

means a smaller number of shareholders.  

Can add substantial value to company 

brand, particularly in follow-on fund raising.  

The HNW’s brand is only helpful in capital 

raising if he or she is participating in the 

round.  If they chose not to invest in a round, 

this is likely to discourage other potential 
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Investor type Who When Pros Cons 

family)  seed and early stage investment 

can be unattractive 

Can add substantial domain expertise and 

connections 

investors and, if your relationship has broken 

down with the HNW investor, it may make it 

virtually impossible for you to raise more 

capital unless you can manage to buy out the 

HNW. 

NZ HNWs tend not to have the same level of 

management resource to draw upon as VC 

and private equity investors (K1W1 is a 

notable exception in this regard).  HNWs are 

time poor, so you may not get as much input 

from them as time goes on and other 

projects catch their interest 

 

VC investors Movac, Sparkbox Sparkbox is an active early stage 

investor.  Movac’s fund 3 is 

focussed on expansion stage 

investments   

Plenty of money to invest, and lots of 

experience investing in the NZ tech sector.  

Investment process and terms are 

consistent, so tech companies know what 

to expect if they seek funding from these 

companies 

Investment terms are tough, in comparison to 

most other sources of capital in NZ   

Private equity/fund 

managers 

Pioneer Capital, Rangatira, 

Milford Asset Management 

Expansion stage and pre-IPO 

investors 

Plenty of money to invest.  Pioneer has 

lots of experience investing in the NZ tech 

sector, and has taken several companies 

through to a successful listing.  Both 

Rangatira and Pioneer are able to take 

medium to long term positions in 

companies, and support a steady growth 

strategy.  Both are able to offer corporate 

level governance, finance and similar 

types of support to investee companies 

Usually only invest in well established 

companies.   

Trade investor Most likely a business partner 

– e.g. a supplier, customer, 

channel partner 

Most likely expansion stage or 

later 

Should have a deep understanding of your 

product and market, enabling them to 

make a material contribution to your 

commercial strategy and execution.  May 

provide sales and/or distribution, and/or 

other commercial leads and opportunities.  

May invest at a higher valuation than 

financial investors, for strategic reasons.   

Unless you are careful with your 

documentation, a trade shareholder may 

make it difficult for you to exit the business in 

a competitive trade sale process.  If the trade 

party is a customer, their presence as a 

shareholder may be off putting to other 

potential customers 

IPO NA Ideally $20m plus revenues with Floats tend to provide higher valuations for While stock markets reward the shareholders 
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Investor type Who When Pros Cons 

high growth potential.  Possible to 

float a start-up (e.g. Xero) but 

need high profile, successful 

entrepreneur(s) at the helm to 

have a reasonable chance of 

success 

companies and selling shareholders, plus 

the potential to raise capital in the future 

on better terms than private investment 

transactions.  Provides ongoing liquidity to 

shareholders provided the company’s 

market cap is of sufficient size.  Can add 

credibility to a company when dealing with 

other corporates, and can provide a 

currency for acquisitions.  Requires 

companies to lift their game significantly 

on governance practices 

of companies that are well perceived (e.g. 

Xero), if sentiment turns against a company, 

shareholders can be severely punished (e.g. 

Rakon) and it can be very difficult for a 

company to recover from negative sentiment.  

Compliance obligations are onerous and 

expensive, as well as reducing flexibility.  

Disclosure requirements can benefit 

competitors 

 


