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Abstract 

Studies show that Sweden is a prominent country when it comes to innovations, 
R&D and patents. These efforts have however not led to commercialization and 
generation of new businesses, which has led researchers to suspect that many en-
trepreneurs have defective knowledge regarding how the venture capital industry 
works and how to operate in order to be successful. The fact that there appears to 
be a knowledge gap and that receiving funds from investors are important for the 
growth of entrepreneurial companies and the economy as a whole has awakened 
our interest to focus our study on this issue.  

In order to get an insight into which questions an entrepreneur raise before seek-
ing venture capital our study takes its starting point with an entrepreneur who is in 
the process of seeking venture capital. The different topics presented by the en-
trepreneur led us to the purpose of the thesis, which is to provide guidance for an 
entrepreneur in pursuit of venture capital through describing and interpreting how 
investors assess criteria in potential investments.  

To gain a greater understanding of what aspects a venture capitalist takes into 
consideration when evaluating a potential deal we found it necessary to have a 
personal dialogue with the selected respondents. This resulted in our decision to 
use a qualitative methodological approach and through a target-oriented selection 
the entrepreneur and the seven investors were selected. Our empirical study is 
based on interviews with the selected respondents.  

The empirical findings and the analysis are compiled together in one chapter. The 
respondents’ opinions are analyzed together in order to create an overview and to 
make it possible for the reader to better grasp our findings.  

The study has resulted in a number of suggestions that are presented in a “hand 
book-like” manner aimed to help the entrepreneur in the pursuit of venture capi-
tal and hopefully other entrepreneurs in similar situations. The concluding re-
marks are presented in chapter 5.  
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1 Introduction  

The introduction chapter highlights the current situation in Sweden regarding entrepreneurial growth and 
how venture capital comes into this context. It contains a discussion on why this topic is interesting to study, 
which will lead on to the purpose of our study. 

1.1 Big efforts but small payoff 

When it comes to innovations, research and development (R&D) and patents, Sweden is a 
prominent country. Table 1-1 below is an international comparison of the proportion of 
the gross domestic product (GDP) spent on R&D in a selection of countries dating back to 
1995. Sweden has the highest percentage of GDP spent on R&D of all the countries in the 
comparison and Sweden is also above the EU-15 average, which is an average including the 
15 member countries constituting the European Union before the expansion in 2004. The 
situation also looks similar when comparing R&D expenditure per capita, where Sweden 
again has the highest percentage of all countries in the comparison. (SCB, 2007) 

Table 1-1 Proportion of GDP spent on R&D 

 1995 1997 1999 2001 2003 2005 

Sweden 3,32 3,51 3,62 4,25 3,95 3,89 

Finland 2,26 2,70 3,16 3,30 3,43 3,48 

Japan 2,92 2,87 3,02 3,12 3,20 3,33 

USA 2,51 2,58 2,66 2,76 2,66 2,62 

Denmark 1,82 1,92 2,18 2,39 2,58 2,45 

EU-15 1,76 1,76 1,82 1,87 1,88 1,86 

Great Britain 1,95 1,81 1,87 1,83 1,79 1,78 

Norway 1,69 1,63 1,64 1,59 1,71 1,52 

Source: SCB, 2007 

The proportion of GDP spent on R&D and R&D expenditure per capita are considered as 
growth indicators (SCB, 2007) and can possibly explain why Sweden also had the highest 
number of patents per capita at the European Patent Office in 2000 (DG Research, 2002). 

However, when it comes to commercializing these patents and efforts in R&D Sweden is 
not as prominent when compared to other countries (see Table 1-2), at least in terms of 
fostering entrepreneurship (Västsvenska Industri- och Handelskammaren, 2004). 

Table 1-2 Proportion of the population between 18-64 years of age running businesses which are newly 
started or maximum 3 ½ years old  

 2000(%) 2002(%) 

USA 13 13 

Norway 8 9 

Germany 5 5 

Denmark 5 7 

Finland 4 5 

Sweden 4 4 

Japan 1 2 

Source: Västsvenska Industri- och Handelskammaren, 2004 

This does not necessarily mean that R&D efforts in Sweden are made in vain; it simply im-
plies that these efforts do not generate new businesses to the same extent as in other coun-
tries. There can be different reasons for this, and according to Västsvenska Industri- och 
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Handelskammaren (2004) one possible reason is inadequacies in the venture capital market. 
Another reason for this phenomenon can be that there is an insufficient understanding 
among entrepreneurs on how the venture capital market works and how entrepreneurs pre-
ferably should operate in their pursuit of venture capital in order to be successful in secur-
ing an investment. This study will focus on accessing capital. Although, it should be men-
tioned that succeeding in securing an investment is not a guarantee that the entrepreneurial 
company will prosper.  

1.2 Problem description 

The venture capital market plays a central role when it comes to stimulating the growth of 
new companies (Landström, 2004). To facilitate the growth of small businesses it is there-
fore important to establish a market where entrepreneurs in need of capital find suitable 
investors. To achieve this it becomes necessary to enlighten entrepreneurs on the criteria 
investors use to assess possible investments (Brinlee, Bell, & Bullock, 2004). In addition, 
entrepreneurs often do not know what is expected of them in order to attract and satisfy 
different investors’ demands to obtain external financing (Landström, 2003). Accordingly, 
the chance to obtain capital increases if the entrepreneur understands what different inves-
tors look for in an investment (Elgano, Fried, Hisrich & Polonchek, 1995). Most investors 
have the same intention with their investment i.e. to make it grow and at some time in the 
future make a profit from the investment. However, when an entrepreneur can receive a 
“no” from one investor and at the same time receive a “yes” from another investor, that 
means that different investors look for different things and base their decisions on different 
criteria. The challenge becomes to find and target an investor with preferences that match 
the entrepreneur’s proposal (Hisrich & Peters, 1992).   

This is important in the early-stages of development in which younger companies are held 
back by their inability to access external capital (Blatt & Riding, 1996). The chances of find-
ing an investor that is suitable for the entrepreneur is influenced by the entrepreneur’s abili-
ty to access formal and informal business networks through for example interest organiza-
tions, business incubators and personal contacts. When future cash flows are difficult to es-
timate and too uncertain to serve as a foundation to base an investment decision on, it lies 
close at hand to assume that human factors play a role in these kinds of circumstances. 

1.3 Funding entrepreneurial growth 

There are many entrepreneurs with great business ideas and/or products to develop, but 
who lack the funds to back the process (Peart, 2005). Many new companies start with the 
founder’s money, or turn to family and friends for capital before turning to outside inves-
tors. The resources made available are limited. Thus, the entrepreneur needs, at a later-
stage, to raise capital from outside investors to secure the growth of the company. (Bhidé, 
1999; Baeyens & Manigart, 2005; Cosh, Cumming & Hughes, 2005) Banks are commonly 
the first institution the entrepreneur turns to when in need of outside capital (Zider, 1998).  

Starting a company can be risky and lending money for this purpose justifies high interest 
rates. However, usury laws limit the interest banks are allowed to charge for loans. There-
fore, banks will require some form of hard asset such as real estate as collateral from the 
entrepreneur to secure the debt before financing a new company. (Zider, 1998) Banks pre-
fer to fund slow-growing and low-risk businesses rather than major expansions or business 
ideas with a high and quick growth potential because the risk involved is higher and the 
time before a positive cash flow can be established is longer (Taylor, 1997; De Clercq, 
Fried, Lehtonen & Sapienza, 2006; Kaiser, Lauterbach & Verweyen, 2007). A private equity 
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investor on the other hand does not loan money to the company, they invest in it, which 
means that they take a risk together with the entrepreneur. A private equity investor will 
buy stock in the company and expect a payoff when they sell it in the future. If the compa-
ny fails they simply lose their money, whereas a bank will expect a repayment of the loan 
no matter what happens (Taylor, 1997). 

One to two percent of all newly registered firms in Sweden are funded by venture capital. 
Hence, venture capital as a form of funding does not seem to be readily available to just 
anyone. For young growth companies venture capital can be the only way of growing be-
cause bank loans are usually not available to companies in the early-stages of development 
due to the high risks involved. (SVCA, 2005) 

Considering the discussion earlier about the insufficiencies in commercialization of innova-
tions in Sweden, Karaömerlioglu & Jacobsson (2000) claimed that the Swedish venture 
capital industry at that time had grown to become one of the strongest in the world when it 
comes to accumulated capital per capita. If both these statements are true it means that 
Sweden has a strong venture capital industry and at the same time a low level of innovation 
commercialization.  

1.4 Purpose 

The purpose of the thesis is to provide guidance for an entrepreneur in pursuit of venture 
capital through describing and interpreting how investors assess criteria in potential in-
vestments. 
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2 Methodology  

In this chapter we aim to present our methodological approach starting with the choice of method and the 
choice of selection. We continue by describing the data collection process and how the analysis has been con-
ducted. The chapter is concluded with a discussion of the quality criteria chosen for the approach.  

By following a given set of instruments regarding what is right and wrong it is impossible 
to reach high quality in research. Within social science there are many alternatives and 
choices to make therefore it is crucial to make strategic decisions regarding the choice of 
methodology. Every decision implies a number of assumptions about the world, which is 
going to be examined, and the choices entail advantages and disadvantages. The advantage 
gained from one alternative can imply the loss of another hence all options should be con-
sidered before deciding which methodological approach to choose. (Arbnor & Bjerke, 
1994) 

2.1 The actor approach 

The main essence of the actor approach is that a part can only be understood in connection 
to the whole, and reversely, the whole can only be understood through studying its parts. 
(Alvesson & Sköldberg, 2008) In other words, this means that an interpretation has to be 
done in relation to a context (Wallén, 1996). This approach to research leads to knowledge 
which is restricted in time and context and the opportunity to generalize the results are 
therefore limited, and it also implies that what is true today may not be true tomorrow. 

This study can be considered to be a description of an interpretation of the views and opinions 
given by the sample of investors contributing to the study, in order to provide guidance for 
an entrepreneur in pursuit of venture capital. The aim is not to produce a complete plan of 
action for the entrepreneur but rather to highlight how investors perceive different criteria 
and what the outcomes of their judgments depend on in order to enlighten the entrepre-
neur in question as well as other entrepreneurs in similar situations. 

When social phenomenons are studied they are interpreted by humans and in this way the 
phenomenon get its meaning. A single phenomenon can therefore only be understood in 
the context it exists and the researcher doing the interpretation affects the understanding, 
and the research can therefore never be completely objective. It is practically impossible 
and not always desirable to strive to conduct objective research because previous personal 
experience is a necessary basic condition in order to create new knowledge. For these rea-
sons, it is sometimes neither possible nor necessary to distinguish between facts and opi-
nions. Interpretation, in most cases, requires creativity and imagination and is commonly 
done in two steps. Firstly, the researcher has to interpret the subjective reality of the stu-
died actors, and secondly it is up to the researcher to combine the studied actors’ subjective 
logic into a deeper meaningful reasoning. (Eriksson & Wiedersheim-Paul, 2006) 

To summarize, the central part of the actor approach builds on the assumptions about the 
social reality that it is composed of and the interplay between our own experience and the 
collected structure of experiences that are created jointly among individuals during long pe-
riods of time. The approach aims to describe the connection between different actors’ in-
terpretations, which affect each other in a continuous development process. The actor ap-
proach entails that the “inner being” of knowledge is subjective, which is why multiple as-
pects are desirable as well as essential to the development of knowledge (Arbnor & Bjerke, 
1994). 
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2.2 Choice of method  

The qualitative and quantitative approaches are not connected to a specific method. Con-
sequently, a survey can consist of qualitative and/or quantitative questions as well as an in-
terview can be of either a qualitative and quantitative nature. The qualitative approach 
should be viewed as a generic term for non-quantitative methods where the aim is to un-
derstand and explain as well as discover and generate hypothesis about a phenomenon 
(Danermark, Ekström, Jakobsen & Karlsson, 1997). 

Taking the problem discussion, purpose and philosophical perspective into consideration 
we argue that a qualitative approach is preferable for the empirical study in our case. A qua-
litative approach focuses on soft and flexible variables found in the processes or relation-
ships and separate cases in which one or a few are studied. (Silverman, 2000) The aim is to 
describe and analyze with the starting point in an entrepreneur’s question regarding what 
venture capitalists value in an entrepreneur and in a potential deal. We believe that an ex-
planation of the underlying thoughts of the study and a personal dialogue with the respon-
dents operating on the venture capital market is necessary to gain a greater understanding 
of what aspects a venture capitalist take into consideration when evaluating a potential deal.  

The purpose of a qualitative approach is not to generalize the results but to gain a greater 
understanding of a studied phenomenon. The views and opinions of the investors partici-
pating in this study can therefore not be directly ascribed to all other actors in the venture 
capital industry. However, we argue that the results of the thesis can give significant indica-
tions also on the perceptions of other actors in the venture capital industry regarding the 
issues treated in the thesis. On many issues the respondents were movingly unanimous in 
their answers, which strengthened our belief that we could not be fooled by randomness 
and that our results can in fact be a fair indications also on the views and opinions of other 
venture capitalists.  

2.3 Process of selection  

An important step in the empirical research is the process of selecting which and how 
many respondents that should take part in a study. The choice will determine which kind of 
empirical material that will be collected. When it comes to choosing respondents for a 
study there are different methods to choose from and that will determine the goal of the 
study. (Lekvall & Wahlbin, 1993) 

The most frequently used method of selection is the target-oriented selection, which is 
based on the assumption that the researcher aspires to discover, understand and develop an 
insight to a subject. Through a target-oriented selection the researcher will increase the un-
derstanding for the chosen subject. (Merriam, 1994) 

A study is needed to describe and interpret how a venture capitalist assesses an entrepre-
neur and a potential deal. We have chosen to focus our study around an entrepreneur who 
is in the start of seeking venture capital in order to increase our knowledge about what 
thoughts an entrepreneur can have before pursuing an investment. We have been able to 
establish a good relationship with an entrepreneur through personal contacts and we are of 
the opinion that the entrepreneur will be a good example for illustrating the thoughts an 
entrepreneur have before seeking an investment. To be able to answer the entrepreneur’s 
questions it was important to gain access to actors on the venture capital market.  
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2.4 Data collection  

According to Arbnor and Bjerke (1994) the main method of collecting data within the ac-
tor approach is based on interviews between the object, or objects, being studied. When 
studying occurrences, which cannot directly be observed, interviews are favorable as well as 
it makes it possible for the researcher to enter the world of the respondent and this is also 
the reason why we have chosen to conduct our study by using interviews. In accordance to 
Darmer (1995) we have conducted in-depth interviews, which aim to provide us as re-
searchers with greater understanding of the area in which we possess some fundamental 
knowledge. 

Interviews can be structured in different ways however; in-depth interviews are preferably 
semi-or unstructured. These structures are suitable because the aim of the in-depth inter-
view is to gain insight to the reality of the respondent and gain knowledge about what is re-
levant to the respondents. (Darmer, 1995) We chose to conduct semi-structured interviews, 
which made it possible to create and maintain openness throughout the interview. It also 
allowed us to pose follow-up questions and have spontaneous discussions. Furthermore, 
the semi-structured interview makes it possible to retain a structure, which enables compar-
isons between the interviews. During the semi-structured interview an interview guide is 
used as a checklist to make sure that all topics are covered (Patton, 1990). The questions in 
the interview guide can be viewed as an introduction to the topics discussed during the in-
terview (Darmer, 1995).  

We started by interviewing an entrepreneur in order to get an insight and to form a funda-
mental opinion about what kind of questions an entrepreneur ask before seeking an in-
vestment. With the entrepreneur in mind we started to look for venture capitalists that po-
tentially would be interested in making an investment in the entrepreneur’s company. The 
venture capitalists were chosen based on which industry and at which stage of development 
the investors made their investments. Initially we contacted ten venture capital firms of 
which three declined to be a part of our study.  

We have conducted one interview per venture capital firm and this can result in that the re-
searcher does not gain a comprehensive picture of what is to be studied. Thus, we have 
chosen respondents whom have many years of experience from working within the venture 
capital industry and are familiar with the studied topic. All interviews were recorded and 
lasted for approximately 1 to 2 hours. In total we conducted 8 eight interviews, one inter-
view was made with the entrepreneur, six interviews were made with venture capitalists lo-
cated in Jönköping, Gothenburg and Stockholm, and one interview was made with an ven-
ture capitalist consultant located in Jönköping. Considering that there are quite a few topics 
of discussion included in our interview guides (see Appendices 1 and 2), 1 to 2 hours may 
appear as a limited time span, considering the number of topics. However, the respondents 
more quickly covered some of the topics than others and many of the topics are related to 
each other. This resulted in multiple topics being covered simultaneously and in relation to 
each other in order for the respondents to create a holistic picture and to make sense of 
their answers. It has been our aim to utilize this time efficiently by extracting as much rele-
vant information as possible during the interviews.  

2.5 Analysis  

The analysis is a central ingredient of research; however, what the analysis implies varies 
between traditions. Qualitative research is criticized for its lack of methods to structure the 
analysis and the quality depends on the analyst (Denzin & Lincoln, 2000; Miles & Huber-
man, 1994). The quality of the analysis can be increased by dividing it into three phases, re-
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duction of collected data, presentation of relevant data and conclusions drawn from the 
presented material.  

During the reduction process, the data, which has been noted and recorded, is shortened, 
simplified and compiled (Miles & Huberman, 1994). We have recorded all interviews in or-
der to prevent the loss of information as well as it has given us the possibility to listen to 
the respondents more than on one occasion. All interviews were transcribed from tape into 
text after they were completed and this was done in order to get a holistic picture of the 
material before revising it. The first data reduction is done even before the data collection 
begins, as a result of the decisions made regarding the method of collection, which ques-
tions are to be asked and to whom (Miles & Huberman, 1994). The second data reduction 
was done after the transcription of the interviews when it became apparent that some of 
the issues discussed in the interviews would not be possible to include in the thesis without 
trailing too far away from the purpose.  

In the second phase of the analysis process the data is summarized and presented in an or-
ganized manner. This will serve as a foundation when analyzing the data (Miles & Huber-
man, 1994). We have chosen to begin the empirical chapter by introducing the entrepre-
neur and the six venture capital firms and the venture capital consultant. The purpose is to 
provide a well-arranged picture of respondents participating in this study. The empirical 
findings from the respondents are complied together in order to provide an opportunity 
for the reader to grasp the complete picture of the respondents’ views and opinions. 

In the final phase of the analysis process the revised material is analyzed and conclusions 
are drawn (Miles & Huberman, 1994). The analysis of the thesis is complied by our inter-
pretations and of the results from empirical study. According to Eriksson and Wieder-
sheim-Paul (2006) it is up to the researcher to combine the studied actors’ subjective logic 
into a meaningful reasoning, which has been our aim to achieve. Thus, our findings are in-
terpreted and related to the material from the theoretical chapter in order to highlight poss-
ible similarities or differences between our findings and those of other researchers. The 
findings are then subsequently presented in the conclusion. 

2.6 Quality 

Irrespective of which methodological approach chosen for a study it has to be critically ex-
amined (Bell, 1995). As mentioned earlier the qualitative approach lack in structure and 
guidance, which makes it harder to prepare the data (Hussey & Hussey, 1997). Moreover, 
the large amount of information that is to be processed can make the report too long and 
detailed which can make it hard for the reader to assimilate the result (Merriam, 1994). 

The criteria used when critically examining a study depends on the choice of approach. The 
concepts of validity and reliability are replaced in qualitative studies with more vague terms 
(Kjaer Jensen, 1995). Below we have chosen to discuss the creditability and the confirma-
bility of our study.  

Research studies are creditable when there is a good reason for the reader to believe what is 
stated. Creditability is reached through conducting a comprehensive study, which contains 
a relevant and valid argumentation. Being open and honest regarding which material that 
has been used and the research processes is vital (Kjaer Jensen, 1995). To provide us with 
the necessary foundation and interpretation skills in order to accomplish our study an ex-
tensive study of the theoretical field was conducted. Moreover, the process we have used 
when conducting our study is thoroughly described in order for the reader to form an opi-
nion about the creditability of our study.  
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Confirmability refers to whether a correct interpretation of the collected material has been 
made. This implies that an interview only can be evaluated if the researcher makes clear 
which information that is sought and why. Reaching confirmability in qualitative approach-
es is difficult because semi-structured and unstructured interviews can cause inconsistency 
in the gathered material and the gathered material is only confirmable as long as the views 
and opinions of the respondents remain unchanged. (Kjaer Jensen, 1995) We applied a 
semi-structured interview technique however we are of the opinion that there are not any 
large differences in the material gathered from the respondents. The semi-structured inter-
view technique made it possible to receive coherent information, which might not have 
been possible conducting a more structured interview. Questions can be understood diffe-
rently and therefore we at sometimes had to reformulate and pose the questions in differ-
ent ways in order to receive the needed information. We were both present during the in-
terviews which made it possible for us to discuss our impressions and thus reducing the 
risk of misunderstanding and misinterpreting the material. 
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3 Theoretical framework  

In this chapter we introduce different concepts and actors operating on the venture capital market in order to 
give a holistic picture of the market situation and the venture capital industry in general. Thereafter, the 
chapter will focus on the entrepreneur and how the entrepreneur relates to the venture capital industry in this 
context. We will highlight different issues that the entrepreneur should contemplate when seeking venture 
capital.  

3.1 Private equity 

Equity financing is the opposite of debt financing. Private equity firms can be divided into 
venture capital firms and buyout firms. Buyout refers to investments made in mature com-
panies listed on the stock exchange in order to buy them out from the stock exchange. The 
idea behind a buyout is to develop the company outside of the stock exchange and later 
reintroduce it on the stock exchange at a higher value. (SVCA, 2005) 

Private equity refers to capital investments, which have a set time span and where the in-
vestor can take a more active role in managing the company. The main difference between 
a private equity investor and other investors is the high involvement by the investor in the 
portfolio company’s management, which is done through taking a position on the board of 
directors. In this way the investor can exercise control and provide support to the compa-
ny’s management. The reason for the involvement in the start-up phase is because although 
a new management team can be talented and professional, they may be relatively inexpe-
rienced. For these reasons private equity investments tilts towards the higher end of the 
risk/reward curve. Private equity investors include private equity firms, venture capitalists, 
corporate or merchant banking division of larger institutions and business angels (Bradley, 
Benjamin & Margulis, 2002). 

The Swedish private equity industry was established about 30 years ago and the creation of 
products and services has become an important driving force of wealth creation and eco-
nomic growth (Bhidé, 1999; Baeyens & Manigart, 2005; Cosh et al., 2005; SVCA, 2005). In 
2004 Swedish private equity firms managed about SEK 230 billion collectively, this was 
about 10 percent of the value of the Stockholm stock exchange at the time. (SVCA, 2005) 

3.2 The formal and informal market  

The market for private equity can be divided into a formal and informal market segment 
(Karaömerlioglu & Jacobsson, 2000). The formal market consists of venture capital firms 
whereas the informal market segment includes private investors or so-called business an-
gels. These two markets complement each other in financing different stages of a compa-
ny’s development. (Harrison & Mason, 1999)  

In the informal capital market, business angels do not take large stakes in companies, and 
the ownership is spread among a larger number of investors (Prowse, 1998). Business an-
gels operating on the Swedish venture capital market have less capital at their disposal to 
invest in small businesses than for example in the United States (Landström, 1993) and this 
is partly due to the existing tax policies in Sweden (Västsvenska Industri- och Handels-
kammaren, 2004). It can be worth mentioning that the wealth tax in Sweden was abolished 
in 2007, in an attempt to increase the supply of venture capital (Svenskt Näringsliv, 2008). 
An immediate abolishment of the wealth tax would have liberated approximately SEK 8 
billion in private equity in 2004 (Västsvenska Industri- och Handelskammaren, 2004).  
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The informal capital market occupies a critical position in the growth firm financing spec-
trum by filling the gap between founders, family and friends and institutional venture capi-
tal funds. An effective and well-developed informal venture capital market can create in-
vestment opportunities and thus increase the deal flow to the venture capital industry. In 
other words, a healthy informal capital market is needed for the formal capital market to 
prosper. (Harrison & Mason, 1999) 

In addition, business angels require a thriving venture capital industry to provide follow-on 
financing which some companies will require as well as it will provide the business angel 
with an exit route. However, the business angel sometimes remains as a stockholder fol-
lowing the investment by a venture capitalist and continue to have an important role in the 
entrepreneurial company. (Harrison & Mason, 2000) 

3.2.1 Business angels  

A business angel is a high-net-worth individual or family who actively seeks to make in-
vestments in early-stage companies without having family connections to the entrepre-
neurial company (Benjamin & Margulis, 2000). According to Prowse (1998) business angels 
appear to be diverse which can be explained by their different backgrounds. Business an-
gles usually have a background as ex-entrepreneurs or veteran executives with considerable 
experience of funding and managing small companies. As a result the investments are fo-
cused on industries in which the business angel has experience of developing a business 
idea into a profit making company, to leverage expertise and increase the odds of success. 
(Landström, 1993; Prowse 1998; Benjamin & Margulis, 2000) 

Business angels provide capital in situations where mainstream sources of capital are un-
available thus making the business angel unique in the private equity market. As business 
angels are involved in the early-stages of a company’s development hence, they are willing 
to accept and take a more risk compared to other private equity investors. (Benjamin & 
Margulis, 2000; van Osnabrugge & Robinson, 2000; Amis & Stevenson, 2001; May & 
Simmons, 2001; Bradley, Benjamin & Margulis, 2002; Lipper & Sommer, 2002; Sohl, 2003) 

There are different reasons for why business angels make investment in entrepreneurial 
companies. Many invest for the love of innovation and creativity whereas others business 
angels make investments to give back to the community that have nurtured their success or 
as an opportunity to mentor entrepreneurs who are facing similar issues that the business 
angel previously have tackled. (Jensen, 2002) Investments are also made because of the per-
sonal satisfaction and social recognition it gives the business angel from turning a business 
idea into a successful moneymaking company (Benjamin & Margulis, 2000). The business 
angel is not dependent on the investment for a current income and therefore the participa-
tion of the business angel varies depending on the interest and time devoted to the entre-
preneurial company (Prowse, 1998).  

For the remainder of the thesis business angels will be excluded. However, we found it im-
portant to describe the different actors operating in the private equity market in order to 
provide a holistic view of the market. 

3.2.2 Venture capital 

Venture capital can be defined as an investment made by professional investors in long-
term, unquoted, risk equity finance in new companies. The primary reward of the invest-
ment is a potential capital gain supplemented by dividend yield (Wright & Robbie, 1999). 
Venture capital firms are organizations designed to foster the private equity process, and 
the whole idea is to bring together those with large amounts of money with those of prom-



 Theoretical framework 

 11

ising ideas to invest in (Bradley et al., 2002). Venture capital is essential for an entrepreneur 
who seeks to commercialize a business idea (Zider, 1998). The investments are made in 
small and medium-sized (SME) companies in the early-stage of development, such as the 
seed or start-up phase but also in the phases of expansion. The companies invested in do 
usually have a weak or negative cash flow. (SVCA, 2005) 

Making investments in different stages of development have different implications, and a 
venture capital firm handling larger venture funds would aim their attention towards ex-
pansion investments because of the reduced risk and shorter time to exit (Bradley, Benja-
min & Margulis, 2002; Brinlee et al., 2004; van Osnabrugge & Robinson, 2000). According 
to Brinlee et al. (2004) venture capital firms provide financing for expansions to companies, 
which have previously been financed by the founder, friends, family and business angels. 
This is also emphasized by Zider (1998) who states that the majority of venture capital in-
vestments are follow-on funding for projects. Venture capitalists prefer to make larger in-
vestments because of the high transaction costs and the cost of managing many small in-
vestments exceeds the benefits of each investment, thus decreasing the cost efficiency. By 
making larger investments the venture capitalist can maintain and better manage each port-
folio (Brinlee et al., 2004; Harrison & Mason, 2000; van Osnabrugge & Robinson, 2000). 
Furthermore, equity funds are growing in size in Europe and the United States hence ven-
ture capital firms tend to focus their investments on making larger deals and taking a larger 
ownership stake in the later-stages of a portfolio company’s development (Taylor, 1997; 
Timmons & Bygrave, 1997; Wright & Robbie, 1998; Sohl, 1999).  

Besides contributing money to the portfolio companies, venture capital firms also contri-
bute competence, networks, management control and credibility and this is one of the rea-
sons why most venture capitalists specialize in specific industries (Brinlee et al., 2004). 
Competence and networks is mediated professionally through board participation, but also 
informal networks and sources of know-how are shared between the venture capitalist and 
the entrepreneur in order to facilitate growth. Some venture capital firms are also success-
ful in creating synergies between the various companies in their portfolio (Brinlee et al., 
2004). The venture capital firm can assist the portfolio company with professional follow-
ups and control procedures and this will increase the creditability of the portfolio company 
when trying to launch the business idea abroad (SVCA, 2005). Since the venture capitalist 
share both success and failures with the portfolio companies the venture capitalist take on 
an active role particularly when investing in early-stage companies (Zider, 1998). 

There are conflicting views regarding the degree of involvement by the investors. However, 
venture capitalists prefer to invest in the later-stages of development and show lower levels 
of involvement in their portfolio companies. Prior to an investment many venture capital 
firms put together teams for assessing the portfolio company and track the progress of the 
company at an ongoing basis after the investment has been made. As a rule venture capital-
ists are less interested in the entrepreneurial experience because they need to maintain a 
good reputation with their investors by having high returns on their investments. (Brinlee 
et al., 2004) 

3.3 The mechanics of the investment process 

The majority of venture capital firms are organized as equity funds and it can be said that 
the venture capital firm acts as a fund manager. The venture capital firm seeks investments 
for these funds from corporate and governmental institutions such as banks, pension funds 
and insurance companies (Zider, 1998; Brinlee et al., 2004). The actors that invest in private 
equity funds become limited partners with the venture capital firm. These partners agree to 
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invest a fixed amount in the fund, and payments are made gradually in pace with the in-
vestments the venture capital firm makes in its portfolio companies, or to cover other ex-
penses the fund has (Zider, 1998). Generally a private equity fund has a lifespan of about 
ten years. The investment period, which is the period when investments are made in the 
portfolio companies, constitute the first three to five years of the fund. (Gorman & Sahl-
man, 1989; SVCA, 2005) When the portfolio companies have been exited, the fund is li-
quidated. By now, the portfolio company should have developed in such a way that it is 
able to stand steadily on its own, or is suited for a different ownership structure. Venture 
capital firms strive to make an exit by issuing the stocks of the portfolio company on the 
stock exchange or by selling the stocks to a larger company in the same industry. Other less 
desirable ways for an investor to exit a company are reselling the company to the entrepre-
neur or bankruptcy. Selling to another company in the same industry has previously been 
most common in Sweden, but the alternative of selling the portfolio company to another 
actor on the private equity market has in recent years increased in popularity. These trans-
actions can be profitable for both the venture capitalist and the portfolio company as the 
portfolio company have a need for active ownership in form of experience and compe-
tences regarding new expansions, restructuring and development (SVCA, 2005).  

3.4 Investment trends 

It is a common belief, that venture capitalist invest in good people and good ideas. It is fur-
ther claimed that they invest in good or growing industries or rather, industries, which are 
competitively forgiving than the market as a whole. (Zider, 1998; Silva, 2004) Early-stages 
when technologies and market needs are unknown and later-stages when competitive sha-
keouts or/and consolidations are inevitable and growth rates slow down are commonly 
avoided by venture capitalists (Zider, 1998).  

Primarily, venture capitalists tend to provide capital to high-technology firms, computer- 
and telecommunication-related industries and health care service. (Fenn & Liang, 1998) On 
the Swedish venture capital market investments are mainly concentrated to young and 
small companies. According to NUTEK (2003) Swedish venture capital firms made 59 
percent of their investments in companies with less than 20 employees and 60 percent of 
the investments were made in companies less than six years old. The investments were 
dominated by projects in high-technology industries such as computers and IT along with 
technical R&D.  

In a similar study by NUTEK (2005) based on Swedish portfolio companies, the service 
industry was the most frequently occurring sector representing 17 percent, followed by tra-
ditional manufacturing companies accounting for 15 percent, IT-services standing for 13 
percent and commerce representing 10 percent of the Swedish portfolio companies. The 
yearly growth per industry for portfolio companies is lead by the biotechnology industry 
with an annual growth of 120 percent, followed by the telecom/media industry with 79.8 
percent and medical technology with 75.6 percent and last IT-services with an annual 
growth of 48.3 percent.  

3.5 Concluding remarks 

In this chapter we have set out to introduce a number of concepts related to venture capi-
tal, the actors on the venture capital market as well as describe and enlighten the entrepre-
neur on how the market is structured and on the current situation on the market. Since the 
purpose of our study is to provide guidance to an entrepreneur in pursuit of venture capital 
we found it necessary to present these basics as a foundation for the following study to 



 Theoretical framework 

 13

build on. All this is done in order to put the study in a context, and introduce the context 
for the reader. Also, in accordance with our methodological approach, the context has to 
be introduced in order for the study to become coherent. 

3.6 Entrepreneurial companies  

How an entrepreneur is defined is based on the type of company the entrepreneur oper-
ates. The most common categorization consists of hobby businesses, lifestyle businesses, 
family businesses, small businesses, expansion-minded businesses, entrepreneurial busi-
nesses and corporate venturing.  This classification frequently overlaps with the growth 
strategy of the companies, which describes the entrepreneur’s strategy for expansion and 
can be divided into a low-growth, modest-growth and a high-growth strategy. A low-
growth strategy is employed by lifestyle businesses whereas middle-market companies apply 
a modest-growth strategy and high-potential companies i.e. expansion-minded and entre-
preneurial companies implementing a high-growth strategy. (Hisrich & Peters, 1992; Sohl, 
1999; van Osnabrugge & Robison, 2000) 

It is argued by Timmons (1999) that there is a significant difference between the low-
growth potential i.e. lifestyle companies and the modest-growth and high-growth potential 
companies that are more entrepreneurial in their nature in terms of attractiveness to inves-
tors. A business owner looking to run a low risk company and make a sufficient profit to 
maintain a desired living standard operates a hobby, lifestyle, family or small business with 
a low-growth strategy. These types of companies are seldom attractive to investors and 
hence the owner commonly relies on internal financing to make the company grow (Sohl, 
1999). What are relevant for the investor are the projected revenue and the growth poten-
tial of the company. Then there are the companies in the middle-market with a modest-
growth strategy, which have a forecasted growth of 20 percent or more per year (van Os-
nabrugge & Robinson, 2000). Companies in this category are appealing to business angels 
as well as they are attractive to venture capitalist. However, the companies may need to rely 
on bootstrapping to fund the initial growth (Sohl, 1999; Brinlee et al., 2004) 

However, the companies with a high-growth potential strategy are most attractive to ven-
ture capitalists. These companies are innovative, adaptable and venturesome and have an 
expected annual growth rate of 50 percent or more. (Sohl, 1999) Companies that have a 
product or service with a high-expected market demand in combination with a high-growth 
potential strategy are attractive to all investor (van Osnabrugge & Robinson, 2000).  

There are many similarities between innovators and entrepreneurs, but there are also dif-
ferences. The most important difference is the entrepreneur’s ability to commercialize an 
invention (Utvecklingsfonden, 1989). De Clercq et al. (2000) define an entrepreneur as 
someone who is specialized in detecting new opportunities in the environment and com-
bining the resources in order to exploit the opportunities in an original fashion. An entre-
preneur has a distinct ability to carry things through as well as to market and sell products, 
in other words commercializing the business idea. An entrepreneurial company does not 
have to consist of only one individual; in fact the majority of entrepreneurial companies 
consist of two or more individuals working as a team to create a company (Utveck-
lingsfonden, 1989).  However, whether or not an individual or a team in the creation of a 
company is defined as an entrepreneurial company depends as already mentioned on what 
type of business they are in and on the growth strategy of the company (Hisrich & Peters, 
1992; Sohl, 1999; van Osnabrugge & Robison, 2000). 
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3.7 Categorizing investors 

In order to obtain equity financing, the entrepreneur has to identify prospective investors 
and convince those investors that the company’s suites their portfolio. Making a distinction 
between investors is one of the most important tasks an entrepreneur must make when 
searching for capital. Being able to understand the difference will help the entrepreneur to 
prepare appropriate material required by different types of investors and to use the time 
more efficiently (Brinlee et al., 2004).  

Before spending time pursuing a specific venture capital firm, it is vital that the entrepre-
neur check to determine whether or not the venture capital firm is looking for an invest-
ment. Furthermore, the entrepreneur should categorize potential investors based on their 
investment preferences and in order to understand the criteria investors use to evaluate 
prospective investments. Once a potential investor is found the entrepreneur must con-
vince the investor of the company’s significant merits and qualities. (Hisrich & Peters, 
1992; Benjamin & Margulis, 2000; De Clercq et al., 2006)  

Thus, an entrepreneur should seek investors that are known to invest in the type of prod-
uct or service the entrepreneurial company provides or plans to provide (Bygrave, 1987). 
The Swedish venture capital market is relatively small when compared internationally. 
Therefore, Swedish investors usually do not have the same opportunity to be as industry 
specific in their investments as for example their American colleagues (Landström, 2004). 

3.8 Understanding the investor 

The entrepreneur will increase the chances of finding capital by looking at things from the 
perspective of the investor i.e. understanding what the investor is looking for in an invest-
ment (Elgano et al., 1995; Brinlee et al., 2004). When investors look at entrepreneurial 
companies they look for “winning” deals, the ones, which will yield high returns without 
involving too much risk. To identify these “winning” entrepreneurial companies investors 
look at the stage of development, product and market demand, expansion strategy, man-
agement team, and future growth potential of the company in order to evaluate the poten-
tial return on the investment. When seeking outside funding the entrepreneur should there-
fore always have the end in mind, where the investor can make an exit and realize their re-
turns. In order to make a successful match the entrepreneur should recognize the investors’ 
intentions. Although investors do look for similar things, they are not identical, which is 
something the entrepreneur should be aware of. (Brinlee et al., 2004) 

3.9 How to get in contact with an investor 

According to Silva (2004) the first interaction between an entrepreneur and a venture capi-
talist takes place when the venture capital firm’s representatives are approached by the en-
trepreneur in a public presentation or by mail or phone for a meeting. Another way for the 
entrepreneur is to be referred to a venture capitalist by people who have high creditability 
within the venture capital community such as CPAs, lawyers, bankers and other successful 
entrepreneur.  

According to Tyebjee and Bruno (1984) there are three ways in which deals are brought to 
the attention of the venture capitalist: First, deals can come to the venture capitalists atten-
tion through unsolicited cold talk from the entrepreneur. The typical response from the 
venture capitalist in this case is for the entrepreneur to send a business plan. Secondly, re-
ferrals can come from actors in the venture capital community by previous investors, per-
sonal acquaintances and banks. A substantial number of the deals referred by other venture 
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capitalist are deals where other venture capitalists act as a lead investor and seek the partic-
ipation of other venture capital funds to syndicate the investment. Third, is the active 
search for deals by the venture capitalist. Venture capitalists sometimes play an active role 
in pursuing start-ups or companies in other critical development stages in need of financ-
ing. (Tyebjee & Bruno, 1984) 

3.10 Stage of development  

Different types of investors provide capital for different stages of the pre-initial public of-
fering (IPO) business cycle of the entrepreneurial company, although this may be evolving 
(Brinlee et al., 2004). Entrepreneurs will therefore waste time targeting the wrong investor 
without knowing how to define the stages of development. (Bradley et al., 2002; Brinlee et 
al., 2004)  

Van Osnabrugge and Robinson (2000) identify four stages of development in their re-
search, the seed, start-up, early-stage and later-stage. These findings are supported by Tyeb-
jee and Bruno (1985) who also have found four stages but have chosen to categories the 
stages as seed, start-up, first round and second round capital. The stages of development 
can also be seen as a nine step process including the seed, research and development, start-
up, first stage, expansion stage, mezzanine, bridge, acquisition/merger and turnaround. No 
matter how the stages are defined, what is important to the investor is the development of 
the entrepreneurial company. (Benjamin & Margulis, 2000; Bradley et al., 2002) 
 
The seed and research stage are financed by the entrepreneur’s own personal savings 
and/or by informal sources such as family, friends and colleagues to fund the development 
of the company. When the company is operational, the entrepreneur may utilize leasing, 
factoring and accounts payable to finance the company’s early-stage. The funds from the 
entrepreneur’s savings and the funds from the entrepreneur’s family will probably be ex-
hausted when the company has reached the research and development stage but not got to 
the expansion stage. Thus the entrepreneur will be in need of capital, which will come from 
a business angel. The investment from the business angel will bridge the gap between the 
research and development stage and the expansion stage. After reaching the expansion 
stage the company has four stages of development left to reach, the mezzanine, bridge, ac-
quisition and merger and turnaround, which are connected to the management strategy of 
the entrepreneur. During the mezzanine stage the company is breaking even or making a 
small profit but the entrepreneur will need capital to finance for example expansion and 
marketing. Once the company has reached the bridge additional capital is needed to gain or 
maintain stability with the approaching intension of an IPO. In the acquisition/merger and 
turnaround the entrepreneur will need capital to sell, merge or change the strategy of the 
company or for the company to survive. (Brinlee et al., 2004)  

As mentioned earlier, investors prefer particular stages of development depending on 
which role they want to play.  This can be useful for the entrepreneur to know when nar-
rowing down the potential investors to approach and how to customize the business plan. 
(Gorman & Sahlman, 1989; Carter & van Auken, 1994) 
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3.11 The business plan 

It is important that the entrepreneur provide the investor with a solid business plan be-
cause it provides the investor with the criteria in the due diligence1 process in order to es-
timate the perceived risk and potential of the project (Freear, Sohl & Wetzel, 1994; Seglin, 
1998; van Osnabrugge & Robinson, 2000; Benjamin & Margulis, 2001, Jensen, 2002).  

The business plan is the first and possibly the only substantial contact a potential investor 
has with an entrepreneur (Shepherd & Douglas, 1999). Consequently, the business plan can 
be seen as the “ticket of admission” which gives the entrepreneur the first and only chance 
to impress prospective investors. If the business plan does not live up to the investor’s ex-
pectation, the investor will not continue to inspect the investment opportunity in further 
detail (Stark & Mason, 2004). The business plan works as a communication mechanism be-
tween the entrepreneur and the investor. It should communicate how and why the inves-
tor’s investment will make the company grow, during what time horizon and also how the 
investor will be able to make an exit as well as how much the company will be worth at that 
time. A good quality business plan also signifies a good quality management team of the 
entrepreneurial company to the investor. (Delmar & Shane, 2003) 

Somewhat differently Karlsson (2005) have found that business plans plays a minor role in 
the contact the entrepreneurs has with investors. The reason why entrepreneurs write de-
tailed business plans is the perception that venture capitalists demand it, however it can be 
questioned whether or not investors demand detailed business plans. There are indications 
that there comes a point when a business plan becomes too detailed and instead the busi-
ness plan will have a negative affect on the outcome of an investor’s decision.  

Regardless of how detailed the business plan is there are numerous aspects that investors 
look for in a business idea in order to evaluate the risk and estimate the profit of a potential 
deal. The investor wants to know what the customer benefit is or what problem is being 
solved with the entrepreneur’s product or service as well as how it will create a sustainable 
competitive position on the market that will generate a significant level of profit if success-
ful. Other aspects include marketing factors and the company’s ability to manage them ef-
fectively, the quality of the company’s management and skills within the management team 
as well as the exposure to risk beyond the company’s control as for example technological 
obsolesce, threat of new entrance, substitute products and timing of cyclical sales fluctua-
tions. The entrepreneur also has to have a strategy for how to establish and maintain the 
uniqueness of the product or service as well as adequate protection to hinder the imitation 
of an innovation or intellectual property. (Tyebjee & Bruno, 1984; van Osnabrugge & Ro-
binson, 2000; Silva, 2004; De Clercq et al., 2006)  

According to a study conducted by Tyebjee and Bruno (1984) entrepreneurs and venture 
capitalists felt that proprietary protection through patents lead to a more competitive entry 
rather than less due to the public disclosure of the product design in the patent application. 
Thus, establishing and maintaining uniqueness does not have to involve patents. A proprie-
tary product can be regarded as being competitively protected if there is little threat from 
competition within three years and there already is an existing market for the product 
(Macmillan, Siegel & Subba Narasimha, 1985).  

To incorporate financial information in the business plan is fundamental, but venture capi-
talists give less consideration to this aspect compared to banks. Thus, when considering 

                                                 
1 Due diligence is an investigation process made by investors in order to validate the investment opportunities 
i.e. analysis of management, product, market and investment terms (Benjamin & Margulis, 2000) 
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early-stage proposals the financial projection is not an important decision factor. Neverthe-
less, investors expect the business plan to contain such information and will spend time 
looking at the figures. However, the main concern is related to the growth potential of the 
company and which return that can be expected. (Stark & Mason, 2004)  

3.12 Assessment of the entrepreneur 

Another aspect, which is not always brought up in the business plan, is the characteristics 
of the entrepreneur. Thus, a business plan should also point out as clearly as possible that 
“the jockey is fit to ride”. It should also indicate that the entrepreneur has an incentive to 
stay with the company and highlight the entrepreneur’s track record, risk awareness and 
familiarity with the target market. (Macmillan et al., 1985) The findings are also enhanced 
by Silva (2004) who states that the investor will try to assess whether or not the entrepre-
neur has a thorough understanding of the company.  

The investors will also assess the entrepreneur’s professional and personal characteristics as 
well as the entrepreneur’s commitment to the business idea. Brinlee et al. (2004) emphasis, 
that the most important criterion for all investors is the first impression, enthusiasm, trust-
worthiness and perceived expertise of the entrepreneur. If the entrepreneur does not pos-
sess the needed qualities to manage the company the entrepreneur should be aware of this 
fact and instead indicate the ability to assemble a management team that is fit to run the 
company. What determines whether or not an entrepreneur will receive funding is the qual-
ity i.e. the experience and personality of the entrepreneur (Macmillan et al., 1985). 

3.13 Portfolio company leadership  

All companies go through a life cycle and each stage requires a different set of management 
skills. The founder of a company is seldom the person who can make the company grow 
and lead a large company. Thus, it is unlikely that the founder will be the same person who 
takes the company public. (Zider, 1998) Moreover, after the completion of the product de-
velopment the founder disclaim the responsibly as the chief executive officer (CEO) in or-
der to make way for someone with a broader set of skills suited to bring the company to 
the market. Investors making investments in the early-stages want to see a CEO who is ca-
pable of managing the company all the way to the exit. If the venture capitalist is interested 
in an emerging company, but find the entrepreneur too inexperienced, the venture capital-
ist might still offer a seed investment with an explicit understanding that a more expe-
rienced management team must be in place before start-up financing is provided. (De 
Clercq et al., 2006)  

Venture capitalists reserve the right to remove the founder as the CEO if the venture capi-
talists feel the founder cannot take the company to the next level of growth (Taylor, 1997). 
This is also enhanced by Hellmann and Puri (2002) who states that when the process for a 
company in a venture capital affiliation intensifies it leads to the departure of the founder 
by own accord or by replacement. Other implications that can be seen as a disadvantage of 
having a venture capital firm as a financial backer is the demand of quick growth and there-
fore a higher level of risk. This puts pressure on the entrepreneurial company’s manage-
ment, which can require frequent changes of the CEO when the company for example 
stands before a new development stage. Moreover, the entrepreneur has to have in mind 
that the venture capital firm wants to plan for an exit i.e. the time when the venture capital-
ist can realize the profit or loss and free their money so that investments can be made in 
other projects (SVCA, 2005).  
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3.14 More than money 

The entrepreneur should contemplate what to look for in an investor. Money is not always 
everything and having an investor whose only contribution is money is not always suffi-
cient for the entrepreneur. Having an investor contributing with relevant competences, ex-
perience and networks relevant to the industry in which the entrepreneur operates provides 
the entrepreneur with an added value. (Bygrave, 1987; Sætre, 2003)  

According to Sætre (2003) the entrepreneur should put emphasis on the investor’s back-
ground and not only focus on acquiring capital per se. Thus, venture capital is viewed as a 
generic asset whereas industry relevant experience is seen as a special asset and more valua-
ble to the entrepreneur.  

Early-stage companies are in need of investors who can contribute relevant knowledge and 
networks to facilitate to growth process whereas later-stage companies usually have em-
ployees with the sufficient skill level needed to maintain the current market position or 
growth pace. Venture capitalists add value through participation in later-stage companies 
however the primary purpose is to obtain the projected returns on the investment. (Freear 
et al., 1994; van Osnabrugge & Robinson, 2000; Benjamin & Margulis; 2001; Bradley et al., 
2002) Therefore it can be wise of the entrepreneur in an early-stage of development to seek 
an investor who can provide support rather than an investor who only provide capital (By-
grave, 1987). 

3.15 Geographical barriers  

Once a venture capitalist has made an investment in a company they will expect to meet 
regularly with the management team of the company. However, early-stage investors prefer 
to make investments close to home. Venture capitalists will due to travel time and expenses 
limit their investment activity to larger cities. (Gupta & Sapienza, 1992)  

Nevertheless, geographical barriers can be breached by investors syndicating with other in-
vestors close to the entrepreneurial company’s location whom can easily monitor the in-
vestment (Tyebjee & Bruno, 1984; Manigart, Lockett, Meuleman, Wright, Landström, 
Bruining, Desbrières & Hommel, 2006). This indicates that the geographical location of the 
entrepreneur does not have to be a problem if the entrepreneur can utilize a local “access 
point” to a network through a local partner in the syndicate (Tyebjee & Bruno, 1984). 

A study by NUTEK (2005) concluded that the 42 percent of the Swedish investors’ portfo-
lio companies were found in Stockholm County followed by 17 percent in Västra Götaland 
and 13 percent in Skåne. The majority of portfolio companies can be found in Stockholm 
however companies can be found from most parts of Sweden in the investor’s portfolio 
fund.  

3.15.1 Venture capital networks and equity syndicates 

Venture capital firms have widespread networks through which they share information re-
garding the portfolio companies they invest in. These networks can be both formal and in-
formal and include for example the venture capital firm’s investors, other venture capital 
firms and different trade organizations. (Bygrave, 1987) 

An equity syndicate can be described as a formal network where two or more venture capi-
tal firms take an equity stake as partners in the same investment (Brander, Amit & Antwei-
ler, 2002). Formal linkages such as shared investments in portfolio companies become ma-
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jor nodes in the venture capitalists’ networks. The greater the number of co-investments 
with other venture capital firms, the greater the networks become. Through these formal 
linkages, or nodes, venture capitalists communicate both formal and informal information 
with each other. Most of the information exchange in these networks is motivated by eco-
nomic factors, such as prospective investments, existing investments and potential rates of 
return. However, venture capitalists also share information on “softer” issues such as 
emerging industries and references on future entrepreneurs (Bygrave, 1987).  

Syndication can improve the selection process for the venture capitalists through improved 
screening and decision-making. A venture capitalist will invest in a proposal that has been 
referred to them by another venture capital firm who wishes to syndicate an investment ra-
ther than a proposal, which has come “of the street” (Bygrave, 1987; Lerner, 1994; Brander 
et al., 2002). From syndicating deals the venture capital firms obtains support and com-
mitment from each other and they can share expertise and add value to their investments 
through active participation and thereby reduce the uncertainty of the investments. Being 
able to share expertise can be essential when investing in early-stages and high innovative 
technology companies or projects. Bygrave (1987) have found that the degree of co-
investing corresponds positively to the perceived level of uncertainty in an investment. 
Therefore, syndicating investments through a network of partners become a strategy for 
tackling high-risk environments for venture capital firms (Wright & Robbie, 1998). Syndi-
cation also reduces the overall risk for the venture capitalist since it provides an opportuni-
ty to make several smaller investments, thus increasing the diversification of the investment 
portfolio (Manigart et al., 2006). 

3.16 Concluding remarks 

The topics, which are introduced in this chapter, are derived from the issues, which were 
stressed by the entrepreneur in whom our study takes its starting point. Since our purpose 
is to provide guidance for an entrepreneur in pursuit of venture capital through describing 
and interpreting how investors assess criteria in potential investments. Therefore, the 
choice of topics, which are included in this section, have been governed by the criteria and 
issues the entrepreneur inquired about. The aim is to describe what other authors have to 
say regarding these issues and again in order to put our findings in a context for the reader. 
The idea is that the choice of literature itself shall reflect to the reader which criteria of the 
investment process the thesis focuses on. 
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4 Empirical findings and analysis  

We start the empirical and analysis chapter by presenting the entrepreneur’s views and thoughts on pursuing 
venture capital. The study is based on the entrepreneur’s areas of interest and the study is structured in ac-
cordance to these areas. We have chosen to integrate the empirical findings with the analysis to create an 
overview of our findings and interpretations of our study. The investors are presented collectively in order to 
provide a holistic and comprehensive view for the reader 

We started out by approaching a local entrepreneur who had gotten to a point in his com-
pany’s development where he felt the need for venture capital if the business should be 
able to grow and develop any further.  

The entrepreneur runs a company that provides an information communication technology 
(ICT) solution with the purpose of making logistic operations more efficient, i.e. less costly 
and more environmentally friendly. The product is a combined software and hardware sys-
tem which has been under development for a couple of years and the entrepreneur is now 
at a point where the system has been sold to the first customer, but the entrepreneur feels 
that he cannot get much further than this single-handedly. The entrepreneur comments on 
the situation: 

“Venture capital could partly cover the costs of continuing to develop the product, but primarily the money 
would be used to win new customers. There is an existing product with a possibility to add functions to the 
program that will make the product grow in Sweden and thereafter abroad. We have a vision and we have 

the technology, but what should we do in order to grow?” 

The entrepreneur 2007-11-29 

There are other competitors on the market, but the entrepreneur sees a “window of oppor-
tunity” for the product and feels that an injection of venture capital would help exploit this 
opportunity. To this day the company’s development has been financed with the founder’s 
own money. The company has no loans partly because the founder felt that there were no 
loans available, without putting the family’s well being on the line, and partly because it is 
in the entrepreneur’s philosophy not to be in debt.  

The entrepreneur wants to get in contact with the “right” investor, an investor who will 
understand the business idea and the product properly in order to get as much as possible 
out of the cooperation with the investor. In the pursuit of venture capital the entrepreneur 
has several questions regarding how investors look at different aspects of a company and 
its founder. The entrepreneur says: 

“How do I know that the venture capital company I contact understands the potential of my product and 
my business idea? How do I know that it is the right venture capital company for me?” 

The entrepreneur 2007-11-29 

4.1 Investors 

The following headings are derived from the different questions the entrepreneur has in 
the pursuit of venture capital. Each issue is discussed and commented on by the respon-
dents participating in the study. We will use the term respondent and investor interchange-
ably throughout this chapter. The respondents are presented in alphabetical order.  
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Jönköping Business Development  
Dan Friberg – CEO/Investment Manager  

Industry: No pronounced focus 
Stage of development: Seed stage  
 
Venace Financial  
Goran Rubil – CEO  

Industry: No pronounced focus 
Stage of development: No pronounced preference  
 
KTH Chalmers Capital  
Jonas Rahmn – Partner  

Industry: Pronounced focus towards the ICT and IT industry 
Stage of development: Start-up to expansion stage 
 
Scandinavian Financial Management  
Martin Skoglund – Partner  

Industry: No pronounced focus however investments are mainly made within the ICT and 
the IT industry 
Stage of development: Growth stage  
 
Innovationsbron Väst Startup 
Ole Johansson – CEO 

Industry: No pronounced focus however investments are mainly made within the ICT and 
the IT industry  
Stage of development: Seed stage  
 
Amago Capital 
Oskar Säfström – CEO  

Industry: No pronounced focus 
Stage of development: Mature or development stage 
 
Pegroco Invest 
Victor Örn – Investment Manager  

Industry: Pronounced focus toward energy and environmental projects 
Stage of development: No pronounced preference however the entrepreneurial company 
should be approaching a problem stage 
 

4.2 How do entrepreneurs get in contact with investors 

It is up to the entrepreneur to approach the investor, and not the other way around. None 
of the respondents, except one claim to actively search for entrepreneurs with projects to 
invest in, it is rather the entrepreneur who finds the investor though different means. One 
investor says they attend different functions and fairs, read the papers and keep in contact 
with schools to get in contact with as many entrepreneurial companies as possible. All of 
the respondents mention networks and partners as their main sources for investment op-
portunities. As one respondent mention: 
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“We usually do not contact entrepreneurs. We get tips about entrepreneurs, where somebody has already 
mentioned our name or the entrepreneur finds us”. 

  Goran Rubil 2007-12-20 

Banks and partners are mentioned as examples of actors in the investors’ networks from 
which they get entrepreneurs referred to them. Three of the investors work closely with in-
cubators or have partners in their network who work with incubators; hence many of their 
potential investments go that way, via an incubator. One investor gives an example of a 
scenario: 

“The entrepreneur came to Science Park to get help, thus I got to meet the entrepreneur, and we decided to 
put the entrepreneur in the incubator. The entrepreneur came in April and we made an investment in Sep-
tember, during those six months the entrepreneur had the time to develop the business plan and other docu-

ments in order for us to make an investment decision”. 

 Dan Friberg 2008-04-09 

4.2.1 Analysis  

The three ways for entrepreneurs to get in contact with investors mentioned by Tyebjee 
and Bruno (1984) are represented among our respondents. There was only one investor 
who claims to actively search for investment opportunities, and the respondents’ answers 
indicated that the most common way of contact was for the entrepreneur to initiate the 
first contact.  

All of the respondents in our study mention “networks” as a common source to come 
across investment opportunities. These networks are in some cases formal, in other cases 
informal, and in many cases both. A first time entrepreneur may not have an existing 
“access point” to an informal venture capital network, but getting in contact with someone 
in a formal venture capital network to pitch the business idea should not be a problem for 
the entrepreneur. Three of the investors in the study work closely with incubators and for 
an entrepreneur to be accepted by an incubator will likely increase the entrepreneur’s 
chances of success in many ways, not only through the access to venture capital. If an in-
cubator welcomes an entrepreneur it can be seen as a sign that the business idea is promis-
ing and during the time in the incubator the entrepreneurs will get a chance to prove them-
selves to the incubator’s management and investors.  

Without previously knowing the investors we approached it turned out that all the inves-
tors knew each other through a chain of connections by either previously working together, 
currently working together or knowing each other privately. Thus, we suggest that the en-
trepreneur as a way to raise the attention of potential investors should not underestimate 
the power of socializing and networking as well as receiving publicity in media.  

4.3 Geographical barriers 

Five out of seven respondents mention that they do not see geographical barriers, as a 
problem now days, and where the entrepreneur or the portfolio company is located is not 
of crucial importance for investors when making investment decisions. One of the respon-
dents gives an example why: 

“Entrepreneurs located in Skåne for example have received investments from investors in the northern parts 
of Sweden. Thus, I do not believe the geographical location of an entrepreneur’s company decides if an entre-

preneur will get an investment or not. Plus, I believe information technology help solve such things”. 



 Empirical findings and analysis 

 23

Goran Rubil 2007-12-20 

Another investor similarly state: 

“What we want are as good companies as possible, if they are located in Luleå or Trelleborg does not make 
any difference on our part, and I do not think it would for any other venture capitalist either because an in-

vestor judges a company based on the services or the products it provides”. 

Jonas Rahmn 2008-04-10 

At the same time five of the seven investors go on to mention that the proximity between 
investor and portfolio company does involve both practical and social benefits. The prac-
tical aspect of the entrepreneur being located close to the investor, which is mentioned 
here, is that it provides opportunity for more frequent contact. One of the “seed stage in-
vestors” explains how they overcome geographical barriers with their business model by 
working with different partners who focus their investments to their home region: 

“We get in contact with entrepreneurs through our partners and if we get proposals directly to our office we 
refer the entrepreneur in question to one of our partners which we believe is best suited and has the compe-
tence needed to screen the proposal. This is a good model, which makes it possible to invest in companies 
with different geographical locations as for example Jönköping, Skövde, Halmstad, and Gothenburg. Oth-
erwise we would not be able to manage investments that are geographically spread around the country”. 

Ole Johansson 2008-02-26 

The possible social benefits mentioned by the respondents are easier access to contact net-
works for the entrepreneur, for example through more frequent opportunities to partici-
pate in social events related to the venture capital activity. One of the investors says: 

“A large portion of newly created companies come from the big cities, that is just the way it is, and thus you 
see more investment proposals from the bigger cities. It can also be that companies situated in other places do 
not have it as easy to create networks which can make it harder for entrepreneurs to get in contact with in-

vestors and maybe they do not get in contact with investors to the same extent”. 

Jonas Rahmn 2008-04-10 

4.3.1 Analysis  

When a venture capitalist has made an investment they will often expect to have regular 
contact with the entrepreneur or the management team of the portfolio company. As men-
tioned by Gupta and Sapienza (1992) the investment activity of some venture capitalists 
becomes limited due to travel time and expenses. Making investments close to the home 
location was especially typical for early-stage investors since they generally work more 
closely with their portfolio companies. The study by NUTEK (2005) clearly support that 
this is the situation on the Swedish market as well, where both investors and portfolio 
companies are strongly concentrated to the larger cities. Perhaps the most obvious explana-
tion for this phenomenon is that there is simply more people in the bigger cities, more of 
everything, and therefore there are also more investors and more portfolio companies. 
However, just because an entrepreneur is not located in, or around, one of the larger cities 
does not necessarily make that entrepreneur a less attractive investment opportunity ac-
cording to our study. The responses regarding whether or not the geographical location 
was an issue when making an investment decision was varying among the respondents but 
we can distinguish two major factors affecting this; the portfolio company’s development 
stage and investment syndication. Investors investing in the seed and start-up stages of de-
velopment stressed the portfolio company’s proximity more than those investing in the lat-
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er-stages. The issues of location were mainly solved through syndicating investments with 
other investment partners located close to the portfolio company. This indicates that the 
geographical location of the company does not necessarily have to be a problem for the en-
trepreneur if the entrepreneur can utilize a local “access point” to the network through a 
local partner in the investment syndicate. The majority of the investors did not see geo-
graphical location as a big problem, and perhaps this issue is more of a problem for the en-
trepreneur than it is for the investor, because if someone has to move operations some-
where in order to facilitate business that someone is quite likely to be the entrepreneur 
moving closer to the investor, rather than the other way around. At one of the venture cap-
ital firms they mention how they were three people working actively in the company cur-
rently managing 11 investments, and it is only logical to believe that the proximity must 
have a certain impact under such circumstances.  

Relating this to the previous section regarding how to get in contact with an investor it lies 
close at hand to assume that “being where it happens” will increase the entrepreneur’s 
chances in the pursuit of venture capital. For the entrepreneur to locate the business in 
close proximity to where investors, incubators and networks are concentrated seems likely 
to increase chances of success in different ways, not just the acquisition of capital. Howev-
er, “being where it happens” does not have to imply moving to Stockholm or Gothenburg 
since there are different “hubs” around the country which can be seen as “access points” to 
nationwide networks of capital and competence.  

4.4 Industry preferences 

None of the respondents claim to have any pronounced investment focus towards specific 
industries, except one investor who has a pronounced focus towards energy and environ-
mental projects. Another investor explains why they do not have a pronounced investment 
focus: 

“It has been found hard to manage a niche fund and to find special areas to focus on. This is partly due to 
the fact that it is difficult to find companies that are good enough to build a portfolio within one area, as 

well as the portfolio becomes sensitive towards business cycles”. 

Jonas Rahmn 2008-04-10 

However, a focus towards certain industries can be spotted for some of the respondents in 
their investment portfolios and this focus is related to the competencies present within the 
investment company. No industry is mentioned as specifically unattractive to invest in as 
long as the company has an interesting business idea although there is only one of the res-
pondents in our study who have life science and medical technology companies or projects 
in its portfolio. Several respondents mentioned life science and medical technology as 
fields, which require specific knowledge and have long lead-times.  

Portfolio companies within the ICT or IT industry, or companies providing a product or 
service including an IT component is frequently represented in the investors’ portfolios 
and three of the investors have their investments mainly within ICT or IT. 

4.4.1 Analysis  

According to Landström (2004) investors on the Swedish venture capital market usually do 
not have the opportunity to be industry specialized since the Swedish venture capital mar-
ket is relatively small when compared internationally. This was found to be the case also 
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among the respondents in our study, except for one investor who had a pronounced prefe-
rence towards energy and environmentally related companies and projects.  

The claims made by Zider (1998) and Silva (2004) that venture capitalists invest in good or 
growing industries rather than investing in good people and good ideas can neither be dis-
carded nor confirmed in our study. When looking at the investor’s investment portfolios 
there is a strong presence of ICT or IT related- and service related companies. Four of the 
respondents have their investments mainly in companies working with ICT or IT-related 
products or services. In the study by NUTEK (2005) the service industry and IT-related 
services industry were also two of the most frequently represented among the Swedish in-
vestor’s portfolio companies. Hence, there appear to be industries, which are more attrac-
tive than others to invest in for investors. 

There are indications that investors’ preferences tilted towards certain industries in some 
cases and this depended on the investors’ field of competence.  Even though most respon-
dents claim that a good idea can be interesting no matter which industry it comes from, ca-
tegorizing investors according to industry preference, as it appears from their previous in-
vestments, can help the entrepreneur save time and energy in the pursuit of venture capital. 

4.5 Stage of development  

When it comes to the portfolio company’s stage of development the respondents differ in 
their focus and preferences. Two of the respondent claim to be seed stage oriented, one in-
vestor focuses on start-ups and expansions and two investors claim to preferably focus on 
expansions. The investors who claim to focus on the seed and start-up stages are the ones 
who have connections or work with incubators. In which stage the investors prefer to in-
vest also depend on which industry the portfolio company is in. One of the early-stage in-
vestors gives two examples of the difference between industries in terms of the preferred 
development stage for investments: 

“Material technology companies or fuel cell companies for example, do not have any income at all, they are 
trying to verify the technology and cooperate with industrial actors. The entrepreneur should try to look at 
how it can be improved or if the entrepreneur has reached a stage in which the entrepreneur can make it and 
is about to show that it also can be produced. Commercially speaking one can say that the entrepreneur does 
not have any income or customers at this stage. Then the entrepreneur’s company is at an early-stage”. 

Jonas Rahmn 2008-04-10 

The same investor also gives another example from the IT industry: 

“This can be compared with our IT companies which we put high demands on. We have never invested 
money in an IT company that does not have customers. For IT companies we have a criterion that they 
should have obtained their first customer and have a finished product as well as additional customers that 

are ready to be verified”. 

Jonas Rahmn 2008-04-10 

Two investors who focus more on the growth stages are doing this because they prefer 
companies a couple of years old with less technical risks present. One of the smaller inves-
tors mentions how it is preferable for them if the company has reached as stage where it 
has a repeated business and a regular income, since an investment then involves less risk. 
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4.5.1 Analysis  

Besides categorizing investors according to industry preference the entrepreneur can cate-
gorize investors according the portfolio company’s preference for stage of development. 
Zider (1998) claim that in early-stages when technologies and market needs are still un-
known, as well as in later-stages when competitive shakeouts or consolidations become in-
evitable, are typically avoided by venture capitalists. At the same time the study by NUTEK 
(2003) show that venture capital firms in Sweden make the majority of their investments in 
small and young companies conducting technical R&D projects or operating within com-
puters or the IT industry. In our study, investors focusing on the seed, start-up and growth 
stages of the portfolio company’s development were represented and we could see indica-
tions on the usefulness of what Bradley et al. (2002) mentions about distinguishing inves-
tors in terms of which stage of development they prefer to invest in.  

How the different stages of development are labeled does not seem as important as what 
they actually imply, and knowing what they imply is what is of use to the entrepreneur 
when considering which investors to approach. What is considered as an early-stage of de-
velopment differs between industries and it therefore seems more relevant for an entrepre-
neur to try to envision what is “early” or “late” for the industry they are in, rather than fo-
cusing on any general definitions of development stages.  

Which development stage an investor focuses on depend on many things, such as the risk 
they are willing to take, the amount of money they plan to invest, the amount of work they 
plan to put into the portfolio company to name a few. As many of the respondents explain 
the seed stage is a critical stage of development in many ways and therefore quite a re-
source demanding stage to make an investment in for the investor. This fact can lead to be-
lieve that a company which has passed this stage and is entering the growth stage may be 
seen as more attractive to invest in, in terms of the risk and workload involved for the in-
vestor. Which preferences an investor has regarding the stage of development is often 
communicated in official business information which for example can be found on the 
company’s website.  

4.6 Growth potential 

The common denominator in the responses from all the investors is that the projects or 
companies they invest in have to have a scalable business idea in some way. As one inves-
tor mentions: 

“Our money and competences are used to help create scalability, to launch the product on the market as fast 
as possible, to be the first in Sweden and internationally. This is a typical example of an investment”. 

Jonas Rahmn 2008-04-10 

The market for the company’s product and the market for the company itself stand in fo-
cus. The majority of respondents claim that for a portfolio company to have an interesting 
growth potential it has to be able to reach a reasonable profitability, first on the home mar-
ket and also internationally, i.e. to have scalability. 

The investors who invest in more mature companies (growth and expansion stages) also 
stress factors such as seeing a leverage potential present within the portfolio company, but 
also factors such as being able to see a break-even within a reasonable future. Something, 
which is also mentioned by one of the investors, is that it is important for them not just to 
look at the growth potential but also at which companies sell best for when they want to 
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make an exit. Related to this, another investor mentions that it is generally difficult to sell a 
company, even if it has a unique idea, before a company has reached the growth stage. 

None of the respondents, except one, claimed to have any specific percentage requirements 
on growth potential. The investor who had specific requirements said that their goal was to 
reach an average return of 25 percent per year when calculated at the time of their exit. 
Another investor estimates that venture capital companies have a required total annual re-
turn between 30 to 40 percent from their investors, which will lead the venture capitalists 
to invest in companies with a growth potential within this ballpark or more. 

4.6.1 Analysis  

Van Osnabrugge and Robinson (2000) as well as Brinlee et al. (2004) state that a high ex-
pected demand for the company’s products in combination with a solid strategy on how to 
tap that market is what constitutes a high growth potential. All of the respondents agree 
that this is the case and they highlight different aspects they consider important in this con-
text. When asked about growth potential and what could be considered as sufficient 
growth potential for an investment to be interesting many respondents immediately started 
relating that question to the investment horizon. The majority of the respondents did not 
specify any lower threshold for growth potential in terms of percentage return on invest-
ment or such; since these respondents claimed that those things are decided on a case-to-
case basis. However, as one of the seed stage investors mention, it is difficult to sell a com-
pany before it has reached the growth stage. Hence, for the portfolio company to be able 
to reach this stage it can be seen as a minimum level of required growth potential, which 
has to be present. When a company reaches the growth stage likely differs from industry to 
industry according to what is mentioned in the previous section.  

One investor had the goal of a minimum return of 25 percent. Another investor estimated 
that venture capital companies on average have a required total annual return of 30-40 per-
cent from their own investors, which leads them to invest in companies with growth po-
tential at least within this range or higher, but this estimation cannot be applied to all the 
investors in our study because some of them invest out of their own balance sheet. The re-
sults regarding what can be considered as sufficient growth potential were in this sense in-
conclusive. However, these numbers are at least loosely similar to the estimations by van 
Osnabrugge and Robinson (2000) and Brinlee et al. (2004), whom estimate a minimum 
growth potential around 20 percent. 

Most likely, not all companies in an investor’s portfolio will “take off”. Many of them will 
perhaps generate mediocre returns. But if two of them become exceptional and generate 
annual returns in the hundreds of percent this will lift the overall return of the total portfo-
lio considerably for the investor. This can be a reason why it is difficult for an investor to 
specify a lowest required return for a separate investment, and an investor is quite likely to 
always be looking for as a high return as possible. 

Even though this is inconclusive it gives entrepreneurs an idea of what kind of profitability 
the investors seek in order for an investor to be interested in the entrepreneurial company. 
If the entrepreneur does not have this preferred rate of return the entrepreneur should try 
and scrutinize the business idea to see if it has further development potential i.e. can the 
product be modified to reach a larger audience or can a wider distribution system be 
created.  
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4.7 Influence and control  

The respondents mention different factors, which affect the amount of influence, and con-
trol an investor wants to have over the portfolio company.  One respondent mentions the 
size of the investment and how big of a portion of the total investment an investor pro-
vides as two determining factors. The larger the investment and the larger the portion of 
the total investment the amount constitutes, the more influence and control an investor 
will want to have. A respondent goes on to explain: 

“If investors find that the entrepreneur can manage the company, an investor will most likely take on a pas-
sive role. Investors will take on a more active role for example by being on the board of directors if they feel 
their experience and know-how will have a positive impact on the entrepreneur’s company. It is often enough 

for an investor to be able to call key persons in the company in order to be kept up-to-date”. 

Goran Rubil 2007-12-20 

According to our results, none of the investors in the study have majority positions in any 
of their portfolio companies. One investor mentions that they do not want to own more 
than 25 percent in any of their portfolio companies because they do not want to have to 
report their shareholding as an associated company. Two of the other investors also men-
tion that it is important not to spoil the entrepreneur’s incentive by taking away too much 
of their stock. As minority stockholders influence and control can be exercised in different 
ways by investors depending on their business model, but something, which is mentioned 
by all investors as a crucial tool of influence, is the stockholder’s agreement. The stock-
holder’s agreement contains rules and rights of veto, which gives the investor as a minority 
stakeholder the right to stop certain decisions if necessary. One investor gives an example: 

“We write a solid stockholder’s agreement with all our investment objects. The stockholder’s agreement con-
sists of rules that make it possible for us to exercise our veto, for example if someone wants to pay out divi-
dends from the company, or is to appoint a management position, if the company is to be sold or if a part of 
the product is going to be licensed. Thus, we are not single handily able to carry through important decisions 
but we have the ability to block decisions. Even though we own 15-20 percent of a company we still have 

much influence in the company”. 

Dan Friberg 2008-04-09 

Another way for investors to increase influence over their portfolio companies is by syndi-
cating investments with investment partners, and this is something mentioned by all res-
pondents in our study. Syndicating investments is also done for different reasons and ex-
amples mentioned by the respondents are bringing in special competence which a specific 
partner has, or if greater sums of money are needed than one investor can or wants to 
supply investors can syndicate investments and in this way also share the risk. One investor 
explains: 

“Many venture capitalists are part of a syndicate and invest together with other investors. This means that 
you have an agreement with somebody else which together gives you a dominating influence. We are not al-
lowed to own more than 20 percent, but our partners can also own 10-20 percent, thus giving us a strong 

position together”. 

Ole Johansson 2008-02-26 

However, as another investor mentions, the entrepreneur is often a major stockholder in 
the company and also the one carrying out daily operations in the company, which ulti-
mately puts the entrepreneur in quite a powerful position. Since the investor cannot literally 
force the entrepreneur to do something the entrepreneur does not want to do, there are li-
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mitations of the extent to which the investor can utilize the existing negotiated rules in 
practice. 

4.7.1 Analysis  

As mentioned by Zider (1998) venture capitalists share both success and setbacks with its 
portfolio companies and they therefore generally want to take on an active role as owners, 
especially when investing in early-stages of development. In our study, the respondents 
who focused on early-stage investments showed signs of being more actively involved in 
the development of the portfolio companies and this was part of their business idea. For 
the investors to take on a more active role in the seed and start-up stages of development 
seem only natural since there are many decisions to be made in these stages but at the same 
time there is little information at hand to base those decisions on. Hence, it is not surpris-
ing that an investor wants to be actively involved in the decision-making and contribute 
with relevant competence to make sure the company develops and grows vigorously. 

None of the respondents in our study claim to be interested in having majority stakes in 
their portfolio companies and it was mentioned that it is not unusual for the entrepreneur 
to remain the majority stockholder in the company. The two major means of influence and 
control mentioned by the respondents were through stockholders agreements and syndica-
tion, but the actual influence and control investors had over daily operations in the portfo-
lio company appear to be limited. 

It is hard to give specific suggestions on how to operate in this situation. However, our 
suggestion would be for the entrepreneur to try and come to terms with that in certain situ-
ations the entrepreneur will have to give up influence and control of the company in order 
to see if it grows and prosper. If the entrepreneur is not willing to sacrifice power of the 
company it might be wise to reconsider venture capital as a source of financing, and look 
for other financing options or another type of venture capitalist.  

4.8 Current financial situation 

When it comes to what the current financial situation should look like for the entrepreneur 
when approaching an investor the respondents gave rather similar answers. All the respon-
dents agree that it sends a positive signal if entrepreneurs invest some of their own money 
in the company. This works as an incentive for the entrepreneur and sends a positive signal 
to investors that the entrepreneur is committed and believes in the business idea. One res-
pondent mentions: 

“The entrepreneur should show belief in the product and commitment to the company. One way for the en-
trepreneur to do this is by investing time and money in the company”. 

Goran Rubil 2007-12-20 

How much money the entrepreneur should invest is another question, but the incentive lies 
in if it is a significant portion relative to what the entrepreneur can spare.  

Four of the respondents specifically mention that they do not consider it to be a positive 
thing if the entrepreneur has taken out a personal loan to fund the company, with for ex-
ample the entrepreneur’s own house as collateral. In this case the entrepreneur has a differ-
ent need for cash flow and the respondents mention how this can put the entrepreneur in a 
difficult situation, and a desperate entrepreneur can become less efficient and creative. One 
of the four respondents says: 
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“Preferably you do not want the entrepreneur to have a mortgage on a house because if it does not work out 
the entrepreneur will be in a difficult situation. The entrepreneur might not work well under pressure”. 

Jonas Rahmn 2008-04-10 

4.8.1 Analysis  

When starting a company entrepreneurs should use their own money as a first source of 
funding (Bhidé, 1999; Baeyens & Manigart, 2005) and according to the respondents, for en-
trepreneurs to have a significant sum of their own money invested in their business sends a 
positive signal to investors that the entrepreneur believes in the business idea and is com-
mitted to pursuing it. Our results indicate that entrepreneurs should invest as much as 
possible of their own capital in the business before approaching an investor. It lies close at 
hand to believe that it would appear odd to an investor if the entrepreneur was relatively 
wealthy, but not willing to invest further in their own business. In that case the entrepre-
neur would not need to seek venture capital in the first place, if it is not to bring in compe-
tence. 

On the other hand, the respondents did not consider it to be positive for entrepreneurs to 
stretch their own financial situation as far as taking out personal loans to get money to in-
vest in their business since this can put the entrepreneur in a difficult situation. If taking 
out a personal loan indicates more of a “desperation” than it indicates a positive commit-
ment in the eyes of an investor it preferably should be avoided by the entrepreneur.  

4.9 Patent 

Whether or not patentability is necessary for an investment opportunity to be interesting to 
an investor, or if it can be neglected depends on what kind of product the entrepreneur 
provides and which industry the company is in. One investor summarizes what the majori-
ty of the respondents say in the following quote:  

 “Everything equal, ceteris paribus, it is better to have a patent than to not have a one”. 

Dan Friberg 2008-04-09 

However, a patent does not matter to investors if it does not have anything to protect, if 
the patented product cannot sell and capture market shares for the company. It can be dif-
ficult for the entrepreneur to launch a product, even if the entrepreneur has a patent, if 
there is a competitor who already has a large share of that market. The IT and software in-
dustry are particularly mentioned by the majority of respondents as industries where pa-
tents are regarded as less important. In these industries it is rather about finding a window 
of opportunity, launch the product, take it to market and quickly capture market shares. 
Two of the reasons for this which are mentioned by the respondents are that software pa-
tents are possible to circumvent to some extent and that the patent will result in revealing 
too much sensitive information about the product. One investor comments regarding this: 

“There will always be 15 guys in China that are much smarter and come at a lower cost than Swedish en-
gineers who will be able to copy almost anything. As a result it is always possible to copy technology whereas 

to “copy” a position on the market is much harder”. 

Oskar Säfström 2008-03-21 

One industry mentioned by the majority of the respondents to have exceptionally long 
product lead-times is the life science industry (e.g. pharmaceuticals, bio-tech and medical 
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technology). Because of this, patents can be completely necessary in order to be able to 
commercialize a product and get investors to invest within that industry. The mechanical 
industry is also mentioned as an industry where patents should be emphasized if the oppor-
tunity exists. There is no general answer, thus patentability has to be investigated from case 
to case in order to see if it is possible to license the invention.  

4.9.1 Analysis  

According to our results there is no general answer to whether a patent is necessary or not 
for an investor to make an investment. Whether or not an invention needs to be protected 
by a patent depends completely on what kind of invention it is and which industry it con-
cerns. We can determine from our results that if all else is equal, it is better to have an in-
vention protected by a patent. At the same time we can also determine that there are cases 
when applying for patent can be negative in the sense that in involves revealing sensitive in-
formation about the invention just as Tyebjee and Bruno (1984) found in their study. 
However, this was not the undisputed view of the majority of the respondents. 

If there is an opportunity to get proprietary protection of some sort (not only patent) and 
there is a clear benefit of doing so for the product, that opportunity should be explored by 
the entrepreneur. The IT and software industry are specifically mentioned by the investors 
as industries where patents are considered less important and the recommendation to an 
entrepreneur within this field would be to disregard applying for patent and instead focus 
on competitive protection through efficient market capitalization and being protective of 
business secrets. 

4.10 Confidentiality 

There is no doubt among all of the respondents that an entrepreneur always has to be will-
ing to reveal and present everything regarding the business idea for the investor, because 
the investor needs to take everything there is to know into their assessment. However, pro-
tection for the entrepreneur can be obtained through a non-disclosure agreement between 
the parties before a presentation and the majority of the respondents mention this. On the 
other hand, two of the investors mention that they rarely sign non-disclosure agreements 
because it can lead to complications since investors take part of information from different 
sources. One of these investors explains why: 

“The problem with the non-disclosure agreement is that investors take part of sensitive information all the 
time and in these agreements it is stated that investors are not allowed to pass that information on to a third 
party, in which case the investor can be prosecuted for that. But we can also have encountered the same in-

formation from someone else”. 

Jonas Rahmn 2008-04-10 

One investor specifically mentions that they have a pronounced policy not to comment on 
the entrepreneurs who present ideas to them and the companies in their portfolio. The ma-
jority of the respondents claim that it is in their best interest no to leak information in or-
der to maintain their business honor and reputation as trustworthy investors. Also men-
tioned by the majority of the investors is that they are not a competitor to the entrepreneur, 
and they do not have an ambition to run a company on their own. However, a situation 
when the entrepreneur should be careful is when meeting with people in the same industry, 
or possible competitors and all respondents mention this. One investor comments: 
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“If an entrepreneur seeks up an investor I do not think this is anything the entrepreneur should worry 
about. However, if the entrepreneur meets with people in the same industry then one should be careful. But 
what is an investor to do? Ideas are probably not something you have the desire, can, or have the energy to 

pinch. I have never heard of an investor who has pinched an idea”. 

Martin Skoglund 2008-02-26 

Two investors mention that they have encountered complications regarding the origin of a 
business idea they have invested in. One of these investors explains: 

“Unfortunately, we have been in situations where a person/company comes along and say that they have al-
ready invented this product. These companies might not have a patent, instead they have been in talks with 
the entrepreneur three years ago and the company thinks it is theirs and that they have copyright to the 

product. Thus, in some situations we have to deal with copyright questions”. 

Ole Johansson 2008-02-26 

However, all the respondents say that for entrepreneurs to feel comfortable revealing their 
secrets is generally not a problem. One investor gives an example on why: 

“You will feel if there is some sort of chemistry between the venture capital firm and the entrepreneur. We 
have a couple of meetings with the entrepreneur before the technical aspects of the product are described. 

There is also a lot of focus on the market, the potential of the product and that the right people are involved 
in the entrepreneurial company initially. It is later in the process when we verify the technology and by then 

you have built up a level of trust for each other”. 

Dan Friberg 2008-04-09 

4.10.1 Analysis  

When the entrepreneur approaches an investor the entrepreneur will always become more 
or less exposed. All investors mention, confidentiality agreements as a way for the entre-
preneur to get some sort of protection, but the usefulness and the meaningfulness of these 
seem difficult to determine. The most significant insurance the entrepreneur seems to have 
is the investor’s word, and the investor’s desire to maintain a good reputation within the 
venture capital industry. 

But according to the respondents this is generally not a problem in most cases. When the 
time comes for the entrepreneur to reveal every aspect of their invention the process has 
already gotten pretty far and a mutual trust has formed between the parties at this point.  

The entrepreneur should be careful when in contact with competitors or players in the 
same industry; this implies that when making a presentation to a venture capital company 
the entrepreneur should take a look at the investor’s current portfolio to see that they have 
not already invested in something too similar, since this theoretically could involve a risk 
for the entrepreneur, since the entrepreneur is then indirectly presenting to the industry.  

4.11 Business plan 

How complete the business plan should be when the entrepreneur seeks funding depends 
on what type of business model the investor in question work after. The investor who in-
vests in the seed stage and has a business model where they work with incubators or part-
ners who work with incubators put strong emphasis on the entrepreneur to have a solid 
and complete business plan. An investor explains why by stating:  
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“For us to make an investment we need a solid business plan as a foundation in order to decide whether to 
invest or not. There are other investors, who say the opposite, that entrepreneurs who are not able to sum-
marize their business plan in three PowerPoint slides should not bother presenting the idea, and that the 
business plan will be made first after the entrepreneur has been able to convince the investor to make an in-
vestment, based on the PowerPoint slides. We do not work like this, since we work with incubators who are 
professionals at writing business plans. Thus, if an entrepreneur comes to us directly it can be difficult for 

them to have a good business plan, but we demand that they do”. 

Ole Johansson 2008-02-26 

Two of the other investors who both invest in the growth stage of development are vague 
in their description regarding their preference on the completeness of the business plan. 
They prefer a business plan to be short and concise and at the same time clear and com-
prehensible. Sometimes they help develop a business plan together with the entrepreneur.   

The remaining four respondents do not emphasize that the entrepreneur should have a fi-
nished business plan when approaching them because it is part of their business model to 
assist the entrepreneur in creating a professional business plan. These investors stress that 
the entrepreneur has to have a clear business idea and a plan on how to implement it, but 
initially it does not have to be detailed in print. One of these investors explains: 

“We meet with the entrepreneur many times before an investment in order to find out if the entrepreneurs 
know what they are doing and have started their business and if they show signs of having concrete ideas. 
This requires that the entrepreneur has a clear business plan, however, it does not have to be written down 

and presented in the world’s best format”. 

Dan Friberg 2008-04-09 

Three of these four respondents also mention that they think it is more important for the 
entrepreneur to focus on the daily operations of the company in the beginning, or as one 
of them puts it “getting out there and making things happen”, instead of spending time and 
energy on writing a detailed business plan the first thing they do. However, a business plan 
will be needed at some point. 

4.11.1 Analysis  

The claims made by Freear et al. (1994), among many, that an entrepreneur needs to pro-
vide an investor with a solid business plan before an investment can be done can be con-
firmed in our study, with some adjustments. In some cases the business plan was seen sort 
of as a “ticket of admission” the way Stark and Mason (2004) describe it, but not all res-
pondents looked at the business plan this way. 

How detailed the business plan should be depends on which investor the entrepreneur ap-
proaches and this depends on the investors business model. One of the respondents who 
work closely with incubators stresses the importance for the entrepreneur to have a de-
tailed and solid business plan in order for them to consider an investment, because the in-
cubators they work with are professionals at writing business plans. Therefore the investor 
does not spend time helping entrepreneurs developing a business plan because it should al-
ready be done by one of their partners in cooperation with the incubator. Since this is their 
business model if entrepreneurs approach them directly they will expect the same from 
them. There is no discrepancy among investors that entrepreneurs have to have thought 
through all the aspects of their business idea thoroughly before presenting it, but there are 
differences to which extent the business plan has to be developed before a first presenta-
tion. The investors who appreciate short and concise business plans are those who have it 
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as part of their business idea to be active and help entrepreneurs develop a proper business 
plan for the future. Thus, it the entrepreneur does not already have a solid business plan 
the entrepreneur should preferably make sure to approach an early-stage investor, venture 
capital consultant or incubator who has it as their business idea. It is frequently mentioned 
by the respondents that the entrepreneur should focus on the day-to-day operations of 
running the business and that business development is typically something entrepreneurs 
need assistance with sooner or later. 

4.12 The first presentation 

What is frequently mentioned as important by the respondents regarding the entrepreneur’s 
first presentation of the business idea is how entrepreneurs must show they have consi-
dered as many aspects of their business as possible and that they have a complete and rea-
listic understanding of their business. The investors who plan to let the entrepreneur go 
through an incubator phase before their investment showed lower expectations regarding 
the details of the presentation before the incubator phase and higher expectations after the 
incubator phase. One of these investors gives an example: 

“The business plan can be presented as a PowerPoint; ten slides for example, which clearly describe the 
business idea, the potential customers, and how the investor will make money. This is enough to make an 

investor interested to look closer at a company”. 

Dan Friberg 2008-04-09 

Where the investors who prefer to invest in companies in later-stages of development 
showed relatively higher expectations regarding the completeness of the initial presentation. 
One of these investors gives an example: 

“The entrepreneur has to cover all the aspects or possible risks in their presentation as well as they have to 
show they are aware of the market situation, how to organize themselves. In short, the entrepreneur needs to 

have an answer for everything”. 

Martin Skoglund 2008-02-26 

What all the respondents mention, using different words, is how they form some sort of 
“gut-feeling” about the entrepreneur’s personality and abilities. One investor explains how 
the first presentation tells a lot about the entrepreneur: 

“During the hour when the entrepreneur presents the business plan and answer our questions we will get 
kind of an idea of whether this is right or wrong. As an investor you quickly notice that certain types of 
people fit, while others do not. As an investor you have seen many entrepreneurs pass by thus you have 

learnt which type of person who is able to handle it. For example you notice if a person listens to what you 
have to say and take that into consideration in a positive way, even if it is criticism”. 

Ole Johansson 2008-02-26 

4.12.1 Analysis  

Our results indicate that the quality of the first presentation which the entrepreneur holds 
before a venture capitalist will have a great impact on whether the investment process will 
continue beyond that point or not. The ultimate challenge for the entrepreneur during the 
presentation is to convince the venture capitalist that the business idea has true potential by 
covering all possible aspects of the business in the presentation. Judging from the answers 
by the respondents it is not enough for a business idea to have potential if the entrepreneur 
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cannot convincingly present its potential in the presentation because then the entrepreneur 
will not likely be able to realize the potential of the business idea to a full extent. There is 
no recipe for the perfect presentation, which can be derived from the results in our study, 
but we can distinguish a connection between investors preferred stage of development for 
investment and their degree of expectation on the first presentation by the entrepreneur. 
Investors working in connection with incubators and focusing on investments in the earlier 
stages of a portfolio company’s development tend to indicate lower expectations on the 
presentation relatively to investors focusing on later-stages of a portfolio company’s devel-
opment. For the entrepreneur to make a successful presentation the entrepreneur should 
try to anticipate which questions an investor will pose in order to not be caught off guard.   

4.13 The entrepreneur as a person 

Something, which is explicitly stressed by all respondents, is the importance of the entre-
preneur as a person. The personal qualities of the entrepreneur are something all respon-
dents claim to be important in their investment decision. One of the investors comment on 
this: 

“The rule of thumb says that is better to have a semi-good idea and a good entrepreneur, rather than a good 
idea and a poor entrepreneur. This is not entirely true but in order to be successful an entrepreneur absolute-

ly has to be able to manage a company. This is important”. 

Ole Johansson 2008-02-26 

There are numerous different qualities and characteristics mentioned by the respondents 
and examples of the most frequently reoccurring (mentioned by 50 percent of the respon-
dents or more) are the selling ability, drive, optimism, belief and passion, staying-power, 
confidence, humbleness, credibility and last but not least experience and skills. The last two 
qualities regarding the entrepreneur having relevant skills and experience are mentioned by 
each and every one of the respondents, one investor comments on this: 

“The entrepreneur is important when evaluating a company. At the first meeting we want to know if the en-
trepreneur is skilled, what kind of track record the entrepreneur have and what they have done before. This 

is often what makes or breaks an investment.” 

Jonas Rahmn 2008-04-10 

Something, which is explicitly mentioned by six of the seven respondents, is the entrepre-
neur’s selling ability. One investor emphasizes the importance of the selling ability: 

“The entrepreneur is here to show us that they can sell themselves, and if the entrepreneur is not able to do 
that, the entrepreneur will probably not be able to sell the product either”. 

Martin Skoglund 2008-02-26 

The most frequently mentioned reason why the entrepreneur needs to have the ability to 
sell is because the entrepreneur needs to be able to negotiate and close deals for the com-
pany, both with small local company owners, but also with heads of global multimillion 
corporations. Thus, if the entrepreneur does not possess these skills the entrepreneur might 
be replaced as the leader of the company at some point in the future. One investor ex-
plains:  

An inexperienced entrepreneur has to be aware that if we do not find the entrepreneur suitable of running 
the company we will find someone more experienced to be the CEO of the company. It is important that the 

entrepreneur is on the same page as us regarding this matter”. 
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Martin Skoglund 2008-02-26 

Another investor similarly explains how it is common to have an entrepreneur whose big 
dream is to be the CEO of a company, which is based on their own invention: 

“We see many business plans and often we all say the same thing i.e. the idea is good but the entrepreneur 
has to be replaced. Not completely replaced, because the entrepreneur always has a part to play, but perhaps 

not as the CEO or the person who is going commercialize the project. An entrepreneur who lack self-
insight, are often the type of person who is not able to get an investment and these are also the entrepreneurs 

who complain that the venture capital market does not work”. 

Ole Johansson 2008-02-26 

Yet another respondent stresses the importance for entrepreneurs to know their own limi-
tations and recognizing the need to bring in new competence: 

“Entrepreneurs need to be aware of their limitations and when it is the right time to bring in new compe-
tences as well as the entrepreneur needs to be able to let go of the role as the CEO or chairman of the board 

if necessary”. 

Goran Rubil 2007-12-20 

It is mentioned by the majority of the investors that there can be a difference between the 
innovator of the business idea, and the entrepreneur who is to commercialize the idea. For 
companies in the service industry this difference is not as evident, but it is more evident 
when it comes to technical products. One of the investors explains how a founding team 
preferably should be made up:  

“If there are many owners of the entrepreneurial company the founders should complement each other, for 
example one is a technician, one is a seller and one is able to build companies”. 

Jonas Rahmn 2008-04-10 

4.13.1 Analysis  

Brinlee et al. (2004) among others, claim that the most important criterion for all investors 
is the first impression, the enthusiasm, trustworthiness and the perceived expertise of the 
entrepreneur. Macmillan et al. (1985) similarly state that the quality (experience and perso-
nality) of the entrepreneur is what ultimately will decide whether or not a company will re-
ceive funding. These claims seem to indicate that the outcome of the investment process 
seems to strongly depend on the entrepreneur as a person. 

All of the respondents had a lot to say regarding the entrepreneur as a person and how that 
affects their investment decisions. It has been impossible to establish a fixed set of charac-
teristics, which seem to characterize a “winning” entrepreneur, but two frequently reoccur-
ring characteristics mentioned by the respondents are interestingly the combination of self-
confidence and humbleness. At a first glance this may seem a bit contradicting, since self-
confidence is sometimes synonymous with being cocksure or even stubborn in some cases. 
However, what this combination of self-confidence and humbleness seem to imply is that 
the entrepreneur has to have a clear sense of reality and what is doable, or in other words 
be aware both of one’s own limitations and strengths. On the other hand, something, 
which is also reoccurring in the answers from the respondents, is that the entrepreneurs of-
ten are, and should be, optimistic because this is what drives the entrepreneur and helps the 
entrepreneur carry on through tough times. It does seem like an entrepreneur has to be 
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quite an exceptional individual, both self-confident and humble and also realistic and opti-
mistic at the same time. 

Many of the personal characteristics mentioned by the respondents also seem to be differ-
ent words for the same quality; namely driven. The quality or characteristic of being driven 
is also what is mentioned by Utvecklingsfonden (1989) to be the typical characteristics ac-
tually defining an entrepreneur. Many of the characteristics or qualities mentioned by inves-
tors are also quite similar to what is typically described as traits of a leader. 

According to Zider (1998) the founder of a company is seldom the person who can grow it 
and that person is seldom the one who can lead a large company. Thus, it is unlikely that 
the founder will be the same person who takes the company public. Something, which our 
study clearly shows is that an entrepreneur in many cases has to be prepared to relinquish 
control of the company as it develops and this is something, the entrepreneur should be 
aware of from the beginning. Something for the entrepreneur to consider right from the 
start, if possible, which is also mentioned by one of the investors at the very end of the 
empirical section is to include someone who is business oriented and/or has a charismatic 
seller personality in the entrepreneurial team from the very beginning, to act as the leader 
of the company, especially if the entrepreneur is more of an “innovator”. This way the en-
trepreneur can act as the specialist in the company and focus on being the technical prob-
lem solver and product developer for example. It lies close at hand to suspect that an en-
trepreneurial team comprised of partners with skills and qualities complementing each oth-
er will result in a more fruitful venture than if entrepreneurs were all of the same sort. One 
of the paradoxes is that it can be hard to attract the kind of people who possess the busi-
ness skills and experience needed in these early-stages of development because of the un-
certainty and the fact that there is often little or no money to pay adequate salaries. A single 
entrepreneur in search for a complementing business partner therefore probably has to rely 
heavily on personal contact networks for the purpose of recruiting such a partner.  
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5 Conclusion  

In this chapter we present the conclusions drawn from our study. The conclusions are formed as suggestions 
and presented in a “hand book-like” manner.  

The purpose of the thesis has been to provide guidance for an entrepreneur in pursuit of 
venture capital through describing and interpreting how investors assess criteria in potential 
investments. These conclusions below therefore aim to provide guidance for the entrepre-
neur and shed light on the different issues treated in the thesis and also give suggestions on 
possible actions to take. 

How to get in contact with an investor 

An entrepreneur should utilize access points to both formal and informal networks as far 
as possible. A suggested starting point could for example be a local incubator if the com-
pany is young. 

Geographical barriers 

For a young company the geographical proximity to the investor appear to be positive in 
our study. We therefore conclude that for the entrepreneur to locate the business where in-
vestors are clustered will increase the entrepreneur’s chances in the pursuit of venture capi-
tal. Firstly, because of the social opportunities of “being where it happens” when pursuing 
an investment, but also to increase the fruitfulness of an investment by facilitating more in-
teraction and contribution from the investor. 

Industry preferences 

We conclude that investors have preferences towards certain industries depending on their 
field of competence. By looking at investors previous investments and other official infor-
mation the entrepreneur can get an idea of within which field the investor has competence 
and thereby preference towards. Another way of determining in which field an investor has 
competence can be through socializing and contacts networks and this is suggested once 
again for this reason. 

Stage of development 

An entrepreneur should categorize investors according to the development stage prefe-
rence but what we conclude to be even more important is for the entrepreneur to reach the 
appropriate development stage for the industry the entrepreneur is in before trying to pur-
sue a venture capital investment. 

Growth potential 

The results regarding what could be considered sufficient growth potential in the eyes of an 
investor depended on too many aspects and were therefore inconclusive. What can be con-
cluded is that a business idea should preferably have international growth potential. How-
ever, it is up to the entrepreneur to convince the investor on this point, i.e. that the busi-
ness has a growth potential sufficient enough to invest in. 

Influence and control 

As minority stockholders investors exercise influence and control over their portfolio 
companies through stockholder’s agreements and syndicating investments with other inves-
tors and thereby together becoming strong in votes. The suggestion here is that the most 
important aspect for the entrepreneur is to make sure they are “on the same page” as the 
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investor on where the business is headed from the very beginning in order to limit the 
possible power struggle ahead and be very open with ones intentions. 

Current financial situation 

The conclusion is that entrepreneurs should invest as much as possible in their business in 
relation to what they can spare in order to convey their commitment to the business. How-
ever, taking out personal loans to fund the venture is not recommended since it can in-
crease the already significant pressure on the entrepreneur to perform and thereby reduce 
creativity.  

Patent 

We conclude that if all else is equal, it is better to have an invention protected by a patent. 
The IT and software industry however appear to be an exception since companies in this 
business rely their success more on gaining and sustaining market shares. 

Confidentiality 

We conclude the most important insurance the entrepreneur has is the investor’s word, and 
the investor’s desire to maintain a good reputation within the venture capital industry. 

Business plan 

The more mature the company is, the more complete the business plan is expected to be. 
Our conclusion is that having a detailed business plan is not a necessity, and it depends on 
the business model of the investor. 

The presentation 

The later the preferred stage of the portfolio company’s development is, the higher expec-
tations the venture capitalist has on the presentation, similarly to the expectations investors 
have on the business plan.  

The entrepreneur as a person 

An entrepreneur has to be “driven” and should preferably exert a combination of self-
confidence and humbleness. The entrepreneur also has to be ready to relinquish leadership 
and the suggestion is that the entrepreneur should actively work to bring in new comple-
menting competence into the venture. 
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6  Final discussion  

In this chapter we reflect over the process of writing the thesis and our results. We will highlight possible 
shortcomings of our study, followed by a discussion regarding who the thesis will be of interest to and some 
suggestions regarding future research. 

6.1 Reflections  

 “Being a venture capitalist is probably the most difficult job a person can have” 

Martin Skoglund 2008-03-26 

When we heard this comment in one of our interviews we did not think so much of it, but 
it has become increasingly clear to us that there is much truth in it. The venture capital in-
vestment process is probably one of the most complex business processes one can choose 
to study and it is our opinion that anybody who says otherwise does not fully understand 
the entire extent and numerous aspects involved in the process. Something, which we dis-
covered early on, was that many aspects of the investment assessment process were diffi-
cult to handle separately, since many of them are linked and depend on the other aspects. 
What further complicates the study of venture capital investments is that the many aspects 
of the process are entire research fields in themselves and the assessment process therefore 
indirectly involves a large portion of everything there is to know about business altogether. 
Sorting out relevant literature and compiling it together without trying to assess, interpret 
and make sense of the results in our study has therefore been a challenging task, but at the 
same time a very instructive and rewarding one. 

Due to the complexity of the field of venture capital there was never any doubt regarding 
which approach to take towards the study and we are pleased that we took a qualitative ap-
proach because it has helped us gain insight and understanding of the many aspects of the 
process without which we would not have been able to interpret and make sense of our re-
sults. Since the qualitative approach to research lack strict guidelines and structure all the 
insight, understanding we could get about the topic of our study have been necessary in 
order to creatively structure the study and analyze our findings in a meaningful way. 

Since our study takes its staring point in the questions posed by one specific entrepreneur 
our findings do not represent any complete guide for entrepreneurs who are pursuing a 
venture capital investment, but our findings highlights central aspects of the investment 
process and it can therefore contribute to enlightening the entrepreneur on these very as-
pects, and we would also like to argue that these findings can be of use to other entrepre-
neurs in similar situations.  

The conclusions of our study have been presented in a “hand book-like” manner or as a 
sort of “crib sheet” for the entrepreneur in pursuit of venture capital, but the real substance 
and possible value for the reader lies in reading the empirical and analysis chapter. The rea-
son behind the rather creative structure of this chapter is to make it possible for the reader 
to easily grasp what is being said so that it can be readily used as guidance.  

An ultimate scenario would perhaps have been to interview the entrepreneur and the inves-
tors before an investment was sought by the entrepreneur as well as in a post-investment 
situation.  
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Due to time constraints, the sensitivity of the entrepreneur to not reveal too much infor-
mation about possible investors to approach as well as the restrictions investors have re-
garding openly discussing prospective investments this has not been a possibility.  

First and foremost the topic and the findings of the thesis is of interest to the entrepreneur 
which the study is based on, however, we believe the thesis contain useful information for 
any kind of entrepreneur in a similar situation who is in the position of seeking venture 
capital. Being aware of how investors looks at entrepreneurs and their business ideas will 
hopefully lead to a better understanding of the venture capital market and what an entre-
preneur should have in mind when meeting with an investor.  

According to Bolander (2008) the year 2007 was a record year for Swedish venture capital 
firms. Last year Swedish venture capital firms sold portfolio companies for SEK 102 billion 
collectively, which was an increase with SEK 62 billion compared to 2006. To put how 
much the Swedish venture capital industry has grown over the last decade into perspective 
it can be said that the collective sales of portfolio companies back in 2003 was “only” SEK 
15 billion. The venture capital industry does not seem to have suffered notably from the 
American financial credit crisis which has slow down the rest of the world’s financial mar-
kets because risk-willing capital continue to flow into Swedish venture capital funds. (Bo-
lander, 2008) There can be reason to believe that the effects of the recent financial crisis 
will be delayed since the average life span of an investment is currently 4.6 years and it 
therefore lies close at hand to suspect that we might not see as massive increases in growth 
in the future as we did in 2007 (Bolander, 2008).  

In any scenario it is satisfying for us as authors of the thesis to see that our study is con-
ducted in the midst of a growing Swedish venture capital industry and we hope that our 
findings can contribute to a further positive development. By providing guidance on how 
investors assess different aspects of a business and giving possible suggestions on how to 
operate in the pursuit of venture capital we hope to offer a better starting point for the en-
trepreneur and thereby facilitate the creation of more fruitful deals between entrepreneurs 
and investors of a growing venture capital industry. 

6.2 Proposal for future research  

One issue which has come to our attention during the process of our study is that investors 
see a need for entrepreneurial companies to be able to attract skilled CEOs whom have the 
needed leadership abilities and also the ability to build the organizational infrastructure the 
portfolio company needs as it grows. This is often what makes or breaks an investment. 
Someone with the experience needed for this purpose will likely take their competence 
elsewhere to a bigger organization where there is more stability and greater rewards. Our 
suggestion for future research is to solve this complex question.  

6.3 Final word  

A thesis is not just a result of the authors’ accomplishments; a thesis is built on the inter-
play between several individuals. Therefore, we would like to thank everyone who has 
helped make this thesis possible. First and foremost, we would like to thank the entrepre-
neur and the venture capitalists and venture capital consultant who have participated in the 
study and without whose help it would have been impossible to gather the empirical ma-
terial. The sincerity and kindness shown to us is greatly appreciated and we hope we have 
been able to present the material in an accurate way. Finally, we would like to thank our tu-
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tor, Helén Anderson and our opponents whose advice and recommendations has guided us 
through challenging situations.  
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Appendix 1 – Interview guide entrepreneur 

Background 

� Place and date of the interview 

� Name  

� What is your background? 

� How come you decided to develop a product and start your own company?  

� How did you finance the company in the beginning?  

Topics of discussion  

� Tell us about the concept of you product? 

� What are the core benefits of the product?  

� How far have you come in the development process?  

� Do you find it difficult to find venture capitalists?  

� Have you been in contact with a venture capitalist prior to us meeting you? 

� If yes who/whom has you been in contact with?  

� If yes, where was the venture capitalist located (Gothenburg, Jönköping, and 
Stockholm)? 

� Why are you looking to finance your business with venture capital?  

� Have you considered taking a loan instead of seeking venture capital?  

� Have you considered a public investment instead of venture capital? 

� How big of an investment are you looking for?   

� How large share of the company are you willing to give up in order receiving an in-
vestment?  

� What will the venture capital investment finance? 
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Appendix 2 – Interview guide investors 

Background  

� Place and date of the interview 

� Name 

� Previous experience? 

� Current position? 

Topics of discussion 

� How do you get in contact with investment opportunities?  

� Do you make investments in specific stage of development? 

� Do you prefer to focus your investments in specific industries?  

� What should a “winning” business plan contain?  

� How important are patents?  

� How do entrepreneurs make trustworthy presentation?  

� How can entrepreneurs present themselves without exposing their business idea? 

� How do you evaluate the background and the personality of entrepreneurs seeking 
an investment?  

� Should the entrepreneur’s own finances be tied up in the project?   

� How much influence and control do you prefer to have in a portfolio company?  

� How large share of the company should an entrepreneur be willing to give up in 
order to receive an investment?  

� Does the geographical location of the entrepreneur in relation to your company 
matter when considering an investment?   

� Can you define what “high” development potential is for you? 

� What is a reasonable investment horizon for you?  

� How do you prefer to make an exit? 

 


