
 

 
I N T E R N A T I O N E L L A  H A N D E L S H Ö G S K O L A N  
HÖGSKOLAN I JÖNKÖPING 

 

 

 

 

 

 

 

Venture Capital  
W h a t  f a c t o r s  l i e  a t  t h e  b a s i s  f o r  Ve n t u r e  

C a p i t a l  i n v e s t m e n t  d e c i s i o n s ?  
 

Masters Thesis within EMM 

Authors:      Ulf Hellquist 

                    Matija Kraljevic 

Tutor:          Olof Brunninge 

Jönköping    January 2006 



 

 

Master Thesis in EMM 

Title: Venture Capital: What factors lie at the basis for Venture Capital                                  
investment decisions  

Authors: Ulf Hellquist, Matija Kraljevic 

Tutor: Olof Brunnige 

Date:  2006-01-20 

Subject terms: Venture capital, investment decisions, start-up,venture firm  
 

Abstract 
Introduction:                 Venture capital investment process is complex and different firms               

vary greatly in their investment practices. This has resulted in 
authors given several different factors that could be imperative 
for venture firms investment decisions. There is thus no 
consensus in the field of venture investing.  

 

Purpose:                          The purpose of this thesis is to list which factors are important for 
venture capital firms investment decisions in start-up firms.     

 

Method:                          The authors conducted structured phone interviews with seven 
venture capital firms in Sweden.   

Conclusion:                 The authors found the following factors to be important for 
venture firms investment decisions in start-up firms; Busienss 
plans that demonstrated the thinkings of the entrepreneur, 
communicate ideas, visions, product, market, competition, 
growth potential as well as the planned intentions with the 
recived funds. They also desired realistic, concreate, simple plans 
that explained the implementation process of the start-up firm. 
The second factor that was important was markets where large 
markets, market growth, market share, market entry and global 
markets were mentioned. The third factor of importance was 
product, in which uniqueness, simplicity, patents and time-to-
market were listed.  Management was the fourth factor of 
importance, in which sensibility, competence, technical skills, 
entrepreurial spirit, attitude, humbelness, determination, 
openness, drive, chemistry and confidence were included. The 
fifth factor of importamce financial embraced ROI, economioes 
of scale, valuation and the size of the investment. The last two 
important factors that the authors found to be important for the 
venture firms in the study were location and industry.  
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1   Introduction 
In this section the readers will be introduced to the subject. This will be followed by a short problem 
discussion that will lead in to the stated purpose of the thesis.   

1.1 Introduction 

Benoit stated in his book “venture capitalist investment behaviour” from 1975 that the venture 
capital investment process is complex and that different venture capital firms vary greatly in 
their investment practices. This notion seems to hold true even to this day. There is still no 
clear picture of how and on what basis the venture capitalist make their investement 
decisions (Hill & Power, 2001). Roberts (1991) states that this unclearity is a results of each 
venture capital firm having their own set of guidelines and rules, often unwritten, that they 
follow. This ambigioty has thus resulted in authors giving various factors for the basis of 
venture capitalist investment decisions.  

1.2 Background 
Wu (1988) continues on the statement made by Roberts (1991) in the introduction, 
declaring that there probably are as many varieties of venture investing as there are 
practitioners. This is evident by the array of factors given be diverse researchers, all 
presenting different decision factors that are acting as the basis for venture capitalists 
investment decisions. Wu (1988) himself found several criterias to be important such as the 
following; the market potential of the product, the companies ability to penetrate markets, geographic 
vicinity, the area of technology and the entrepreneur in question. Wu (1988) states that the most 
essential component of these is the entrepreur, due to venture capitalists desire to back a 
strong and dynamic leader that is truly commited to the project and his people. He declares 
that a venture capitalists basically invests in people and their ability to realise their dreams. 
Zacharakis & Meyer (1998) have another take on the issue. They found that the entrepreur 
was not the main determinante of the venture capitalists process in deciding to invest or 
not. They found market characteristics to be a better determinate of who gets funding or 
not. They however listed different market characheristics than Wu (1988). They listed 
market competition and market familiarity as important factors. Shepard, Ettenson & Crouch 
(2000) and Tybjee & Bruno (1984) were in agreenace with the findings of Zacharakis & 
Meyer (1998). They both found market competition and market familiarity to be important 
factors in the venture capitalists investment decisions. Shepard et al. (2000) and Tybjee & 
Bruno (1984) findings were however not limited to only these two factors. Tybjee & Bruno 
(1984) listed a number of other factors, namely; size of investment, cash-out potential, product 
differentiation and Shepard et al. (2000) took yet again a new turn by introducing two new 
factors, timing and educational capability. A factor that particulary stood out from all the other 
factors was an additional factor mentioned by Zacharakis and Meyer (2000). They 
mentioned business plans as an important factor in venture capitalists investment decisions. 
They stated that venture capitalists can make successful investment decisions from the 
information that is contained in a business plan. It is widely recognised that many good 
investments opportunities have been passed over by venture capitalists due to the quality 
and content of the business plan (Cooke, 1996).  

One question that automatically pops up; why are there then so many and diverging factors 
present in the field of venture capital investing?. Cardis, Kirschner, Richelson, Kirschner & 
Richelson (2001) offer one alternative explanation. They states that the inconsistency of 
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venture capital investments decisions is due to the speculative nature of it. The venture 
capital firms lack solid information on the new business, such as it´s history or track 
record. It thus makes it hard to analyze the investment potential of the new company. 
Roberts (1991) on the other hand, states that the inconsistency of venture capitalists 
investment decision is instead due to the venture capitalists difference in backgrounds, 
experiences and prejudices. This will, according to Roberts (1991) show itself in their 
investment process and decision criteria’s. Zacharakis & Meyer (1998) puts it more 
blatantly, the difference is basically due to the venture capitalist not themselves 
understanding their own decision process and essentially  instead following  their intuition 
and gut feeling. So, to sum it up; there is a plethora of factors that could influence venture 
capitalist investment decisions but seemingly there is no consensus in the field, so; should it 
be left to secrecy or could gains be made from gaining a deeper understanding?  Basically; 
why is it so important to understand the venture capitalist investment process? Shepherd et 
al. (2000) gives two valuable reasons for gaining a better understanding of their decision 
process. First, it could be strategic beneficial to understand venture firms  decision 
processes as they are good to predict new firm performance and secondly; today’s economy 
is in fact almost totally driven by the firms that the venture capitalists are acting as a 
primary springboard for, namely small entrepreneurial start-up firms.   

1.3 Problem Discussion 
As has been mentioned; the venture capitalist investment decision process is complex and 
unclear and there seems to be various factors that affect their investment decisions. This 
difference could be the outcome of personal characteristics of the venture capilatists like 
background, experience and culture. As many of the conducted studies have been carried 
out in the states, it could be of great interest to see if the factors will vary in a Swedish 
context. In order to observe these cultural and personal characteristics of the venture 
capitalists, the authors decided to conduct a qualitative study. Here the venture capitalists 
will be able to express their own factors without having the constraint of an already made 
questionariee.  

1.4 Purpose 
The purpose of this thesis is to list the factors that are of importance for venture capital 
firms when making their investment decisions in start-up firms.     
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2 Frame of References 
This chapter aims to give an overviewed of venture capital and the characteristics of it. This will be followed 
by their investment decision process and the information that lies benith. The frame of refernce will act as the 
basis for gaining a deeper understanding of the authors empirical findings.  

2.1 Venture Capitalists 
Small companies have always had problems in raising money from investors due to the 
high failure rate of small businesses;  a 50 percent overall failure rate in the first three years 
of operations. There are however many sources of finance, such as the local/central  
government, European community grants, company suppliers, customers, clearing banks, 
merchant banks, loans from family/friends and venture capital firms (Mckeon, 1994). The 
most common ways to finance a start-up business has been to take loans from friends, 
family or banks. In recent years, however, venture capital financing has gained 
recognition as a fund generator for small entrepreneurial firms (Connect Sverige, 2005).  

There is a strong funding need for start-up firms that are in an early stage of development 
and the venture capitalists welcome these kinds of investments. This is why venture capital 
financing has played and still plays a catalytic role in the entrepreneurial process and is seen 
by many as the very core of it (Bygrave & Timmons, 1992). Why do then venture capitalists 
welcome these kinds of investments when most other investors back away from them? An 
easy way to explain it is that start-up companies both embody high levels of risk and high 
levels of return (Cooke, 1996). Venture capital firms are thus the type of investors that are 
willing to accept these risks in order to obtain high levels of return (Hill & Power, 2001). 
They see  a great opportunity for capital gains by backing these types of companies (Cooke, 
1996). They basically gamble on the rapid growth of the businesses, hoping to reap a 300-
500 percent return on their investment within 3 to 5 years (Ryan & Hiduke, 2003).  

In general terms, venture capitalists are investors that seek a higher value growth than they 
are able to gain from traditional investments or placements. Venture capital firms will be 
enticed to invest money in a start-up business if the return on capital is higher than can be 
expected from investments on for example the stock market (Connect Sverige, 2005). 
Venture capital is thus most suited to businesses which can show rapid growth (Cooke, 
1996). Another reason for venture capitalist desire to invest in firms that can show rapid 
growth is due to the investment often being time limited. This means that venture capital 
firms aim at disposing their investment in a given time frame and exit the firm, namely 
cash-out (Connect Sverige, 2005). The schedule for a typical venture capital investment is 4 
to 7 years (Cooke, 1996; Camp, 2002).   

It is however not just a capital investment (Connect Sverige, 2005). Besides from receiving 
funding from the venture capital firm, the start-up firm will benefit from other factors, 
offerings that go far beyond the monetary. The venture capital firm offers the start-up 
company experience in building companies, contacts to help the firm build distribution 
channels and assemble an appropriate management team, if necessary. They has a wealth of 
contacts that can be converted to anything from customers and suppliers to strategic 
alliances. Venture capitalist basically understands the entire life cycle of a company, from 
getting started to going public or being acquired (Hill & Power, 2001). Unfortunately; some 
disadvantages do exist as well. The management team is bound by the rules of the venture 
firm, complete freedom of operations are unlikely, more accountability is required and 
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disputes can easily arise. As in all partnerships, the venture capital firm has to be consulted 
on significant events and developments within the company. Roughly speaking, one can 
say that there is a trade-off between growth on the one hand and freedom of 
action/thoughts on the other (Cooke, 1996). This trade-off is more likely to occur with a 
venture firm that follows a hand-on approach with their investments. A hands-on approach 
is a venture capitalist that takes a more executive director oriented approach. Many of the 
smaller venture firms follows this type of approach since they are eager to preserve and 
enhance the few investments that they hold. The bigger venture firms usually follows a 
hands-off approach and have minimal involvement in the day-to-day running of the 
businesses (Cooke, 1996; Golis, 2002). The choice of following a hand-on or hands-off will 
not only be influnced by the size of the venture firm. It is also influnced by the stage of 
investment. Venture capitalsist that for example are focused on early stage investments, are 
often required to follow a hands-on approach. They are obliged to stay close to the firm 
and offer support. Failing to do so could harm the companies ability to develop properly 
(Fichera, 2001).  

2.2 The Venture Capital investment process 
There have been venture investments that have been incredible successful such as Apple 
computers, Tandem and Genetech. These investments achived in exess of 100-folded 
returns when they went public. There have been spectacular failures too. Cases where 
venture capitalist have been unwilling to write of a loss and continued to throw good 
money.  Evidence show that failing venture investment are more likely than unlikely. Out 
of the more than 400 US venture capital companies, only the top 50 or so are very 
successful.  Nethless to say, the venture business is not an easy business (Wu, 1988). 
Venture firms has recognised this precarious situation of their investments and as a result 
they take their time in collecting as much information as possible to make better decisions.  

Taking it from the top, the venture firm investment process start with deciding if they will 
invest or not. They basically only have two alternative ways to go; either invest or not 
invest. This utterly simple way of thinking is displayed in the below figure and the resulting 
outcomes;   

 

                                            Successful                     Good 
                                             Venture                       Return 
          Invest 

                                              Failed or                        No  
R                                          “living dead”                Return 
          Don’t invest                             

                                                                    No loss/No return 

 

Figure 2.1  Venture capitalists decisions. Zacharakis and Meyer, 2000.  

The preferable outcome would obviously be to invest in a successful venture that provides 
the venture capitalist with good returns and capital gains. The worst case scenario, on the 
other hand, would be to have a failing venture that offers no return. The venture capital 
firm will basically lose all or at least a big part of their investment capital. So the venture 

VC 



 

 7 

capitalists has to be really careful and cautious to avoid this pitfall. How does the venture 
capital firms make their decisions in regards to their investments? Fichera (2001) states that 
venture capitalists follow a specific process known as the VC process in making their 
decisions. The VC process is as follows;  

 

 

     

 

 

Figure 2.2 The VC process. Fichera, 2001 pg. 292 

The first step in the VC process is screening business plans, followed by a personal meeting 
with the entrepreur and then the conduct of due diligence (Fichera, 2001).  Due diligence is 
the procedure of veryfing the facts about the company under investigation. It could include 
interviews with key personell, suppliers, customers, competitiors, thourough review of 
relevant document, visit to the factory and so on. The purpose is to achive a complete 
understanding of the company, its past, present and future as seen from every possible 
perspective. (Wu, 1988). It is a drawn out process that normally takes several months to 
complete (Zacharakis & Meyer, 1998). To receive funding new ventures must pass the 
initial screening; review of the business plan.   

2.2.1 Business Plans 
Business plans can generally be said to serve an internal and an external purpose. Internally 
in the sense that it provides the company with a way to develop ideas and plans on how 
they want the business to develop (Siegel et al., 1993; Gumpert, 2002). Visualizing and 
analyzing future plans, can help the company to allocate resources correctly, handle 
unanticipated complications and make good business decisions. It can also reduce the risk 
of failure due to the plans provision of detailed and structured information about the 
company and its surroundings (Tovman, 1998; Ryan & Hiduke, 2003). It serves an external 
purpose by acting as a tool for venture capitalist to asses the quality of the investment 
opportunity and the entrepreneur. It is a good way for venture capitalists to figure out if 
the entrepreneur in question is able to run the company successfully (Camp, 2002). This is 
achieved by looking at the general presentation of the plan and how they communicate 
their ideas (Golis, 2002). They value business plans that communicate clear, concise, 
thorough, realistic and credible information (Camp, 2002). The biggest mistake that 
entrepreneurs often make when writing a business plan is making it too long and failing to 
keep it concise (Ashton, 2004).  

Thomas Karlsson (2005) studied both the internal and external role of business plans in 
new ventures. He found that entrepreneurs did not use the business plan as a guiding 
document in their actual operations. It was not seen as a valuable tool in the day-to-day 
running of the company. Externally, Karlsson (2005) found that external constituent like 
venture capitalists did attach some importance to the written business plan, but they did 
not consider the plan to be crucial. This is supported by Elango et al. (1995), stating that 
when it comes to early stage investments, like start-ups, the venture capitalists spends much 
less time and significance on evaluating a business plan than for a late stage investment. 

Business  
Plan 

Initial 
Meeting 

Due  
Diligence 

Investment 
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This is due to the late stage firm having more history and information available than a start-
up, thus making it more viable to evaluate. Roberts (1991) however found the opposite to 
be true. He found that external constituents did place an importance on business plans for 
start-ups and that there is a clear correlation between business plans and funding. He found 
that entrepreneurs that plan well and have well-supported plans will have opportunities and 
that the plan will constitute their main line of attack on venture capitalists. It could basically 
make or break a deal. Zacharakis & Meyer (2000) also recognised the external opportunities 
with business plans, stating that venture capitalists will not only be able to use the 
information contained in a business plan to make their investment decision but also 
successfully predict them. There is thus a dividence on the external importance of the plan 
amongst the researchers and this is evident in the subject field as well. There have been 
numerous books written on the subject of business plans and its relative importance in 
terms of investments but the subject has not generated the same attention in the research 
field. There has been little objective analysis and research done on the impact of business 
plans on venture capitalists investment decisions for start-up firms (Roberts, 1991). Even 
tough there is a general dividence in the field at large in reference to the importance of 
business plans, venture capitalists receive plentiful of plans from start-up firms. Roberts 
(1991) state that the annual number of proposals can range from anywhere between 500 
and 2000.  

2.2.2 Initial meeting  
The second step in the VC process is the initial meeting with the entrepreneur. Venture 
capitalists place a great importance on face-to-face meetings as they feel that it is difficult to 
evaluate the entrepreneur by just relying on the information given in the business plan (Hill 
& Power, 2001; Fichera, 2001; Golis, 2002). Wu (1988) states that sometimes a personal 
meeting and interview with venture capitalists can be a critical factor in engaging the 
venture capitalists attention and interest. They thus place an emphasises on intangible 
factors in regards to the entrepreur. One intangible factor that is mention is personal 
compatability. Is the entrepreur personally compatable with the venture capital firm. This is 
of importance to venture capitalist as they maintain close working relationships with the 
companies under considerable amount of time. The chemistry has to be present in order to 
ensure an effective working relationship. If this is present the company is much more likely 
to be successful and prosper (Camp, 2002). The passion, conviction and enthusiams of the 
entrepreur are other intangible factors that are considered (Fichera, 2001; Golis, 2002), as 
well as reliance, trust and commitment (Cooke, 1996; Wu, 1988).  

Zacharakis & Meyer (1998) however gives a few words of caution to venture capitalists. 
The researchers state that venture capitalists may fixate to heavily  on the lead entrepreneur 
due to for example a dynamic personality. In such instances it can impede on optimal 
decision making and they can place a greater importance on personal characeteristics than 
is appropriate. Judging entrepreurs on how well their personality  fits with the venture 
capitalists is one instance that could be opens for mistakes. How well can the venture 
capitalsist really get to know an individual in one or even more meetings? Relying on 
meeting with the entrepreur to judge the entrepreurs capabilities could be dangerous. 
Zacharakis & Meyer (1998) thus urge venture capitalists to dig deeper and investigate 
further.  
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2.2.3 Due diligence  
The third step in the VC process is the due diligence. After having reviewed the business 
plan and personally met with the entrepreneur, the venture capitalists continues to inform 
themselves regarding the company that is considered for investment. It is this informing 
process that has come to be called “venture capital due diligence”. It is a thourough 
investigation and analysis venture capitalist makes of a prospective investment to see if it 
meets their strategy and criteria for funding. The reason for making use of due diligence is 
a desire to make better investment decisions and thereby improving the returns. They 
attempt to get a complete understanding of the company and bring clarity to the situation 
(Camp, 2002). As mentioned previously, the venture capitalsist make use of several 
information sources in their due diligence process, such as interviews with key personell, 
suppliers, customers, competitiors, thourough review of relevant document, visit to the 
factory and so on. This information in gathered in order to make justifiable assessment of 
the factors that they feel are imperative, namely the market, product, management team, 
financials, industry and location (Camp, 2002).  

2.2.4 Market 
There are a number of factors that venture capitalists look for in terms of market.  Golis 
(2002) and Fichera (2001) brought up market size, market growth and market share. 
Fichera (2001) states that venture capitalist prefer new and emerging markets; markets that 
are not large today but will be in the future. Camp (2002) states that the overwhelming 
majority of venture firms prefer to invest in start-ups that are aiming at these very large 
markets.  There are many reasons for this preference. Large market are very “forgiving”. 
Even a company with a mediocre management team and a mediocre execution could 
produce big wins in a large market. Secondly, large market often hold a promise of high 
sales, earnings and high returns. This is supported by Golis (2002) pointing to the inability 
for venture firms to produce the necessary profit in smaller markets. There are however 
some pitfalls with these markets. Larger markets unfortunately often attract big and 
powerful competitors (Camp, 2002). This could be one of the reasons that some venture 
firms instead desire start-ups targeting niche markets. Wu (1988) states that new entrant, 
such as start-ups, with limited resources has a better chance of survival in niche markets. 
This is due to it involving fewer and smaller competitiors within narrowly defined 
technology and product areas.  

Zacharakis and Meyer (1998) conducted a study in US, and they did found that market 
growth and market size were two important factors that impacted venture firms investment 
decisions. They found them to be crucial factors. The importance of market growth was 
also supported by Elango, Fried, Hisrich and Polonchek (1995). Tybjee & Bruno (1984) 
also conducted a study in the US, they found some additional market factors to be 
imperative. Besides the two already mentioned, market size and growth, they found market 
accessability, market need, low barriers to entry and markets that are not price sensitive to 
be important.  

2.2.5 Product 

Product is another factor that venture capitalists value. Venture capitalist try to retrieve the 
following information about the product in their due diligence process; proprietary status,  
uniquness and differentiation, simplicity and time-to-market (Cardis et al, 2001; Camp, 
2002; Golis, 2002; Fichera, 2001). Venture capitalists want to know how proprietary the 
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company´s product is, namely how difficult it is for other companies to copy the product. 
Venture capitalist try to answer this question by analazing three factors, first-mover 
advantage, barriers to entry and intellectual property protection. Product with a first mover 
advantage, high barriers to entry as well as patents will entice the attentions of many 
venture capitalists (Cardis et al., 2001). Cardis et al. (2001) state that patents are vital for 
firms in specific industries but not all. In higly competitive industries it could be a waste of 
time applying for a patent. In these instances it could be more vauable to perfect the 
product instead of protecting it. Fichera (2001) however declares that the importance is not 
tied to the industry, but is instead a result of the current opinion that is prevailing amongst 
venture firms. In these days venture firms place a higher emphasise on patents due to a 
conviction that value is increasingly being created and held through them. 
Uniquness/differentiation is another important product factors that is looked upon. 
Having a uniques product is important as it is very difficult to replace a product of an 
already established competitor (Fichera, 2001). A third product factor that is regarded is 
product simplicity. Venture capitalists value simplicity as it can result in greater customer 
acceptance (Golis, 2002).The last factor that is mentioned is time-to-market, namely the 
time it takes to get the product to the market. Venture capitalists place an importance on 
time-to-market due to a realistion that there only is a limited timeperiod available for start-
up to take advantage of market opportunites  and they thus need to get the products to the 
market as early as possible in order to be successful (Camp, 2002).  

Tyebjee and Bruno (1984) found product differentiation, patents and barriers to entry to be 
important for venture firms in their study. They saw them as important factors to deter 
competition and enjoy high profit margins. Elango et al. (1995) found that highly 
differentiated product were sought by venture capitalists as well as patents in their study.  

2.2.6 Management 
After having had a personal meeting with the entrepreur in the early stage of the VC 
process, the venture firm needs to collect more hard fact about the entrepreneur. The due 
diligence process is where the venture capitalist collects these facts about the entrepreur as 
well as facts about the management team in general. There is thus a need to asses tangible 
factors in addition to the intangible that were assesed in the initial meeting. The tangibles 
aspects refer to the factual information about the management and the entrepreneur.  The 
venture capital firm looks at different factors when it comes to this aspect, namely;  
background, track history and the composition/make-up of the team (Camp, 2002). In 
terms of background and track history, venture capitalists will be most impressed by a 
management team with industry related experience and a impressive track record. Venture 
capital firms always believe that past success is the greatest sign of future success (Ryan & 
Hiduke, 2003; Fichera, 2001). In referenec to the composition and make-up, Camp (2002) 
state that the team needs to be complete and knowledgeable in critical area such as finance, 
sales, marketing and operations (Camp, 2002). Strengths in sales and marketing are 
generally the most essential skills to posses. The only situation where these skills could 
diminish in importance are situation where the management team have exceptional 
technical ability. If the management team are leadning and the very best in terms of a 
specific technology, they have an enourmous advantage over the competition and thus not 
in dire need to be knowledgad and skilful in marketing and sales (Cardis et al., 2001). This 
is however second guesses by  Wu(1988). Wu (1988) states that regardless of the quality in 
terms of technical skills, the management team need to have a broader understanding. They 
need to understand the entire business in order for the company to survive and grow.   
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Shepherd et al. (2000) conducted a study in Australia with 64 venture capitalsist. They 
found that industry related competence was important as well as educational capability. The 
venture firms associated higher profitability with high industry related competence as well 
as high educational capabilities. Tybjee and Bruno (1984) also stated that the  managerial 
capabilities of the ventures founders was important.  Muzyka et al. (1996) studied 51 
venture firms around Europe and found leadership ability of the entreprur and the 
management team to be the most important factor.   

2.2.7 Financial 
The financial factors that will determine if venture capitalist will invest or not are; amount 
of capital required and sougt after, valuation and exit. (Camp, 2002; Cardis et al., 2001). 
One question that venture capitalist often ask themselves are; how much capital is sougt 
after by the start-up. Venture capitalists generally have a preferred range for the amount 
they would like to and are willing to invest (Camp, 2002). When it comes to the second 
financial factor valuation, venture firms generally prefer companies that are not too highly 
valued. Low value companies will maximize their ownership as well as the return on their 
investments (Camp, 2002). Start-ups are however often overvalued. Cardis et al. (2001) 
states that the reason for this is that valuation is a very emotional issue for entrepreurs. 
Many entrepreurs have put all of their efforts and money into purusing their dream and 
obviously they will value it according to this (Cardis et al, 2001). The third financial factor 
exit is another factor that venture capitalist place an emphaise on. Cardis et al. (2001) states 
that, if venture capitalist do not see the possibility of an exit strategy within an acceptable 
timeframe (3-5 years), they will not make an investment. An exit basically entails a 
conversion of illiquid investments (company stock) into either cash or freely tradable 
stocks. The conversion to cash is done through a trade sale and the conversion into freely 
tradable stocks is done through an IPO(initial public offering)  or an merger (Cardis et al., 
2001) Trade sales and an IPO are the two most common ways to exit a company. A trade 
sale involves sales to a third party company in exchange for cash, shares in the third party 
company or other assets. Trade sale are quick and a relatively certain route providing that 
the company has shown a good track record. IPO on the other hand, enables the venture 
firm to gradually or completely exit a company through publicly quoted stocks (Cooke, 
1996).  

Tybjee & Bruno (1984) found that the size of the investemtent and the ability to exit were 
important factor in their study. Elango et al. (1995) however found that the ability to exit 
were more important for smaller venture firms than for larger. They found that large firms 
were the least concerned about having the ability to quickly exit an investment. Muzyka et 
al (1996) also found exit to be important as well as two additional factors that have not 
been mentioned, fit with the fund and time to break even. They found that the fit with the 
fund was an important factor but not a crucial one. They stated that this had been a 
conventional idea that venture firms only invested in companies that were compatible with 
their portfolio. Their study however showed that venture firms will work and invest in 
start-ups that did not fit well with the rest of their investment portfolio.   

2.2.8 Industry 
Venture capitalists often prefer to invest in specific sectors and industries. Camp (2002) 
stated that the reason for this specialisation is that venture firms are unable to have and  
maintain sufficiently deep knowledge across all industries. Having deep knowledge is 
necessary in order to make sound investment decisions. They  thus specilize in order to 
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completely understand the investment opportunity that they are presented with (Camp, 
2002). This is supported by Evanson (1998), stating that as venture investments are 
timelimited, they will only be able to make good decision if they  focus on industries that 
they are knowledgable about. This results in industry preference amongst the venture 
capitalists (Evanson, 1998).  The majority of venture capitalist have high technology as a 
industry focus (Gompers & Lerner, 2004; Cardis et al., 2001).  Fichera (2001) states that 
this is due to the industries characteristics of growth and expansion. The industry brings 
opportunities for strong and quick growth (Gladstone & Gladstone, 2002).  This is also 
emphaises by Allen (2003); industries that operate in volatile environments like high-
technology industries contains higher degrees of risk. Consequently, the rewards are usually 
higher as well. Having high technology focus, that today is seen as trendy industry, could 
also be the result of wanting to attract other venture firms. These firms are as stated earlier 
growing rapidly and thus in need of constant and consistent funding. Consitent funding 
that perhaps is hard to accommodate for small venture firms. These smaller venture firms 
are thus relient on additional venture capital firms to offer funding (Hill &Power, 2001).  

2.2.9 Location 
Location is another factor that venture firm considers in their due diligence process. Pratt 
(1981) states that location has somewhat diminished in importance in recent years. 
Increasing cooperation among venture firms has lead to sharing responsibility for local 
monitoring and involvement. Cooperation had lead to the ability of having portfolio 
companies that are more scattered than before (Pratt, 1981). Camp (2002), Evanson (1998), 
Cardis et al. (2001) however state that location has not diminished in importance and that it 
still is a large factor in venture firms investment decisions. They state that venture firms are 
not willing to give up control to other venture firms and that they themselves want to be 
able to monitor and periodically visit their portfolio companies, consult regularly with 
senior management on strategic decisions and attend meetings (Camp, 2002). Many venture 
firms also take the location factor a bit further, stating that they would only invest in 
companies that are located two hours away and companies that are located in proximity to 
appropriate infrastructure channels Camp, 2002).  

Tybjee & Bruno (1984) found that geographic location was an important factor. The 
venture firms in the study stated that it was important due to their desire to regualry meet 
with the management of the new venture. They also found, like Camp (2002) mentioned, 
appropriate and sufficient infrastructure to be important. The venture firms limited their 
investment activities to major metropolitan areas with easy access, in order to maintain 
travel time and expenses at manageable levels. They however found that this criteria 
sometimes was ignored if the venture firms could involve the participation of another 
venture firm that was located in close proximity to the start-up Elango et al. (1995) found 
that location only was important for smaller venture firms. Larger venture firms that more 
often make large scale investment will not be that influnced by the location of the start-up 
firms as small scale investments, which they refer to as a local market.  This is due to their 
ability to spread the fix transaction costs of travel and travel time over a large investment. 
Muzyka et al (1996) however found that location was not an imperative factor. They found 
that it was only important to a critical minoritet of the researched sample.  
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2.3 Discussion of the research findings 
Eight research studies were used as the basis for this study and it is clear that there is no 
clear consistency in the knowledge of the venture capital firms investment decisions. It 
could therefore be of great interest to further investigate the reasons for the differences 
and perhaps similarities. The authors thus intends to present the studies more thourolly by  
illustrating; their theoretical perspective, chosen method as well as the factors that were 
found to be important. Five of the nine research studies aimed at listing the factors that 
were important for venture firms investment decision; Tybjee & Bruno (1984), Roberts 
(1991), Elango et al. (1995), Muzyka et al (1996) and Shepherd et al. (2000). The remaning 
three studies; Zacharakis & Meyer (1998), Zacharakis & Meyer (2000) and Shepherd & 
Zacharakis (2002)  did not list specific factors that were important for venture firms 
investment process. These studies had a somewhat different approach as they looked at the 
decision process in itself. 

Following is an ouline of the five research studies that listed specific factors and the 
characteristics of their studies;  

 Tybjee&Bruno 
(1984) 

Roberts 
(1991) 

Elango et al. 
(1995) 

Muzyka et 
al. 

(1996) 

Shepherd et 
al. 

(2000) 

Method Study 1 
Telephone survey 

with structure 
questionarre 

Study 2 
Mail questionaree. 

In-depth interview Mail 
questionaree 
Closed end 
questions 

4-point scale 
4=essential 
1=irrelevant 

Questionaree 

Personally 
handed 

Mail 
questionaree 

 

Sample Study 1: 46 
Study 2: 156 

2 149 73 64 

Location US 
California 

Massaccussets 
Texas 

US 
Boston 

US 
Califonia(North,

South) 
Midwest 

Silicon valley 
New York 

Texas 
 

Europe 
UK 

Germany 
Austria 

Switzerland 
Italy 

France 
Belgium 

Spain 
Portugal 

Netherland 

Australia 
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Factors Initial screening 
Size of inv. 
Technology 

Location 
Second Screening 

Market size 
Market growth 

Market accessability 
Market need 

Product 
differentiation 

Managerial 
capabilities 

Enviromrntal threat 
resistance 

Cash-out potential 
 

 

Product 
Location 

High growth 
potential 

Equity interest 
Realistic,qualitative 

business plans 
Size of investment 

Technical leadership 
Technical markets 

Non-price sensitive 
markets 

Close, effective 
work relationship 

Management 
Proprietary 
products 
Product 

uniquness 
High growth 

market 

Leadership 
ability 

Product with 
ability to 
maintain 

competitive 
market 
position 

 Ability to 
deliver the 
product to 
the market 

 

Indutry 
related 

competence 
Educational 
capabilities 

Competitive 
rivalry 
Timing 

Table 2.1 Outline of research findings 

.  

One interesting aspect that can be noticed from the ouline is that four of the five studies 
utilized a quantitative approach. It was only Roberts (1991) that made use of a qualitative 
approach in his study. Eventhough the overwhelming majority followed a quantitative, this 
method has been seen as inappropriate method to use in this specific context. Muzyka et al. 
(1996), that themselves followed a quantitative, stated that the scaling methods that are 
most commonly used in quantitative methods bring forth limitations of sort. These scales 
include a single hierarchy of decision criterias that each individual reserhers themselves 
regards as important. Another limitations is that these scales also often are constructed 
differently. The authors have the same grades but with different meaning. 

The three remaning studies had, as was mentioned, another take on the issues. They did 
not list factors, they instead looked at the venture capitalsists decision process; Zacharakis 
and Meyer (1998), Zacharakis and Meyer (2000) and Shepherd & Zakarakis (2002) 
Zacharakis and Meyer (1998) study included 51 practicing venture capitalist from Colorado 
Front Range and Silicion Valley in California. The researchers made use of social judgment 
theory from cognitive psychology to act as a framework for understanding the venture 
capitalists decision process. Social judgement theory underlying assumption is that decision 
makers do not have access to “real” info but instead perceive that information through 
proximal cues. These cues quantitatively describe the relationship between someones 
judgment and the information used to make judgments.. The purpose was to compare a 
venture capitalists actual decision process to the stated decision process.  They were 
presented with 50 potential investments and the venture capitalists were asked to evaluate 
the investment in order to judge if it will fail or succeed. This information was then later 
subjected to regression analysis. The information retrived from this would represent the 
venture capitalists actual decision process. In addition to this the venture capitalist were 
provided with a scheme of how they believed they used the information by splitting 100 
point by each presented information factor. This would then give an indication of their 
insight and this would represent their stated decision process. The study showed that the 
venture capitalists in general had a difficult time introspecting about their decision process. 
The venture capitalist did not have a strong grasp on their decision making processes. 
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Zacharakis & Meyer (2000) conducted a new study two years after the previous mentioned. 
The researhers used the same point of departure as in the study from 1998 interms of a 
social judgement theory perspective and the same respondents. There were two difference 
in this study. First; the use of a 7 –point Lickert Scale, were the venture capitalsist were 
asked to rate the potential of each venture to fail or succeed. 5-7 represented high success 
probability, 1-3 high failure probability and 4 represented the inability for the venture 
capitalists to assses the outcome of the venture. The second difference was the use of a 
statictical model, the bootstrap actuarial model. The researchers wanted to investigate the 
superiority of the model in terms of the models ability to better predict actual outcome 
than the venture capitalists. They found that the Bootstrap actuarial model better predicts 
actual outcome than the venture capitalists.  

The last study that looked at the decision process was the study by Shepherd & Zacharakis 
(2002). This  study included 66 venture capitalists from 47 firms in Australia. The 
researchers also implemented the social judgement theory perspective in search of reaching 
their results. The researchers made used of conjoint analysis to model the decision policies 
of venture capitalists in their assessment of new venture profitability. Two methods of data 
collection were used; first an experiment that was personally collected by the reserchers and 
secondly, an experiment that was sent by mail. Analysis of variance was performed on the 
importance weight of those responses collected through mail and thoses collected by the 
authors. They found that.bootstraping models represent an opportunity for improved 
decicion accuracy.  

The reserhers themselves discussed the positives in using statistical models in venture 
capitalists investment decisions. Zacharakis & Meyer (1998) stated that the more 
information the venture capital is confronted with the more likely is that their 
understanding will decrease and Shepherd & Zacharakis (2002) found out that statistical 
models like the bootstrap model could assist the venture capitalsist in this issue.  

.   
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3 Method 
This chapter will present the chosen method that the authors will pursue. The chosen companies will be 
presented as well as the people that were included in the study. The chapter will end with presenting the 
validity and reliability as well as the interpretation process in the study.     

3.1 Pre-understanding 
The authors original intent was to research a topic that was posted on JIBSNET by Tomas 
Karlsson. The topic refereed to investigating the role and importance of busienss plans in 
acquiring resource from venture capitalists This was a topic that subsequently followed 
Karlssons own dissertation “Business Plans in new Ventures” from 2005.  

Following this first introduction to the subject on JIBSNET, the authors conducted a 
thorough literature review to obtain an overall understanding of the topic. The sources that 
was used to obtain this understanding were; general books in the subject, articles, research 
papers from Journal of Business Venturing as well as publications retrived from databases such 
as ABI/INFORM Global.  

The review showed two things; first the authors found that there had been little objective 
research done on the importance of business plans and secondly; there were other factors 
presented that statedly had a more profound impact on venture capitalists. These findings 
allured the authors to take a somewhat different route from the original topic suggested by 
Tomas Karlsson and broaden it to incorporate other factors as well besides business plans.  

3.2 Qualitative research approach  
The author’s purpose with this study is to provide the readers with a list of factors that lay 
at the basis for venture capitalist investment decisions. To answear the stated purpose, the 
authors chose to conduct a qualitative study. This approach was selected after the authors 
had studied the available research findings and the criticsm brought up by the different 
reserchers. Elango et al (1995) and Zacharakis & Meyer (2000) were two studied that 
strengthened the choice of a qualitative approach. Elango et al (1995) states that qualitative 
research is likely to be necessary as there could be cultuaral differences among the venture 
capitalists; differences that would be hard to graps and make visible using quantitative 
research. Zacharakis & Meyer (2000) also supported this logic by stating that each 
individual perceives the world differently and thus leading to different decisions and 
choices. So the authors chose to conduct a qualitative research study in answering the 
stated purpose since this would make it possible to grasp cultural differences as well as 
individual differences. The choice was thus made on the basis of the complexity of the 
subject since venture capitalists all have their own set of guidelines and rules that they 
follow, it is important for the authors to report these different versions and not to identify 
one version of the research question.  

Jacobsen (2002) has put forth a set of guidelines to follow when working with a qualitative 
research process, which the authors tend to pursue;  
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Figure 3.1 Conduct in a qualitative research process (Jacobsen, 2002) 

3.3 Interviews  
The first step in the research process is to decide how the data should be collected. The 
authors decide to conduct seven phone interviews with seven different respondents. The 
authors made use of a structured and standardised interview format with open-end 
questions, namely the questions were asked in an orderly and regular order to enable 
comparable responses without having set alternatives (Clarke & Dawson, 1999). The 
authors chose this format for two reasons; first, the use of open-end questions would 
facilitate the respondents to freely express their own opinions and views and secondly; the 
structured part of the interview was decided upon after realising that the participants only 
had a limited amount of time available for the interviews. By having structured questions, 
the authors concluded that directing the interviews and keeping to the questions in the 
format, it would aid in keeping to the tight time schedule as well as assuring that all the 
questions were asked.  The interview format and schedule was based on 11 questions 
(Appendix A). These 11 questions were all based on the information in the frame of 
reference. Five of the 11 questions (questions 1-5) in the interview format were specifically 
linked to the business plan due to the author desire to grasp the meaning and importance 
of them.  An additional three questions (questions 7, 8,11) were also specifically linked to 
certain factors in the frame of reference. The remaining questions (questions 6, 9,10)  were 
more general in set-up and not distinctively linked to any specific factors. These questions 
were included to enable a freer response on which factors they themselves placed an 
importance on.   

The interview questions were emailed to the respondents beforehand to establish a more 
rewarding and trustworthy conversation. The average length of the interviews was 
approximately 40 min, some more other less. All of the interviews were recorded with the 
help of an mp3 player.  

3.3.1 Pilot 
The preliminary interview questions were tested on ALMI in Jönköping.  This was done to 
see if the language was clear enough and if the questions were understandable and 
comprehendible. The outcome of the pilot did not result in any changes of the set 
questions.  
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How will the 
sample selection be 
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How will the 
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How reliable and 
valid are the 
conclusions that are 
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be 
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3.4 The sample selection process 
The second step in the research process is related to the sample selection process; how did 
the authors go about selecting the sample? 

Initially, the authors wanted to conduct face-to-face interviews. This decision sparked a 
process of contacting venture capital firms in the proximity of the Jönköping area. To find 
prospective sample companies, the authors made use of the homepage “Swedish Venture 
Capital Association”. The homepage lists all active venture capital firms in Sweden. On the 
homepage, selections could be made on the specifics of the venture. The only specifics that 
the authors went by were venture firms that invested in start-ups. The authors retrived ten 
different venture firms from Jönköping, Göteborg and Linköping from the homepage. 
These firms were later contaced by phone to see if there was any interest in participating in 
the study. All of the venture firms declined to participate in face-to-face interviews, either 
due to being occupied or being away on business. Since all of these venture capitalists 
declined to participate; the authors stumbled on a problem. These venture firms were the 
only firms that were in close proximity to the authors and where face-to-face interviews 
could be feasible to conduct. Keeping to the purpose as well as the intent of the study in 
terms of a qualitative study, the authors only other alternative was to conduct phone 
interviews. This decision seemed plausible as some of the contacted venture capitalists gave 
this as an alternative to face-to-face interviews. This method would also enable a more 
dispersed sample. 

Realizing this the authors once again made use of the homepage, now retriving venture 
firms from all over the country. The original 10 venture firms were yet again contacted as 
well as additional new venture firms. This time around, approximately 40 different venture 
firms from all over the country were contacted. Out of the 40 venture firms, 7 accepted to 
participate. The reason given for denying to participate, was once again a lack of time. The 
seven venture firms that were interviewed provided a rich information base and Carlsson 
(1991) states that when conducting a qualitative research the sample selection can not be 
that large due to the retrieved information being both rich in detail and information. 
Having too much of this kind of information can result in an inability to analyse it in a 
reasonable way.  

3.4.1 Actors in the study 
The seven venture firms that participated in this study were; CAPMAN Tech, ITACT, 
Scandinavian Financial Management (SFM), T-Bolaget, Malmöhus Invest AB (MIAB), 
ITEKSA Venture AB and Investment Management Sweden (IMS). The following table will 
provide some further characteristics of the participating venture firms as well as presenting 
the actors that were interviewed for this study;   

 CAPMAN   ITACT    SFM T-Bolaget   MIAB ITEKSA  IMS 

Location Stockholm Stockholm  Göteborg  Göteborg Malmö Linköping Gryt 

Focus IT/Commu
nications 

High          
Tech. 

High           
Tech. 

IT/Biotech. High      
Tech. 

High   
Tech 

No spec.   
focus 

Portfolio      28 
companies 

4           
companies 

6         
companies 

20         
companies 

16       
companies 

11       
companies 

3         
companies 
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Intervie
wee 

   Lars 
Hagdahl 

   Fredric 
Gunnarson 

Mats                        
Lind 

Petter 
Wingstrand 

Håkan            
Nelson 

Carl-
Henrik 
Koit 

Hans 
Svensson 

Table 3.1 Information regarding the actors in the study 

3.5 Analysis 
The third step in the qualitative process is the analysis. The authors went through the 
following step in conducting the analysis. First; after completing the structured phone 
interviews with the seven venture capitalists, the authors re-played and listened to the 
interviews in order to transfer the information from the mp3-player down on paper. This 
process took several hours per day and run for a number of days. From this leghty process 
the authors were able to retrive the exact wordings of the respondents, which was 
necessary as quotes from the venture capitalist were used in the study.  

The second step in the analysis process was to structure the substantial amount of 
information that had been written done. The purpose was to get an overview of 
commonalities as well as disparities between the venture capitalists. This resulted in a 
categorisation of the information from the respondents. Seven appropriate categories were 
established and made; busienss plans, market, product, management, financials, location 
and industry. The authors decided to place the information retrived from the interviews as 
well as the categoriese in a results section before embarking on the analysis of these results.   

The third step in the analysis, is to find commonalities and disparities between the 
categorised information and the information contained in the frame of reference. The 
authors made use of the concepts and theories contained in the frame of refernce in order 
to shed light on the empirical findings that was gathered.  

3.6 Validity and Reliabilty  
Validity in qualitative research is concerned with three things; the ability for the readers to 
relate to the categorization made by the researchers, if the categorisation is a reflection of 
the collected data and the sample selection process (Jacobsen, 2002)  In relation to the first 
two validity aspects, questions were based on the information in the frame of reference and 
this would thus facilitate the readers to relate to the categorisations made by the authors. 
Quotations from the different respondents will also enable the readers to related to the 
categorizations made in the result Another readers will be able to follow the categorisations 
and see that they are a reflection of the data... Questions that can be made are; have the 
right people been interviewed and have they delivered the right information (Jacobsen, 
2002). In this study, the authors specifically made sure that the interviewed venture capital 
firms were focused on start-up firms and that the people interviewed had extensive 
experience.     

Reliability in qualitative studies is concerned with set-up of the study and how it can have 
influenced the obtained results. The influence can be in terms of the chosen research 
method, the researchers themselves or the context in which the interviews were conducted 
(Jacobsen, 2002; Carlsson, 1991). Conducting phone interviews can have influenced the 
retrieved answers. The advantages of conducting face-to-face interviews like observance of 
body language, personal meeting and interaction is lost when conducting phone interviews. 
There is an inability to establish a relationship with the respondent, a relationship that 
could be significant in refernce to the received information. The phone interviews could 
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also influenced the responses in the sense that the interviewees might since there was no 
face to face interaction 

3.7 Interpretation 
The final step in a qualitative research process according to Jacobsen (2002) is the 
interpretation. The information from the interviews needs to be interpreted as no research 
can give objective, real and absolute answers. Therefore it has to be interpreted by the 
authors that have conducted the research. The interpretation will be presented in the 
discussion part of the paper.  
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4 Results 
The empirical findings from the interviews are presented in this chapter. After having completed the 
interviews, the collected data was simplified and structured in order to get an overview. The structuring of 
data lead to an appropriate categorization by the authors.  

4.1 Business plans 
Function. The venture firms had different views on the function of a business plan. 
ITEKSA states that the primary function of a business plan is to explain and communicate 
the companies ideas and vision. It should explain the product/service that is to be offered 
to the market and also explain the market that you are aiming for, how it looks and 
competition. IMS, CAPMAN Tech and Malmöhus Invest states that the primary function 
is to grasp the thinkings of the entreprenur. SFM, T-Bolaget and ITACT had both an 
external and internal view. External in the sense of providing  investors with an 
understanding of what the company  intends to do with the funds they recive. Internal in 
the sense that it provides a focus for the entrepreneur, a road map. Mats Lind from SFM 
however recongised that the internal usage of a business plan was non-existent in the 
companies he had come across, it is more than often put on the shelf. 

Plans received. The seven veture capital firms were handed varied amounts of business 
plans in 2004. They all stated that they approximately recived the same every year, give or 
take a few. CAPMAN Tech receive 400 busienss plans and Scandinavian Financial 
Management(SFM), Malmöhus Invest, T-Bolaget and ITACT got approximately 100 
busienss plans in 2004. ITEKSA Venture AB recived approximately 35 business plans in 
2004 and Investment Management Sweden(IMS) recived 5 to 10 in the whole of 2004.  

Quality plans. Eventhough they rewieved varied amounts of plans, they were in agreance 
that the overall quality of the business plans were unsatisfactory. SFM and Malmöhus 
Invest stated that 50 percent of the recived business plans were satisfactory. ITEKSA, T-
Bolaget and ITACT only found 20 percent to be up to standards while CAPMAN Tech 
only found 1 percent. IMS were the least satified with the quality of the plans they recived, 
stating that none were satisfactory. When asked of what the venture capital firms desired of 
the business plans they got and thus would constitute a quality plan; somewhat different 
responses were given. Carl-Henrik Koit from ITEKSA defined a quality plan as a plan that 
was simple and understandable. He stated that if the entrepreur is not able to explain and 
present his ideas in a simple and understandable way, then it is highly unlikely that it will 
work. Mats Lind from SFM followed the same reasoning about clearity and used two 
additional  acronyms, namely balanced and concreate. Balanced in terms of placing equal 
emphasise on all parts in the business plan and concreate in terms of length;  

“ It has to be concrete, I don’t want a 80 page plan on my desk, if a get it I will just throw it away. It 
should be 20 to 30 pages. If it is longer then usually there is a lot of uneccesry nonsense.” 

T-Bolaget, CAPMAN Tech and ITACT had a slightly different view of quality. They all 
emphasied an explanation of the implementation process. Fredric Gunnarsson from 
ITACT;  

“people spend a lot of time defending their business idea instead of explaining how to make it a reality” 

Validity. Almost all of the venture firms, exept for Hans Svensson from IMS,  were also in 
agreance in terms of validity. They all stated that they did not have high hopes for the plans 
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they recived. Hans Svensson was the only venture capitalist that stated that the busiess 
plans he received was more than often creadible. The other six venture capitalists perceived 
the information in them to be less than valid as well as creadible. ITEKSA declares that 
business plans are often overoptimistic and unrealistic. Carl-Henrik Koit from ITEKSA  
stated that this was not surprising; start-up firms have a perception that being 
overopimistic and not sticking to realistic figures is the only way to truly capture the 
attention of venture capitalist. Mats Lind from SFM offered an alternative explanation for 
the overoptimism. Start-up firms have a hard time estaimating different factors such as the 
market, market share and growth potential due to lack of history and track record. This 
forces the start-ups firms to make approximations and guesses, thus more than often 
resulting in overoptimism. Eventhough Carl-Henrik Koit from ITEKSA recognises that 
business plans often are unrealistic and that it is a result of imposed belifs from venture 
firms, he somehow strengthens this imposition himself. He himself acknowledged the 
negative impact of an overly realistic business plan;  

““I must confess, that a too realistic approach can have a negative impact; we may find these companies 
unintresing and thus overlook them” 

Invest. The venture firms in this study had different views on the importance of a business 
plan in terms of their investment decisions. Four of the venture firms; ITEKSA, IMS, T-
Bolaget and CAPMAN Tech declined to invest if the company did not present them with a 
business plan. The other three venture firms; SFM, Malmöhus Invest and ITACT, were on 
the other hand more open to invest in companies that did not have a formal business plan 
in the making. SFM and Malmöhus Invest, however still reconed that although they would 
invest without aquaering a plan, they placed an importance on it. The two venture firms 
both stated that they would be willing to help the start-up in establishing a plan by sitting 
down personally with them to construct it. Mats Lind from SFM declared that this was 
only applied to start-up firms, as they would not do this with more mature companies. He 
also stated that it was vital for the late stage companies, unlike the start-ups, to have already 
made plans. If they did not, they would not invest.    

4.2 Market 
Four of the seven venture firms mentioned market as an important factor in their 
investement decisions, namely CAPMAN Tech, ITACT, ITEKSA and IMS. They all had 
however slightly diffent market factors on which they placed an importance on. ITEKSA 
mentioned market share, market entry and global markets. They would invested in 
companies that have a potential to reach global markets and operate on these. They also 
invested in companies that had an ability to get into the market and the ability to grab apart 
of the market share. This would be able if the company targeted a market that has not been 
served or served in a similar manner to the start-up firms plans. ITACT and IMS both 
mentioned market growth. They both looked for companies that were aming for markets 
that were in a expanding stage. CAPMAN Tech mentioned the size of the market as an 
important factor in their investment decisions. Lars Hagdahl from CAPMAN Tech stated 
that they aimed for bigger markets. They would thus avoid companies that targeted a very 
narrow segment and companies that were very niche in their approach. Lars Hagdahl from 
CAPMAN Tech; 

“we look at the market when we make our investment decisions. We avoid companies that are very niche, 
we aim for bigger markets”    
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4.3 Product 
Five of the seven venture firms mentioned product as an important criteria for their 
investment decisions; ITEKSA, IMS, SFM, T-Bolaget and CAPMAN Tech..Four of the 
five venture firms emphaises patent as an imperative factor; IMS, SFM, T-Bolaget and 
CAPMAN Tech. Another product factor that was important was the uniquness of the 
product. This factor was important for three of the venture firms; ITEKSA, SFM and IMS 
in their investment decision. Carl-Henrik ITEKSA illustrated this by saying that they 
looked for companies that offered a uniques product, a product that was not currently 
offerd in the marketplace. A third factor that also surfaced during the interview was 
simplicity. ITEKSA and SFM found simplicity to be important. They stated that this was 
impertaive in order to achive commercialization of the product. Carl-Henrik Koit from 
ITEKSA stated that the product has to be simple, otherwise the customers wont be able to 
understand it as a result it wont be able to sell the product to them. A additional factors 
mentioned, a fourth product factors, was time-to-market. The venture firms that 
mentioned this was ITEKSA and SFM. Carl-Henrik Koit from ITEKSA stated that they 
focused on products that had a shorter time to reach the market. Mats Lind from SFM 
offers an explanation for why a short time-to-market is important;   

“with our competence the company is able to get their products faster to the market and in a straighter path. 
This is more effective and it will in the end save money both for us and the company” 

4.4 Management 
All of the venture firms mentioned management and the entrepreneur as an imperative 
factor in their investment decisions. The venture capital firms did however base their 
investment decisons on different paramenter in reference to the management team. These 
parameters were either related to the specific characteristics of the entrepreurs or the 
relative relationships between the venture firms and the entrepreneur.  

Personal. The personal characteristics that were mentioned varied between the venture 
firms. T-Bolaget, ITACT, SFM and ITEKSA stated that they looked for entrepreneurs that 
had an entreprenurial spirit when making their investment decisions. Fredric Gunnarsson 
from ITACT stated that they we would rather invest in a A-entreprenur with a B-idea than 
a B-entreprenur with a A-idea. Other factors mentioned that were related to the 
characteristic of the entrepreur  were; attitude, drive, humbelness, determination, openness, 
sensibility, technical skills and competence. SFM mentioned attitude as an important factor. 
Mats Lind from SFM stated that they declined to invest in companies were they felt that 
the entreprers in question had a wrong attitude for the task at hand. ITEKSA was the 
venture firm that mentioned drive and Malmöhus Invest mentioned humbelness, 
determination and openness. The remaning three factors, sensibility, technical skills and 
competence, were mentioned by CAPMAN Tech.  

Relationship. The relationship factors that were mentioned did not vary as greatly as the 
personal factors. Five venture firms mentioned relationship factors and there was mainly 
two factors that were mentioned, namely faith/belif and chemistry. Faith and belif in the 
entrepreneur was mentioned by ITEKSA, Malmöhus Invest, T-Bolaget and CAPMAN 
Tech. SFM and ITEKSA mentioned chemistry as an important factor in their investment 
decisions. Carl-Henrik Koit from ITEKSA; 
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“the companies that we did not invest in were companies that we did not klick with” 

Petter Wingstrand from T-Bolaget emphaises faith in the entrepreur; 

“we have invested in comapies where we had confidence in the entrepreur”  

4.5 Financials 
All of the seven venture capital firms mentioned financial aspects to be important in their 
investment decisions. Four of the venture firms; CAPMAN Tech, ITACT, T-Bolaget and 
IMS stated that return on investment (ROI) was an imperative factor. Håkans Svensson 
from IMS stated that this was what it is all about; making money and getting as high profits 
as possible. Petter Wingstrand from T-Bolaget continued in the same route, stating that 
their investment objective  was basically to get as high profits as possible. Another financial 
factor that was mentioned was valuation. This was mentioned by T-Bolaget and Malmöhus 
Invest. Petter Wingstrand from T-Bolaget stated that they have declined to invest in 
companeis that have been to higly valued. He infact stated that this was a very common 
reason for them declining to invest. ITEKSA and SFM were the only two venture firms 
that mentioned economies of scale as an important financial factor. ITEKSA was the only 
venture firm to mention the size of the invetsment as an important financial factor. Carl-
Henrik Koit from ITEKSA declared that they avoid investments that require a lot of 
capital;  

“we decline to invest in companies that are asking for to much capital, we leave these investements for 
venture firms that have larger capital sources” 

Exit. The venture firms generally made exits during different timeframes. CAPMAN Tech, 
SFM and Malmöhus Invest all stated that they generally exit (cash-out) between 3-7 years. 
Carl-Henrik Koit stated that they normally exit in 3 years. He stated that it all depeded on 
the availability of potential buyers and if the company is mature enough to stand on its on. 
Carl-Henrik Koit also declared that the timing of an exit could be influnced by the state of 
economy. Mats Lind from SFM also named the state of the economy as an influnceal 
factors as well as the state of the market. He however stated that although the average 
timeframe is 3-7 years, their desire is to exit as soon as possible. Mats Lind from SFM 
acknowledges that they have never cash-out before two years. He however recognises that 
it is not something that can be decided beforehand. Håkan Nelson from Malmöhus Invest 
states that they don’t have any pressure to sell their investemtn in any specific time. We are 
in as long as we provide values and growth. Eventhough the average timeframe is 3-7 yeasr, 
they have had comapies in more than 10 years and 15 years. It all depends on the evolution 
withinh the company, and the market how open the market is and if there are potential 
buyers which is the normal way of an exit in a company. We have to be flexiböe in out 
views of when to exit and be long-lasting when needed. You have to optimize the value.   

4.6 Location 
ITEKSA, SFM, Malmöhus Invest, CAPMAN Tech and ITACT declared location as an 
important factor in their investment decisions. Carl-Henrik Koit from ITEKSA stated that 
they disregarded companies that did not fit with their requirements of a regional 
connection. The venture firms requirements for regional companies were mainly due to 
their aim and willingess to follow a  hand-on approach. All of these five venture firms 
followed a hands-on approach, as well as the two remaning; IMS and T-Bolaget that did 
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not declare location as an important factor. Mats Lind from SFM stated that they were very 
active with their investment. It was thus hard to handle problems if the company was 
situated at a far distance from them. Carl Henrik from ITEKSA had almost the same 
reasoning;  

“We are very active with our investment companies and we are apart of the day-to-day running of the 
companies. We have daily contact with our investment companies and it is therefore convininet that they are 
located near us”  
CAPMAN Tech was the only venture firms out of the seven that did not express to 
working with a similar hand-on approach to the others. Lars Hagdahl stated that they were 
more supportive and nurturing. He stated that they were mainly their to offer the start-up 
firms support and not act as a back-up managemetn team. They want the firms to be more 
selfgoing and independent; 

“we support them but they should not rely or depend on us” 

4.7 Industry 
The overwhelming majority of the venture capital firms, namely five of them, considered 
industry focus when making their investment decisions; CAPMAN Tech, ITACT, T-
Bolaget, Malmöhus Invest and ITEKSA. Petter Wingstrand from T-Bolaget stated that a 
common denominator between the companies that they had invested in were that they 
were active in similar industries. Lars Hagdahl from CAPMAN Tech also declared that they 
looked for start-ups that were active in the industry that they have an interest in. The two 
venture firms that stated that they did not have a specific industry focus were SFM and 
IMS. Hans Svensson from IMS stated that they did not have any preference in sectors or 
industry. Mats Lind from SFM; 

“we don’t have a specific sector focus, want to have as wide spread of compaies in our portfolio as possible”   
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5 Analysis 
This chapter aims at tying the results from the interviews to the frame of reference. The authors will make 
use of the referencal frame to shed light on the observations that have been made.  

5.1 Business Plans 
Presented below is a summary of the empirical findings that were outlined in the previous 
chapter;  

Table 5.1 Summary of empirical findings(business plan). 

From the empirical findings it is evident that the majority of the interviewed venture firms 
placed an importance on a written business plan. However, some venture firms stressed the 
need for it more strongly. CAPMAN Tech, T-Bolaget, ITEKSA and IMS basically declined 
to invest in companies that did not present them with a plan. SFM and Malmöhus Invest,  
on the other hand, stated that they would invest in companies that did not have a prepared 
plan, although still stressing the need to establish one. The former mentioned venture firms 
seemed to have embraced the reasonings of Zacharakis & Meyer (2000) and Camp (2002). 
They evidently placed an importance to the plan and saw it as a good tool to asses the 
quality of investment opportunities. This somewhat disproved the outcomes of Karlsson 
(2005) and Elango et al (1995) studies. Karlsson (2005) and Elango et al. (1995) both stated 

Business    
Plan 

CAPMAN     ITACT SFM TBolaget MIAB ITEKSA IMS 

Function Grasp 
thinkings of 
entreprenur 

Ext; what 
to do with 

funds.  

Int; road 
map 

 

Ext; what 
to do 
with 

funds.  

Int; road 
map 

 

Ext; what 
to do with 

funds.  

Int; road 
map 

 

Grasp 
thinkings 

of 
entreprenu

r 

Explain.& 
communicate 
ideas, visions, 

product, 
market, 

competition 

Grasp 
thinkings of 
entrepreneu

r 

 Received 400 100 100 100 100 35 5-10 

Quality Unsatisfact
ory 

1% OK 

Quality; 
implementa

tion 

 

 

Unsatisfact
ory 

20% OK 

Quality; 
implement

ation 

 

Unsatisfa
ctory 

50% OK 

Quality; 
clear,bala-

nced, 
concrete 

Unsatisfac
tory 

20% OK 

Quality; 
implement

ation 

 

Unsatisfact
ory   

50% OK 

Quality; 
realistic    

Unsatisfactor
y 

20% OK 

Quality; 
simple, 

understandabl
e 

Unsatisfacto
ry 

0% OK 

Quality; 
product,mar
ket, growth 

potential 

Valid No No No No No No Yes 

Invested 
without 

No Yes Yes, but 
did place 
importan
ce on it  

No Yes, but 
did place 

importance 
on it 

No No 



 

 29 

that external constituents did not consider the plan to be that crucial. Elango et al. (1995) 
stated that  when it comes to early stage investments, like start-ups, the venture capitalists 
spends much less time and significance on evaluating a business plan than for a late stage 
investment. This is due to the late stage firm having more history and information available 
than a start-up, thus making it more viable to evaluate. This study showed the opposite to 
be true, and were more in the line with the findings of Roberts (1991). Roberts (1991) 
found that business plans were important for venture capitalists investment decisions. This 
study however had a divergence with the study of Roberts (1991). He found that plans 
could make or break a deal. This study showed that some venture firms were inclined to 
invest without being presented with a plan.   

Thus, they were all generally in agreance of the importance of the plan but they had slightly 
different views on the function of it and what characterised a quality business plan. Four of 
the venture firms; CAPMAN Tech, Malmöhus Invest and IMS, stated that the function 
was to grasp the thinkings of the entrepeneur. According to Camp (2002) and Golis (2002), 
venture capitalists empahaises this function as it is a good way to figure out if the 
entrepreneur in question will be able to run the company successfully. The three other 
venture firm; ITACT, SFM and T-Bolaget saw a broader function of the business plan. In 
addition to seeing it as a basis for investment decions, they also saw the internal function of 
it, namely being able to act as a road map for the companies and provide focus. Siegel et al. 
(1993) and Gumpert (2002) both recognized this internal usage. Tovman (1998) and Ryan 
& Hiduke (2003) pointed out the benefits of such a usage as it reduces the risk of failure, 
allocate resources correctly, handle unanticipated complications and make good business 
decisions. Testing this notion out in the real world, did not provide that same impressive 
results. Karlsson (2002) tested the notion of internal usage in the Jönköping area and found 
that the internal usage of business plans were non existence. This was also confirmed by 
Mats Lind from SFM, stating that eventhough he perceived the plan to be a good tool for 
internal usage it was not practised. The business plans were more than often put on the 
shelf.   

Characteristics of what constituted a quality business plan was also diverged among venture 
firms. The answears that were given were either descriptive in nature or operational in 
context. The desciptive factors that were given in reference to a qualitative business plan 
were simple, understandable and concreate. Camp (2002) and Ashton (2004), predicted that 
these factors would be valued by venture firms. Mats Lind from SFM very drastically 
emphasised the importance of these factor by saying that he would throw the plan away if 
it did not meet these criterias. The operational aspect refers to the desire to receive 
business plans that focused on the implementation process, namely how will the company 
go about realising their ideas and visions. CAPMAN Tech, ITACT and T-Bolaget stressed 
this factor.  

All of the venture firm in the study had thus a specific notion of what constituted a 
qualitative plan, although they were not subjected to them. All of the venture firms were 
overthrusted with “bad”plans, stating that only half or as dramatic as none were ok. It is 
thus nut suprising that all of the venture firms did not have high hopes for the plans they 
received. They  often recived plans that were not realistic and creadible. Factors that Camp 
(2002) states that venture firms valued. Cooke (1996) states that this could result in many 
good investments opportunities beening overlooked. Hans Svennson from IMS was the 
only one to state that he often did recive plans that were realistic and creadible. 
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5.2 Market 
Presented below is a summary of the empirical findings that were outlined in the previous 
chapter;  

Table 5.2 Summary of empirical findings(market). 

The findings dispersed somewhat from previous studies such as Zacharakis and 
Meyer(1998), Elango et al (1995) and Tyebjee and Bruno(1984). Only four of the seven 
venture firms mentioned market as an important factor and they were not so unanimious in 
regards to market factors. Zacharakis and Meyer (1998) and Elango et al. (1995) found 
market growth to be imperative, Zacharakis and Meyer (1998) and Tybjee and Bruno 
(1984) found market size to be important. These factors were also found to be important 
for the venture firms in this study. However market growth more so than market size.  
CAPMAN Tech was the only venture firsm that specifically mention market suze, by 
specifically stating that they were aming for bigger markets. Camp (2002) statement that the  
overwhelming majority of venture firms prefer to invest in start-ups that are aiming at large 
markets does not seem to be supported in this study. CAPMAN Tech focus on big 
markets, could be due to the reasons given by Golis (2002) and Camp (2002) which state 
that large market are very “forgiving”. Even a company with a mediocre management team 
and a mediocre execution could produce big wins in a large market. Secondly, large market 
often hold a promise of high sales, earnings and high returns. 

ITEKSA was the only venture firm that mentioned barriers to entry as an important factor. 
A factor that was supported by Tybjee & Bruno (1984). However none of the firms in this 
study mentioned any of Tybjee & Bruno´s (1984) other factors as important such as; 
market accessability, market need and non price sensitive markets. Golis (2002), Fichera 
(2001), Tyebjee and Bruno (1984) and Roberts (1991) factors; expected market share and 
attractive markets were not mentioned as well in this study.  

5.3 Product 
Presented below is a summary of the empirical findings that were outlined in the previous 
chapter;  

Product CAPMAN ITACT SFM TBolaget MIAB ITEKSA IMS 

Important Yes No Yes Yes No Yes Yes 

Factors Patents  Patents, 
uniquness, 
simplicity 
& time to 

market 

Patents  Uniquness, 
simplicity 
& time to 

market 

Patents, 
uniquness, 

Market CAPMAN ITACT SFM TBolaget MIAB ITEKSA IMS 

Important Yes Yes No No No Yes Yes 

Factors Bigger 
markets, 
not niche 

Market 
growth 

   Market 
share, 

entry & 
global 

markets 

Market 
growth 
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Table 5.3 Summary of empirical findings(product). 

The result showed that five of the seven venture firms mentioned product as an important 
criteria in their investment decisions. The factor that was the most emphasised by these 
venture firms was patents. The importance of patents was supported by studies of Tyebjee 
and Bruno (1984), Fichera (2001) and Cardis et al. (2001). Cardis et al. (2001) however state 
that patents were not vital in specific industries, namely higly competitive industries. In 
these industries it could be more valuable to perfect the product instead of patenting it. 
The majority of the venture firms that attached importance to patents; CAPMAN Tech, 
SFM and T-Bolaget are all active in competitive industries.  

SFM, ITEKSA and IMS mentioned the product factor uniquness. Fichera (2001) and 
Gladstone & Gladstone (2002) claimed that uniquness is empahsises by venture capitalists 
as it is very difficult to displace the same product of an already established competitor  
Tyebjee and Bruno (1984) and Elango et al (1995) also found uniquness to be important.  

SFM and ITEKSA also mentioned simplicity together with time-to-market. Simplicity is 
according to Golis (2002) sought for as it can result in greater customer acceptance. Time-
to-market deals with the time it takes to get the product to the market. SFM and ITEKSA 
value this as it according to Camp (2002) necessary for start-ups to get the products to the 
market as soon as possible in order to be successful. 

5.4 Management 
Presented below is a summary of the empirical findings that were outlined in the previous 
chapter;  

Management CAPMAN ITACT SFM TBolaget MIAB ITEKSA   
IMS 

Important Yes Yes Yes Yes Yes Yes Yes 

Personal 
Characteristics 

Sensibility, 
competence& 

technical 
skills  

Entreprenur-
ship 

Entreprenur-
ship & 
attitude 

Entreprenur-
ship  

Humbelness, 
determination 

& openess 

Entreprenurship 
& drive 

 

Relationship 
Factors 

Confidence  Chemistry Confidence  Confidence Confidence& 
chemistry 

 

Table 5.4 Summary of empirical findings(management). 

All of the venture firms mentioned management and the entrepreneur as an imperative 
factor in their investment decisions and it thus seems that Cooke (1996) and Muzyka et al 
(1996) statements that management is a critical element of any venture capitalists 
assessment holds true. The two major management categories that were presented in the 
frame of refernce; personal characteristics and relationship factors were both  found to be 
important in this study.  

The personal characteristics that were brough up were; sensibility, competence, technical 
skills, entreprenurial spirit, attidue, humbelness, determination, openness and drive. The 
majority of the mentioned personal characteristics were intangible in nature. Competence 
and technical skills were the only two tangible factors mentioned in this study. Camp 
(2002) stated that venture capitalist puts an emphasises on competence of the management 
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team since it is the greatest sign of future success (Ryan & Hiduke, 2003; Fichera, 2001). 
This notion was also observed by Tyebjee and Bruno (1984) and Shepherd et al. (2000) that 
found that industry related experience was the most important factor followed by 
educational capability. These two factors can unlike the other be presented on paper. 
Venture capitalists thus seem to place a great importance on face-to-face meetings (Hill & 
Power, 2001; Fichera, 2001; Golis, 2002). Zacharakis & Meyer (1998) cautionary words 
could perhaps be useful to these findings. The researchers state that venture capitalists may 
fixate to heavily on the personality of  the lead entrepreneur. This could hold true for this 
study.  Judging entrepreurs on their personality can impede on optimal decision making. 
There were only two relationship that were brought up in the study; confidence and 
chemistry. According to Camp (2002) chemistry is imperative to venture capitalists as they 
maintain close working relationships with the companies under considerable amount of 
time. The chemistry has to be present in order to ensure an effective working relationship. 
If this is present the company is much more likely to be successful. The importance of the 
other relationship criteria, confidence, was also recognised by  Cooke (1996) and Wu 
(1988).  

5.5 Financials 
Presented below is a summary of the empirical findings that were outlined in the previous 
chapter;  

Table 5.5 Summary of empirical findings(financials). 

All of the seven venture capital firms mentioned the importance of financial aspects when 
making their investment decsions. Financial aspect that were brought forth by the venture 
capitalists were return on investments, ability to exit and capital sougt after and the 
valuation of the company. Venture capitalists generally have a preferred range for the 
amount they would like to and are willing to invest (Camp, 2002). Venture capitalist 
generally prefer companies that are not highly valued. Low value comapies will maximize 
their ownership as well as the return on their investments. This is accomplished by the 
ability to own larger and more valuable percentages of the company when the company 
becomes successful and the value of it is multiple times higher than at the start (Camp, 
2002). Venture capitalist also place emphaise on the exit strategy. Cardis et al. (2001) states 
that, if venture capitalist do not see the possibility of an exit strategy they will not make an 
investment (Cardis et al, 2001). Camp (2002) also states that the sooner the venture 
capitalist can exit the higher the rate of return. 

Financials CAPMAN ITACT SFM TBolaget MIAB ITEKSA IMS 

Important Yes Yes Yes Yes Yes Yes Yes 

Factors ROI ROI Ec.of scale ROI & 
valuation 

Valuation Ec.of 
scale, size 

of 
investment 

ROI 

Exit 3-7 years 3-5 years 3-7 years 4-5 years 3-7 years 2-7 years 2-10 years 
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5.6 Location 
Presented below is a summary of the empirical findings that were outlined in the previous 
chapter;  

Location CAPMAN ITACT SFM TBolaget MIAB ITEKSA IMS 

Important Yes Yes Yes No Yes Yes No 

Hands-on Yes, but 
more 

supportive  

Yes Yes Yes Yes Yes Yes 

Table 5.6 Summary of empirical findings(location). 

Camp (2002) state that location is a large factor in venture capitalists investment decisions 
and this study supports this fact. Five of the seven venture firms has a regional investment 
focus. It was only IMS and T-Bolaget that did not follow a regional investment strategy. 
The commonanlity between the five that followed a regional investment strategy were their 
aim and desire to practise a hand-on approach with their investment companeis. This 
notion is supported by Camp (2002). He states that the importance of location is largely 
logistical in nature. Venture capital firms want to be able to monitor their investement and 
periodically visit them, namely being very hands-on. This notion is supported by the 
majority of the venture firms in this study, exept for two of the venture firms. They 
followed a hands-on approach but were not restricted by location. 

5.7 Industry  
Presented below is a summary of the empirical findings that were outlined in the previous 
chapter;  

Industry CAPMAN ITACT SFM TBolaget MIAB ITEKSA IMS 

Important Yes Yes No Yes Yes Yes No 

Table 5.7 Summary of empirical findings(industry). 

All of the seven venture firms had an investment focus in a specific industry although two 
of the venture firms did not have an outspoken industry focus. Their portfolio however 
showed this reality. Camp (2002) states that they often prefer to invest in specific industries 
as they are more able to grasp the investment opportunity if they specialise. The specific 
industry that all of the seven venture firms were focused on were high technology. 
Gompers & Lerner (2004) state that this is a common industry for venture firms to focus 
on as this industry offers great potentials for growth and expansion according to Fichera 
(2001)  

 

 

 

 

 



 

 34 

6 Conclusions and Final Discussion 
This chapter will summarize the results and the analysis made in the previous chapters. It will be followed 
by a discussion and the chapter will end with a brief suggestion for further research.  

6.1 Conclusions  
The purpose of this thesis has been to list the factors that are important for venture 
capitalsists investment decisions in start-up firms. The authors found a plethora of factors 
that impeded on the venture firms investment decisions. When it came to the business plan 
they wanted plans that demonstrated the thinkings of the entrepreneur, communicate ideas, 
visions, product, market, competition, growth potential as well as the planned  intentions 
with the recived funds. They also desired realistic, concreate, simple plans that explained 
the implementation process of the start-up firm. Market factors that were listed by the 
venture capitalists were; large markets, market growth, market share, market entry and 
global markets. Product features such as uniqueness and simplicity were mentioned by the 
respondents as well as patents and time-to-market. When it came to management, venture 
firms mentioned several different factors. The factors that were mentioned were both tied 
to personal characteristic of the entreprurs as well as the relationship between the 
entreprenur and the venture firm. The personal factors were; sensibility, competence, 
technical skills, entrepreurial spirit, attitude, humbelness, determination, openness and 
drive. Chemistry and confidence were the two relationship factors that were important for 
the venture firms in this study. Financial factors that were imperative were ROI, 
economioes of scale, valuation and the size of the investment. The last two factors that the 
authors found to be important for the venture firms in the study were location and 
industry.  

 

 

 

 

     

 

 

 

 

 

Figure 6.1 The VC process as applied to the empirical findings 
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6.2 Final Discussion 
It all seems a bit paradoxal. Venture firms are not content with the quality of business plans 
and don’t see them as being realistic. Saying this, they still place an emphaise on them. How 
can they attach an importance to a badly constructed plan that is not in touch with reality? 
The only rationalization that can be made is that the plan has a different function which is 
not openly spoken or more correctly not formalized. It is not a document to raise funds 
nor a document to give an analysis of the market, competitiors, competition etc. How 
could it be that the venture firm does not trust the information in the plan. It does seem 
that the plans main function is to grasp the attenation of the venture firms. However, not 
in the sense that they would be impressed by the figures and the growth potential of the 
start-up firms but more in line with the notion of getting and understanding the 
entreprenur. If there are entrepreneurs that have taken their time and cost in assembling a 
40 page document on describing the future of the company, making an extensive market 
analysis and try to grasp the return rates and the growth potential of the company; would 
this not say something about the entrepreurs. It most certainly would, namely drive and 
ambition.  

The importance of location is another factor that is unclear. Five of the seven venture 
firms that confessed to a regional investment focus were also practising hand-on 
management. The paradox however is that the two companies that did not have a regional 
investment focus also practised hands-on although one of them stated that it differed 
between hands-on and hand-off. One could think that it would be more convininet and 
efficient to invest in companies in near proximity if you are interested in being involved in 
the decision making process. This also appers to be true for the majority. If one looks a bit 
further, the five companies that had both a regional investemtn focus and a hand-on 
approach were venture firsm that were situated in bigger cities, namely Stockholm, 
Göteborg, Malmö and Linköping. They perhaps have the ability to choose from a vaster 
array of companies than venture firms that are situated in smaller cities. One can then ask; 
is the location imperative or is the process of persuing a hands-on approach more crucial. 

Industry focus is another factor that raises some questions. Is the industry really important 
to the venture firms or are there alternative reasons for this desire? Having a high-tech 
industry foucs, like all of the venture firms had in this study, could have been influnced by 
a number of factors. As venture capitalist investment are timelimited the venture firms are 
probably very eager to get as high profits as possible. Focusing on high-tech industries 
seems to be the perfets stomping grounds to achive this. Another reason for having a 
industry focus; is the ability to exit. Ventuer firms make their profits when they exit a 
company, so of course it is imperative for them to be able to do this. High-tech firms will 
probably enable this more easily than any other industry due to it attriactivness to other 
potenatil buyers.  

6.3 Implications for practitioners 
A suggestion that can be given to venture firms is to reevluate the importance of business 
plans. All of the venture firms stated that they did not see business plans as a valid 
document and that the main importance was to grasp the thinkings and communications of 
the entrepreur. They basically used the document to get an understanding of the person 
behind the document, not the factual information of document in itself. As the due 
diligence process is a lengthy and drawn out process that takes several months to complete, 
it could perhaps be shorthened by disregarding the plan and placing a greater focus and 
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energy on the second step in the VC process, namely the personal meetings. This could 
make it more effective and in the end perhaps more efficient.   

6.4 Suggestions for further research 
An aspect that could be interesting to investigate further is the venture capitalists emphasis 
on the entrepreneurs characteristics and their relationship with them. The over emphasis 
may influence optimal decision making (Zacharakis & Meyer, 1998). Could this be the 
reason that so few venture firms are so successful (Wu, 1988)? It could therefore be of 
great benefit for venture capitalist to investigate how the intangible factors of the 
entrepreneur have influenced their investment decision and if they have placed a greater 
importance than appropriate. 

Another research subject of great interest is the business plan. The conflicting answers on 
the importance of business plans in this study makes it a interesting topic to dig deeper 
into. Is it a valid document to get information about the company or is it just a tool to get 
to know the entrepreneur better? 

To take our study one step further, it would be interesting to ask start-up firms of their 
point of view of business plans and perhaps see a difference from VCs idea’s about 
business plans. This would increase the objectiveness of the study and give information 
that would make it clearer what complementary information start-up firm’s needs in order 
to enhance their business plans.   

Also, our study was based on seven phone interviews. By instead doing a study of one 
specific investment process within a VC, by conducting an in-depth interview, would 
perhaps provide deeper and more detailed knowledge about business plans and decrease 
the risk of problems connected to phone interviews, such as anonymity and reliability 
issues.  
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Appendix A- Interview questions for the venture capitalists 
1. What would you say is the primary function of a business plan? 

2. How many Business Plans did you recive in 2004? 

3. How many of the Buisness Plans would you say were quality business plans? And 
how would you define quality plans? 

4. How valid do you think that the information is in the business plan? 

5. Have you invested in a company that did not present you with a business plan?  

6. What is your investment objective? 

7. Do you follow a hands-on or a hands-off approach with your investments? 

8. How does your investment portfolio look like?Industry/location 

9. What is the most important factor/factors that will determine if you invest or not? 

10. Can you see a common denominator between the companies that you decided to 
invest in? Can you see a common denominator between the companies that you 
declined to invest in? 

11. In general, when do you usually exit an company(years)?. Does this differ? If yes, 
why?. 
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