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Abstract

Background: There has been a great effort in the venture capital research community in trying
to identify what criteria are used by venture capital firms (VCFs) when evaluating new ventures
as an investment opportunity. Efforts have also been put on trying to rank these criteria’s
importance in relation to each other, with the main literature arguing that the new venture team
(NVT) has the greatest influence over the VCF’s investment decision. Although there is
scientific consensus regarding the superior importance of the NVT relative to other criteria, the
practical methods used by VCFs to evaluate the NVT is highly underexplored.

Purpose: The purpose of this study is to explore the decision process and evaluation of NVTs

by VCFs in the Nordic venture capital industry.

Method: A qualitative method with an inductive approach conducted through semi-structured

interviews with seven relevant industry professionals within the Nordic venture capital space.

Conclusion: The findings suggest that the evaluation of NVTs follows a linear process of five
sequential phases. Ten practical evaluation methods are identified as being used in the five
phases of the process. The evaluation of specific NVT sub-criteria is found to be influenced by
the availability of methods of evaluation in a respective phase of the process. Furthermore, it is
found that the first phase of the process can only evaluate hard NVT sub-criteria, and that to
evaluate soft sub-criteria, methods underlined by personal interaction between the two involved
parties are necessary. The findings are synchronized into a framework depicting the dynamics

of the NVT evaluation process and temporality of the NVT sub-criteria.
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1. Introduction

This section introduces the reason for the existence of venture capital as a means of funding for new
ventures, as well as what criteria venture capital firms consider when evaluating new ventures.
Additionally, the problem formulation is discussed and the purpose of this study is presented. The
introduction is concluded by the presentation of the research questions this study seeks to address and
the definitions list of relevant concepts.

Tesla, Apple, and Microsoft, as well as established firms with Nordic roots such as Klarna,
Spotify, and Skype, are today some of the largest providers of job opportunities in the world.
In addition to the common characteristics of driving innovation, economic growth, and more
recently, sustainable development, the companies all share another common feature; they were
all once financed with venture capital. A venture capital firm (VCF) is a type of institutional
investor that acts as a financial intermediary between private investors and new ventures
(Metrick & Yasuda, 2011). VCFs invest in-, monitor-, and actively work with the new ventures
in order to find a profitable exit opportunity (Gompers & Lerner, 2001). Due to the close work
between the VCF and the new venture, VCFs also serve the important function of reducing
asymmetric information between the supply and demand side, and thus play a role in the
healthy functioning of the market for new venture financing (Amit et al., 1998).

Given VCFs importance for new venture financing, as well as new venture’s importance to the
overall economic system, the literature on VCF investment-decision is vast. There has been a
great effort in the venture capital research community in trying to identify what makes a new
venture an attractive investment for VCFs. It is apparent from past literature that four main
criteria are used by VCFs when evaluating a potential investment, including ‘financial
characteristics’, ‘market characteristics’, ‘product characteristics’, ‘entrepreneur and new
venture team characteristics’ (MacMillan et al., 1985). Efforts have also been put on evaluating
the relative importance of the criteria, with the main literature arguing that the new venture
team (NVT) is the most important criterion for VCFs when evaluating potential investments
(Muzyka et al, 1996).

With that being said, there has also been a wave of criticism against the past research, arguing
that there is a lack of consideration of the temporality perspective (Hall & Hofer, 1993; Petty
& Gruber, 2011). Temporality is considered as the distinction in what phase of the VCF

evaluation process the aforementioned criteria have been identified. Further criticism is



expressed regarding the methodological approaches to gather and analyze the data, in that it
may have allowed for biased results (Hall & Hofer, 1993; Petty & Gruber, 2011). Although the
literature is substantial in terms of what criteria are used, as well as the criteria’s relative
importance, less is known about the actual VCF evaluation process, e.g., the precise methods
of evaluating said criteria. Hence, in accordance with the criticism towards the current body of
literature, as well as its gaps, the purpose of this study is to explore the methods undertaken by
VCFs when evaluating the NVT in potential new venture investments, as well as exploring the
holistic process of evaluating the NVT. In particular, the following research questions will be

answered:

RQ1: How and why do venture capital firms evaluate the new venture team throughout the
investment decision process?
RQ2: What are the practical methods used by venture capital firms to evaluate new venture

teams?

In answering these questions, this study seeks to explore the dynamics in the VCF investment
decision process, and thereby find out how and why the NVT is evaluated from both a
temporality-, as well as methods perspective. That is, what are the methods used by VCFs in
order to make sense of the NVT and its various sub-criteria, and how and why are those
methods utilized throughout the process. In doing so, this study not only fills an important gap
in the current body of literature (Hall & Hofer, 1993; Petty & Gruber, 2011), it also contributes
to the sense-making of current VVCF literature by expanding into the why and the how of VCF
investment processes, i.e., qualitative studies, something that is heavily underrepresented in the
current state of the literature (e.g., MacMillan et. al., 1985). Furthermore, the exploration of
VCFs’ process of evaluating NVTs might provide valuable insight and guidance to new

ventures seeking venture capital funding.

The following section presents a review of the literature on the topic of venture capital
investment decision criteria, describing the aforementioned problem in greater detail.
Subsequently, the methodological approaches to address this study’s research questions are
described and justified. This study is carried out in the context of Nordic-based VCFs focusing
on seed- and early-stage ventures operating within the technology space. Primary data was thus
collected through seven online interviews with experienced industry professionals working

directly with the evaluation of NVTs at such VCFs. The data was subsequently analyzed
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through an inductive thematic approach and presented as empirical findings. Lastly, the
findings are analysed in relation to the research questions, as well as the criticism expressed by
Hall and Hofer (1993), as well as Petty and Gruber (2011).



Definitions list

Venture capital firm (VCF): A type of institutional investor that acts as a financial

intermediary between private investors and new ventures (Metrick & Yasuda, 2011)

New venture team (NVT): “The group of individuals that is chiefly responsible for the

strategic decision making and ongoing operations of a new venture” (Klotz et al., 2014, p.
227).

Criteria: Characteristics of the new venture that are of importance and consideration to make
an informed decision whether to invest (Drover et al., 2017).

Sub-criteria: The elements that together make up a specific investment decision criterion
(MacMillan et. al., 1985).

Seed-stage financing: Financing to ventures that have yet to develop a final product and
therefore capital provided is oftentimes utilized to create the product/service prototype and
prove its feasibility (Metrick & Yasuda, 2011).

Early-stage financing: Financing to ventures completing development where products are

mostly in testing or pilot production (Metrick & Yasuda, 2011).



2. Frame of reference

The frame of reference begins with the method of constructing the frame of reference. Thereafter,
venture capital investing and the overall process and aspects are presented. The frame of reference
then proceeds with detailing of how new ventures are evaluated. Subsequently, evaluation of NVTs is
discussed. The frame of reference concludes with an explanation of the current criticism of the existing
body of research and the identified gaps.

2.1 Method of constructing the frame of reference

The conducted literature review was not systematic in nature, however, boundaries for search
terms and methods of the search were set to ensure clarity and focus to the researchers as well
as to ensure the overall quality of the articles sought. To ensure the reviewed articles’ quality,
the articles all fulfil at least two out of the three following conditions: 1) The journal in which
the article is published has an impact factor above or equal to one, 2) The journal in which the
article is published is listed in the Association of Business Schools’ (ABS) Academic Journal
Guide (2015), and 3) The journal in which the article is published is listed in the Social Science
Citation Index journal list (SSCI). The few books included in the review (i.e., Mishkin &
Eakins, 2018; Metrick & Yasuda, 2011; Cumming, 2010) served the purpose of
conceptualizing the venture capital process, simply because no identified peer-reviewed article

depicts its comprehensive overview.

Furthermore, to ensure the reviewed articles were of utmost relevance to the topic of the review,
the initial search began by using various search engines and databases — including JU Primo,
Google Scholar, Web of Science, Scopus, and JSTOR — and used and combined the keywords
“venture capital OR VC”, “investment decision making”, “decision criteria” in various
combinations. The abstracts of a wide range of articles were read and scrutinized for relevance
to the specific topic. Subsequently, more focused searches generated more relevant articles
with regards to the specific topic. The group of articles was then analyzed with regards to what
articles are consistently cited, allowing for review of some of the most prominent work within
the literature. An example of this was MacMillan et al. (1985), which was cited throughout the

majority of articles referring to VCF investment criteria.

2.2 What is venture capital and why does it exist?

A VCEF is atype of institutional investor that acts as a financial intermediary between investors,
the supply side, and new ventures, the demand side (Metrick & Yasuda, 2011). That is, it raises

a fund through capital provided by investors and manages that fund by investing in-,
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monitoring-, and adding value to new ventures seeking funding (Fried & Hisrich, 1995;
Gompers & Lerner, 2001). New ventures are often characterized by high uncertainty, due to
lack of historical data, and asymmetric information (Amit et al., 1998; Gompers & Lerner,
2001). Asymmetric information is divided into two main categories; hidden action and hidden
information. Hidden action refers to the phenomenon in which one party of a transaction cannot
observe the other party’s actions, while hidden information refers to the phenomenon in which
one party of a transaction knows information that the other party is unaware of (Akerlof, 1970;
Amit et al., 1998). The implications of information asymmetries are adverse selection and
moral hazard which, in theory, lead to a market failure in which many high potential ventures
remain unfunded (Akerlof, 1970; Amit et al., 1998). VCFs exist to reduce information
asymmetries between the supply- and demand side of the market, and therefore play an
important role in the functioning of the market (Amit et al., 1998; Gompers & Lerner, 2001).

2.3 Conceptualization of the venture capital process

The venture capital process can generally be conceptualized by a three-stage process, namely:
investment process, post-investment activities, and exiting investment activities (Cumming,
2010; Metrick & Yasuda, 2011; Tyebjee & Bruno, 1984).

The investment process involves six distinct phases, starting with the (1) deal origination, when
the venture becomes an investment prospect for the VCF. Metrick and Yasuda (2011) suggest
three ways in which the initiation of the contact between the VCF and the venture can take
place: direct solicitation in which the venture initiates contact with the VCF, warm referrals in
which trusted professional acquaintances refer potential investments, and active deal flow
seeking from the VCF. When contact is initiated, the venture goes through a screening phase.
(2) The screening phase involves limiting all the investment prospects the VCF has. The VCF
makes a quick assessment of whether further evaluation of a given venture is worthwhile. If
the venture successfully proceeds from the screening phase, it moves towards the third phase,
which is the (3) evaluation phase. In the evaluation phase, the venture is evaluated in more
depth to assess whether it is a worthy investment opportunity. The evaluation phase is the last
phase before the VCF decides whether to grant an offer or not. If the VCF decides to make an
offer, the venture is provided with a (4) term sheet, a preliminary non-binding offer including
valuation, what type of security that ought to be used for financing, and the control rights for
the VCF (Metrick & Yasuda, 2011). If the term sheet is accepted by the venture, the VCF
moves on to the due diligence phase. (5) In the due diligence phase, the VCF seeks to complete
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extensive due diligence regarding every aspect of the venture, including perceived risk and
expected return, in order to make a decision whether to invest in the venture (Tyebjee & Bruno,
1984). If the VCF is satisfied, the parties move on to the final stage of the investment process,
the negotiation phase. (6) In the negotiation phase, the parties negotiate the specifics of the
deal, i.e., valuation, ownership structure, staging of future investment rounds, and board
representation. (Cumming, 2010; Metrick & Yusada, 2011; Tyebjee & Bruno, 1984).

Once the investment is made, the post-investment activities begin. The post-investment stage
involves actively working with-, providing support to-, and monitoring the venture (Cumming,
2010; Metrick & Yusada, 2011; Tyebjee & Bruno, 1984). The work may include both
supporting- and strategic activities such as building a management team, market research, and
product development (Metrick & Yusada, 2011). On the one hand, the VCF continually
monitors the new venture, specifically the performance of the NVT in regards to reaching
operational goals, through taking board seats in the venture (Gompers & Lerner, 2001) and
quite often making the decision to replace some of the management (Dixon, 1991). On the
other hand, the VCFs also help in areas like public image, networks, and even moral support,
and as such, it is not uncommon for a close relationship to develop over time between the NVT
and the VCF (Fried & Hisrich, 1995).

The final stage of the venture capital process is the exit. The exit is usually done by initial
public offerings (IPOs) or acquisitions of VCF ownership (Metrick & Yusada, 2011).

2.4 Stage of the venture and its implication to risk

One of the ways in which the investments VCFs are considering can be differentiated is based
on the stage the venture is in. The stages are, in chronological order, as follows: seed-stage,
early-stage, expansion-stage, and later-stage (Cumming, 2012; Metrick & Yasuda, 2011;
Mishkin & Eakins, 2018). Seed-stage refers to ventures that have yet to develop a final product
(Metrick & Yasuda, 2011). Hence, seed capital is often utilized for research and product
development (Cumming, 2012; Metrick & Yasuda, 2011; Mishkin & Eakins, 2018). Early-
stage refers to ventures that are a bit further in the life cycle (Mishkin & Eakins, 2018) and are
often piloting the products or are just about to pilot the product (Cumming, 2012; Metrick &
Yasuda, 2011). Expansion-stage refers to ventures that have initiated sales and seek to expand
operations (Cumming, 2012; Metrick & Yasuda, 2011). Hence, expansion capital is often

allocated towards increased production capabilities and market/product development
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(Cumming, 2012). Lastly, later-stage refers to ventures that have reached a stable growth rate,
i.e., less growth rate than ventures in the expansion-stage, and thus often seek to attract public
funding (Metrick & Yasuda, 2011; Mishkin & Eakins, 2018).

Furthermore, Ruhnka and Young (1991) discuss the internal-external risk relationship between
different venture stages. The authors argue that the earlier the venture, i.e., seed-stage and
early-stage, the higher the internal risks, e.g., poor management and lack of financial control,
associated with it. Vice versa, the older the venture, i.e., expansion and late-stage, the lower
the internal risks associated with it. Furthermore, the authors suggest that the earlier the venture
is in its life-cycle, the lower are the external risks, e.g., risks associated with market
competitiveness, and vice versa, the older the venture the higher are the external risks. In
practical terms, there exists an inverse internal-external risk relationship with regards to the

different stages of ventures.

What the aforementioned implies is that the earlier the stage of the venture, i.e., seed- and early-
stage, the more crucial it is to manage internal risks. As Ruhnka and Young (1991) exemplify,
these risks are associated with poor management, which is a direct competence, or lack thereof,
of the NVT leading the venture. It can thus be argued that from the VCF perspective, in the
consideration of these seed- and early-stage ventures as potential investment prospects, the
venture team’s ability to manage these risks needs to be evaluated and considered by the VCF.
Furthermore, as the internal risks associated with the new venture are lower in the later venture
stages (Ruhnka & Young, 1991), it can be further argued that competencies of the NV Ts are

more important to evaluate in seed- and early-stage ventures in relation to later-stage ventures.

2.5 Investment criteria

Some of the early work in the field of venture capital-focused on identifying criteria that VCFs
employ to evaluate new ventures as prospective investment opportunities, i.e., characteristics
of the new venture that are of importance and consideration to make an informed decision
whether to invest (Drover et al., 2017). One of the most prominent early works of research on
the criteria considered by VCFs when making investment decisions is by Tyebjee and Bruno
(1984) who found five basic criteria. The criteria are ‘market attractiveness’, ‘product
differentiation’, ‘managerial capabilities of the venture’s founders’, ‘environmental threat
resistance’ and ‘cash out potential’. Furthermore, one of the most highly cited early works on

investment decision criteria was conducted by MacMillan et al. (1985) who, similarly to
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Tyebjee and Bruno, found ‘financial considerations’, ‘characteristics of the market’, and
‘characteristics of the product/service’ to be relevant criteria. In addition to ‘managerial
capabilities of the venture’s founders’ (Tyebjee & Bruno, 1984), ‘entrepreneur’s personality’
and ‘entrepreneur’s experience’ as well as ‘composition of the new venture’s team’ were

highlighted as relevant by MacMillan et al. (1985).

Subsequent research has largely expanded on the criteria already identified by Tyebjee and
Bruno (1984) and MacMillan et al. (1985). For example, Muzyka et al. (1996) identified seven
criteria categories: ‘financial criteria’, ‘product-market criteria’, ‘strategic-competitive
criteria’, ‘fund criteria’, ‘management team criteria’, ‘management competence criteria’ and
‘deal criteria’; the main new findings of this research in comparison to Tyebjee and Bruno
(1984) and MacMillan et al. (1985) were the inclusion of the ‘fund’ and ‘deal’ criteria. Other
authors also bring forward the need to consider not only the characteristics of the venture but
also the VCF’s own strategy in terms of target investment stage, geographical location, as well
as the size of investment provided (e.g. Gupta & Sapienza, 1992; Petty & Gruber, 2011).
Furthermore, Dhochak and Sharma (2016) elaborate on the traditional criteria identified by
highlighting ‘economic environment’ and ‘institutional and regulatory environment’ as factors

influencing the decision.

2.6 Prioritization of the criteria’s relative importance

While all of the criteria are relevant for the VCF to evaluate before making an investment
decision, there are arguably criteria that influence the investment decision to a greater extent.
Efforts to rank the importance of the investment decision criteria relative to one another have
been made (e.g. Dhochak & Sharma, 2016; Franke et al., 2008; Muzyka et al., 1996; Petty &
Gruber, 2011). From a methods perspective, not only are the criteria ranked by assigning
relative importance to a single criterion and drawing conclusions from the weight of each
criterion in relation to another, the prioritization is also measured by looking at tradeoffs that
exist between two or more criteria, and the preferred options in each tradeoff.

Two main themes of findings can be observed. On the one hand, studies have found the NVT
to be of utmost importance (e.g. Dhochak & Sharma, 2016; Goslin & Barge, 1986; Muzyka et
al., 1996). On the other hand, Petty and Gruber (2011) suggest that ‘product’ and ‘market
characteristics’ weigh more heavily. Although the two perspectives differ in the conclusions

regarding the most important criterion, critical to note is that both perspectives identify
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characteristics of the NVT and ‘product/market characteristics’ to significantly influence the
investment decision and that the importance of various criteria may depend on fund specifics
such as specialization and life-cycle of the VCF (Dhochak & Sharma, 2016; Petty & Gruber,
2011).

2.7 The new venture team (NVT)

Despite the slight disagreement between authors regarding the importance of the NVT when
making an investment, it is a prominent criterion present in the large majority of the literature
on VCF investment decision criteria. However, there is a lack of consensus and consistency in
the terminology used, as some authors refer to the ‘entrepreneur team’ (e.g., Hall & Hofer,
1993), some call it the ‘venture team’ (e.g., MacMillan et al., 1985) and others refer to it as the
‘management or top management team’ (e.g., Muzyka et al., 1996). What is more, definitions
for what is meant by each of the different ‘teams’ are not given, and as a consequence, there is
uncertainty whether the intended meaning of the ‘teams’ is homogenous across the literature.
Due to the lack of provided definitions, the researchers of this study take cautious liberty to
assume the same thing is implied. Following these uncertainties, for the purpose of using
consistent terminology and having a broad definition, this study refers to the team as ‘new

venture team’ (NVT) as defined in the definition list of this study.

2.8 Sub-criteria of NVT

Criteria are often elaborated on by listing sub-criteria for the overarching criterion. After
reviewing the breadth of literature that speaks of the NVT as a VCF investment decision
criterion, it can be concluded that the sub-criteria of the NVT largely run along several themes,
these being: ‘education’, ‘experience’, ‘different skills’, e.g., ‘leadership skills’, ‘personality’,
and ‘team dynamics’. While the terminology used for the sub-criteria differs across literature,
the sub-criteria are relatively homogenous, and the implications are essentially the same. The

NVT sub-criteria have been summarized in Table 1.

Table 1: Sub-criteria of NVT
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THEME  SUB-CRITERIA AUTHOR(S)
Personality Capable of sustained intense MacMillan et. al., (1985); Knockert et al., (2010)
effort/perseverance
Avrticulate in discussion the venture MacMillan et. al., (1985)
Attends to detail MacMillan et. al., (1985)
Has a personality compatible with mine MacMillan et. al., (1985)
Age of team members Franke et. al., (2008)
Management must be willing to work Hall & Hofer, (1993)
venture partners
Entrepreneur’s reputation MacMillan et. al., (1985)
Lack of confidence MacMuillan et. al., (1985); Petty & Gruber, (2011)
Experience Experience with particular market/industry ~ MacMillan et. al., (1985); Dixon, (1991); Hall &
Hofer, (1993); Petty & Gruber, (2011)
Demonstrated leadership experience MacMillan et. al., (1985)
Track record relevant to venture MacMillan et. al., (1985); Hall & Hofer, (1993)
Skills Leadership potential of management team  Muzyka et. al., (1996); Knockert et. al., (2010);
Franke et. al., (2008)
Leadership potential of lead entrepreneur Muzyka et. al., (1996); Knockert et. al., (2010)
Management skills Tyebjee & Bruno, (1984); Muzyka et. al., (1996)
Marketing skills Tyebjee & Bruno, (1984); Dixon, (1991); Muzyka
et. al., (1996); Petty & Gruber, (2011)
Financial skills Tyebjee & Bruno, (1984); Muzyka et. al., (1996)
Evaluates and reacts well to risk MacMillan et. al., (1985)
Education  Field of education Franke et al., (2008)
University degree Franke et. al., (2008)
Team Well-balanced team MacMillan et. al., (1985); Dixon, (1991); Hall &
dynamics Hofer, (1993); Knockert et. al., (2010); Petty &

11

Gruber, (2011)



2.9 Importance of the NVT to new venture success

NVT is, as evident from the literature, a crucial part of the VC investment decision process.
One could explain the importance of NVTs by considering three perspectives: (1) what
influences failure of new ventures, (2) what influences the success of new ventures, and (3)

what are the differentiating characteristics between successful and unsuccessful new ventures.

Firstly, the failure of new ventures is often described by VCFs as being due to problems
regarding the NVT (Kirchhoff, 1988) which is supported by Gompers and Lerner (2001), who
bring attention specifically to hastily made decisions by the NVT that negatively impact the
venture. Secondly, Tyebjee and Bruno (1984) found that managerial capabilities of the NVT
had the strongest effect on reducing risk associated with the investment, indicating its potential
success. Similarly, business management expertise of the NVT influences successful venture
survival (Gimmon & Levie, 2010). Lastly, MacMillan et al. (1987) found that the
differentiating element between successful and unsuccessful ventures is related to the NVT

characteristics, though it might be hard to define precisely what the elements are.

Moreover, as discussed in section 2.4, the internal-external risk relationship between early- vs
later-stage ventures implies that the NVT’s ability to reduce internal risk is highly important
(Ruhnka & Young, 1991). Hence, there are links between the strength of the NVT and the
success of a new venture; as VCs are interested in their investments performing well and
generating returns, efforts must be taken in evaluating the team and arriving at a well-informed

decision.

2.10  NVT sub-criteria’s relative importance

Similarly to the discussion regarding the relative importance of all the criteria used by VCFs
to evaluate a new venture, certain authors (Dubini, 1989; Franke et al. 2008; Gimmon & Levie,
2010; Knockaert et al. 2010; MacMillan et al., 1985) have made strides towards identifying the
NVT sub-criteria that may be more important to VCFs and may be linked to new venture

performance and success.

Firstly, Dubini (1989) highlights that the sub-criteria, i.e., various characteristics of the NVT,
differ in relative importance for different new ventures and the venture’s success. The
differentiating factors between the ventures are the characteristics of the product or service that

the new ventures create and offer as well as the characteristics of the market the venture
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operates in. To elaborate, ventures operating in established markets filled with competitors,
‘capacity for sustained and intense effort’ and ‘NVT’s familiarity with market’ are of particular
importance and act as predictors of performance. The author further states that for ventures
operating in high-growth markets with a high threat of competitor entry, ‘ability of the NVT to

manage risk’ is of most importance.

Franke et al. (2008) also highlight that there are differences in VCF’s evaluations of NVTs
depending on the experience - years of operation - of the VCF. Both less and more experienced
VCFs evaluate ‘industry experience’ as most important, whereas sub-criteria like ‘academic
education’ and ‘leadership experience’ are more prefered by less experienced VCFs, while the
more experienced VCFs tend to favor ‘mutual acquaintance within the team’ more than the less

experienced colleagues.

Taking a more narrow view of looking at the prioritization of NVT sub-criteria regardless of
other criteria such as those detailed above, ‘NVT’s managerial experience’, ‘well-balanced
team’ (Dixon, 1991), ‘capable of sustained intense effort’ (MacMillan et al., 1985) and
‘industry experience’ (Franke et al., 2008) have been found to be of increased importance to
the VCF when making decisions. Furthermore, the importance of a criterion, or sub-criteria in
this case, to the VCF and the actual ability of the sub-criteria to predict success are not always
aligned. Hence, a VCF may indicate that ‘academic status’ is of more importance and has a
more significant effect on attracting desired capital than ‘business management expertise’,
however, it is ‘business management expertise’ that has a higher effect on venture success
(Gimmon & Levie, 2010).

Franke et al. (2008) studied the impact of the various NVT sub-criteria on VCF evaluations of
new ventures, and in contrast to previous studies measured the importance of different
parameters for the particular NVT sub-criteria. To further explain, the authors measured
whether it is preferred that all, some, or just one member of the NVT fulfill a sub-criterion,
given it is known that, for example, ‘industry experience’ is considered an important sub-

criterion.

Previous sections indicate that the evaluation of the NVT is by no means a simple and
straightforward task, and even less so a one-size-fits all. Yet, it is important for VCFs to

evaluate the NVT, due to its links to success, as detailed in Section 2.9.

13



2.11  Criticism towards the current literature

Certain criticisms have been made to the pool of past research on VCF investment decision
criteria, i.e. ‘product characteristics’, ‘market characteristics’, ‘financial considerations’,
‘entrepreneur and NVT characteristics’ (MacMillan et al., 1985). Firstly, Hall and Hofer (1993)
bring attention to the fact that the aforementioned criteria have been identified and ranked for
prioritization without distinction at what phase of the VCF process the criteria are considered,
i.e., whether the criteria and the prioritization refer to the initial proposal screening or the
further deal evaluation process, which is further supported by Petty and Gruber (2011). The
authors further point out that there are considerable dynamics in VCF investment decision
process, which influence the relative importance of the various criteria over time. Additionally,
the authors note that “detailed knowledge on several important questions such as whether and
how decision-making criteria change at different stages of the VC evaluation process” is
lacking (Petty & Gruber, 2011, p. 172).

Shepherd and Zacharakis (1999) bring further criticism to the methodological choices
underpinning the majority of the body of previous VC research, namely, the use of post hoc
methods of data collection such as questionnaires, surveys and interviews to “collect data on
VC’s self-reported decision policy for decisions made in the past (retrospective reports)”
(Shepherd & Zacharakis, 1999, p. 198). The authors further make the point that the use of
VCEF’s self-reported data might prompt biased results and that validity of results may be
improved through real-time methods such as verbal protocol analysis or through conjoint
analysis. Furthermore, research that does employ VCF’s self-reported data is dependent on the
VCF representative’s accurate insight into the investment decision processes and how the

processes are employed in practice (Shepherd & Zacharakis, 1999).

2.12  Gaps in the literature

As detailed through the frame of reference, the current literature is vast in terms of what is
evaluated and considered by the VCFs in the investment decision processes. Due to the
prominence of the NVT criterion and its highly debated importance as well as links to success
(e.g., MacMillan et al., 1987; Tyebjee & Bruno, 1984), or lack thereof, the team of the new
venture is a fascinating element of the VCF investment process. While new ventures are
generally associated with uncertainties (Amit et al., 1998) and are therefore hard to evaluate,
the NVT is perhaps even harder to make a judgement about, especially when it is composed of

sub-criteria such as ‘personality’, ‘team dynamics’ and ‘skills’. While some sub-criteria, such
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as ‘education’ might be arguably easier to evaluate through a check of, e.g., resumé, sub-criteria
such as ‘team dynamics’ are intuitively harder to make sense of. The methods of evaluation,
i.e., how the criteria are evaluated, are relatively unknown and the sparsity of evaluation
methods and techniques remains underexplored. Thus, there is room for exploration of the
different evaluation methods used in assessing team characteristics, especially abstract themes,

in order to aid the NVT in the process of receiving funding.

Moreover, as indicated by the criticism towards the current body of literature, little is known
about the temporality aspect of NVT evaluation, i.e., what sub-criteria of NVT are evaluated
in the various VCF investment decision phases. To elaborate, according to Petty and Gruber

(2011), as detailed in section 2.11, this constitutes an unexplored gap in the literature.
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3. Methodology

This section first presents the research paradigm and approach of this study. Following identification
of the overarching research design, the section provides a rationale for and description of the employed
methods of data collection as well as data analysis. Thereafter, the sample of this study is presented.
Lastly, the ethical considerations to increase trustworthiness are disclosed.

3.1Research paradigm and approach

The interpretivism paradigm holds that to understand the social world and phenomena within
it, an understanding of the meanings created by the interaction between human beings and the
actions taken is necessary (O’Donoghue, 2019). Hence, in regard to the research problem and
purpose of this study, the researchers align with the interpretivism paradigm to explore the
phenomenon under study, that is, the evaluation of NVTs. The researchers seek to understand
the phenomenon through in-depth exploration and understanding of the self-reported actions
taken by the individuals, i.e., investment managers or persons of similar experience and
mandate within VCFs, within the social-professional context of the work in the respective
VCFs.

Furthermore, given the exploratory nature of the research questions posed in this study, an
inductive qualitative research approach is arguably best suited. That is, instead of drawing on
previous frameworks and theories, this study seeks to explore and accordingly develop a
framework that explains the research questions. The further rationale for an inductive approach
is rather evident; as highlighted in previous sections, the literature on VCF’s method of
evaluation, especially in terms of more abstract criteria such as the venture team and its
numerous sub-criteria, is relatively untouched. In practical terms this means that there is little
theory to draw upon, making a deductive approach essentially irrelevant with regards to the
research purpose. This also partly holds true for how and why the venture team is evaluated
throughout the investment decision process, as the reviewed literature does not touch upon the

specific questions and temporality of the process.

3.2 Research design

The research design is qualitative in nature, following the rationale of inductive research. The
researchers have chosen semi-structured interviews as the data collection method and thematic
analysis as the data analysis method. The following sections provide an in-depth explanation

of the rationale of these choices.
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3.2.1 Method of data collection

As detailed in sections 2.11 and 2.12 of the thesis, there is an apparent gap in the literature, i.e.,
the knowledge within the topic of NVT evaluation is insufficient. In such cases, Rowley (2012)
suggests that drafting a high-quality questionnaire for data collection might be hard, and
interviews are instead a useful method of qualitative data collection. However, as noted in
section 2.11, interviews are a type of post hoc method of data collection and may be subject to
biases as data is not collected in real-time of the NVTs evaluation (Shepherd & Zacharakis,
1999). That being said, the researchers of this study deem that verbal protocol analysis,
suggested by Shepherd and Zackarakis (1999) as a preferred real-time method for collecting
more accurate data, is not feasible within the constraints of this particular study. Firstly, it is
assumed that access to several VCFs to follow the real-time process of NVT evaluation would
not be granted due to confidentiality concerns. Secondly, the process of evaluating a single
NVT from initial contact to investment decision usually takes several months and is therefore
not feasible timewise. Additionally, due to the unfolding crisis regarding the emergence of
COVID-19, in-person real-time interaction with the VCF would also not be possible. Due to
these concerns of accessibility and feasibility, the researchers chose to proceed with interviews
as the chosen data collection method, and keep in mind the limitations identified by Shepherd
and Zacharakis (1999) that this implies.

Qualitative interviews encourage the interviewee to share thoughts in regards to the
phenomenon under study and allow researchers to thereafter interpret and analyze the collected
data (DiCicco-Bloom & Crabtree, 2006). Semi-structured interviews are characterized by
being organized with a few predetermined open-ended questions in mind (DiCicco-Bloom &
Crabtree, 2006) to stay within the topic of the phenomenon under study. Questions may be
added or removed as deemed necessary during the interview (DiCicco-Bloom & Crabtree,
2006). For the aforementioned reasons, the researchers of this study find semi-structured
interviews to be favorable over unstructured or structured interviews, as it is believed semi-
structured interviews will provide the desired depth and richness of the empirical data to be
collected.

Prior to contacting potential interviewees and conducting the interviews, consistent with the

chosen method of semi-structured interviews, an interview guide consisting of a few

predetermined questions and themes was constructed. The themes were, in order: 1)
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introduction, 2) getting to know the interviewee, 3) investment process, 4) evaluation criteria,
5) NVT evaluation, 6) closing of the interview. To quickly develop rapport, i.e., trust and
respect, and a safe and comfortable environment for the interviewee (DiCicco-Bloom &
Crabtree, 2006), the researchers noted that interviews shall be started with a few minutes of
introduction of both the researchers and the research topic, i.e., first section in the interview
guide (see Appendix 1). Additionally, to get the interviewee talking, the first question was
decided to be broad (DiCicco-Bloom & Crabtree, 2006) and inquiring how the interviewee
came to work for the VCF, see second section in Appendix 1.

The remainder of the predetermined questions for the interview guide was designed so that the
interviewee would be answering the research questions of this study (Rowley, 2012), though
the interview questions were not a verbatim replication of the research questions. The third
theme asked the interviewees to lay out the general investment decision process in order to
create a foundation for further questions regarding the evaluation of NVTs. The fourth theme
inquired about the overall evaluation of new ventures and the criteria employed, which was
done in order to assess the relative importance of the NVT. The fifth theme was the core of the
interview, i.e., it focused on the evaluation of the NVT specifically. The fifth theme was created
to inquire about the relevant NVT sub-criteria and practical methods in order to seek data to
directly answer the research questions of this study. The sixth theme focused on closing the
interview and was created mainly so the researchers would do it properly. (See Appendix 1)

3.2.2 Context

Articles on the topic of VCF investment criteria that are carried out under different
geographical contexts may have varying results. As mentioned in the frame of reference, Petty
and Gruber (2011), who carried out a study in Europe, found ‘product/market characteristics’
to be the most important criteria for VCFs when evaluating potential investments, whereas
Dhochak and Sharma (2016) found that the NVT is of utmost importance in the Indian context.
Although the significance of geographical context on the causation to these varying results is
vague, the important point here is to acknowledge that geographical context may influence the
outcome of this study.

With the aforementioned implications in mind, the geographical context of this study was
initially limited to Swedish-based VCFs. In particular, with regards to ensuring homogeneity

culturally, politically, and economically, studying only Swedish-based VCFs would secure
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that. However, due to a relatively low number of VCFs based in Sweden that fit the requirement
of the sample (see section 3.2.3), paired with a low response rate, a necessary expansion of the
geographical context was extended to the Nordic region. The justification of the expansion lies
in the assumption that VCFs across Nordic countries operate under relatively homogeneous
conditions, both politically and culturally, and thus comparability across Nordic VCFs can be
drawn. This assumption can partly be justified through the Agreement Concerning a Common
Nordic Labour Market (Norden, n.d.-a) and Agreement Concerning Cultural Cooperation
(Norden, n.d.-b).

Moreover, as highlighted in section 2.6 of this study, the stage and market in which a new
venture is situated may influence the necessary competencies desired in the NVT (Petty &
Gruber, 2011), which subsequently may influence VCF’s method of evaluation as well as the
reasoning behind the NVT’s importance. In particular, as Ruhnka and Young (1991)
demonstrated, seed- and early-stage ventures retain larger internal risk than expansion- and
later-stage ventures, implying that competency among the NVT is of greater significance in the
former. Hence, this study will focus on VCFs specializing in seed- and early-stage ventures as
defined in section 2.4, as greater comparability can be drawn from VVCFs focusing in the same

investment stage.

3.2.3 Sample procedure

In order to make sure the data is credible and representative of the VCFs in question, the sample
of interviewees in this study are experienced industry professionals who work directly with
overseeing the investment process at the respective VCFs. As such, and given the
aforementioned context, the sampling procedure of this study followed a judgemental

approach. Specifically, the following six requirements are fulfilled by each sample subject:

1. The VCF which the interviewee works for is, in fact, a VCF as defined by the characteristics
(a-e) laid out by Metrick and Yasuda (2011):
a. The organization is a financial intermediary, meaning that it takes the investor’s
capital and invests it directly in portfolio companies.
b. The organization invest only in private companies, meaning that once the
investments are made, the companies cannot be immediately traded on a public

exchange.
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c. The organization takes an active role in monitoring and helping the companies in
its portfolio.

d. The organization’s main revenue stream is exiting investments through a sale or an
IPO.

e. The organization invests to fund the internal growth companies (ventures).

2. The VCF for which the interviewee works is active, meaning that it currently holds equity
stake in-, actively works with-, and monitors at least one portfolio company, i.e., venture.
The VCF for which the interviewee works is based in at least one of the Nordic countries.

4. The interview subject holds a relevant role in the VCF, meaning that the interviewee works
directly with, or has a comprehensive understanding of the investment process.

5. The VCF for which the interviewee works specializes, at least, in technological verticals.

6. The VCEF for which the interviewee works specializes, at least, in seed- and/or early-stage

financing.

In order to find relevant interview subjects for the data collection, as well as making sure that
the subjects fulfilled the aforementioned requirements, mediums such as the Nordic Venture
Network, CrunchBase, and subsequently the VCFs own website, were utilized. Subsequent to
finding a pool of potential interview subjects, LinkedIn messages or emails with a request for
an interview were sent to a total of 32 potential sample units from 27 different VCFs. These
requests resulted in seven acceptances, three declines, two acceptances which later were
withdrawn due to unexpected crisis management of Covid-19, one response received post data

collection and 19 non-replies.

Moreover, in accordance with the argument of Guest et al. (2006) that judgmental sampling
ought to be determined inductively, the final sample size of this study was not determined prior
to the data collection rather justified when theoretical saturation was reached in the collection
of data. However, a minimum of six interviews of one hour was set in line with what is argued
by Rowley (2012) for precautionary measures. The data collection was finalized after seven
interviews had been conducted, however, the researchers of this study note that from the fifth
interview onward, little new insight was gained, and it was concluded that theoretical saturation

for the sample had been reached.
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3.24 Sample

Table 2 summarizes the sample for the data collection, detailing the applicability of the VCFs
in terms of investment stage and type of industry, the name and position of the person
interviewed, and the length of the interview in minutes. As can be seen from the table, the

interviewees fulfill the set criteria of the sample. Notably, some of the VCFs are industry

agnostic, i.e., the VCF does not focus on a specific industry.

Table 2: Sample of interviewees

Venture capital
firm

Wellstreet
byFounders
Brightly Ventures
VCFX
(pseudonym)
Frumtak

Ventures
J12 Ventures

PreSeed Ventures

Interviewee

Jessica Rameau —
Partner and CIO

Sara Rywe —
Investor

Kerstin Cooley —

Managing
partner

John Johnson
(pseudonym) —
Partner

Eggert Claessen
— Partner
Emmet King —

Partner and CIO

Alexander

Viterbo-Horter —

Investment
manager

Stage of

investment focus

Seed and early
Early

Seed and early

Early

Early

Seed and early

Seed and early

3.2.5 Data analysis and coding structure

The data analysis in this study follows an inductive thematic methodology, a method in which
one identifies, analyzes, and reports on themes without trying to fit them into a predetermined
coding frame and/or the researcher’s preconceptions (Braun & Clarke, 2006). The coding
procedure largely followed a semantic content analysis, meaning that concepts and subsequent
themes were identified within the explicit meanings of the data due to the researchers’ desire
to remain as objective as possible, thereby reducing potential investigator bias (Braun &

Clarke, 2006). An exception to the semantic approach is given in certain sections of the data,
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Industry
(vertical)

Technology
Technology

Technology

Technology

Industry agnostic

Industry agnostic
(preference for
software
technologies)
Industry agnostic

Interview length

in minutes

50

61

66

58

63

80

45



where a latent approach is instead employed. For instance, there are sections in the data in
which the interviewee talks unambiguously regarding the methods of evaluation in a specific
phase of the investment decision process although it is not explicitly stated. In these instances,
concepts, categories and themes are generated by the quote's implied meaning as indicated by
the context of the discussion, e.g., first order concepts in Figure 2. Similarly, the analysis

section is driven by the latent meaning of the data.

Moreover, in order to explore the evaluation of NVTs in the VCF investment decision process,
it was necessary to also explore the reasoning behind the process. For instance, in order to
understand the underlying reasoning for why certain methods may be utilized in different
phases of the investment decision process, it is first necessary to understand the NVT sub-
criteria evaluated and why the respective sub-criteria are evaluated. Hence, after transcribing
the data, a number of codes were generated and subsequently narrowed down to 29 first order
concepts explaining either the reasoning behind the process or the elements of the process itself.
First order concepts were generated based on prevalence and importance to the research
questions within and/or across datasets. That is, first order concepts were derived based solely
on one of the aforementioned factors, or a combination between the factors. These concepts
were subsequently grouped together, forming second order categories according to their

respective themes (see Figure 1 & 2).

With regards to the relationships between second order categories relating to what NVT sub-
criteria are evaluated by the VCFs, the data analysis suggested that said second order categories
can be distinguished based on the level of subjectivity versus objectivity of how the criteria can
be evaluated. Hence, second order categories relating to NVT sub-criteria were themed in
accordance with soft sub-criteria and hard sub-criteria. Moreover, three second order
categories emerged with regards to explaining the superior relative importance of NVT as an

investment decision criterion (See Figure 1).
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Figure 1: Data analysis of NVT sub-criteria and importance

L5t order concepts 2nd order categories Theoretical themes

The NVT need to have certain personality Personality
characteristics characteristics
The importance of functional interaction between the -
members within the NVT Dynamics

Coachability

The ability to articulate ideas in an inspirational and Efficient
concise manner communication
\ SOﬂ sub-

The ability to listen and implement feedback given criteria of NVT
VCF, clients, and data that VCF seek

to evaluate

The underlying motivation behind the founding of

the venture — the desire behind becoming an [ Vision

entrepreneur

The ability to deliver on tasks and following through Sub-criteria of NVT
on targets throughout the VCF’s investment decision : > [ Delivery evaluated by the VCF
process

e The importance of having gender diversity

within the NVT [ Dy
e  The importance of having complementary

skillsets within the NVT

Hard sub-

criteria of NVT

The 'necessary competences needed within the NVT Competences that VCF seek
required to address the market gap
/ to evaluate

The NVTs relevant experience in the market that is ]
Market experience

addressed through the venture
The experience at least one of the founders has in [ Foundi .
previously founding a venture ounding experience

The educational background required in highly - -
regulated verticals [ Technical education

The preferred quantity of members within the NVT /_I::> [ Team size

S
=
3]
=
&=
=
L]

The NVT is ultimately the most important aspect of
the venture, as it is the team that executes the ideas of [

. Execution
the entire venture proposal
e In seed and/or early stage investments, many
data points of the new venture may change
poin y g Importance of
through its development, whereas the NVT ]
: NVT as a single NVT as an
remain constant b data baitt .
. constant data poin
e Inseed and/or early stage investments, the NVT p nyestment

may be the only data point available for decision criterion

evaluation

The decision to invest in a new venture implies that
the relationship between the VCF and the NVT VCE-NVT
usually lasts for an extensive time period, therefore it
is essential for both parties to /ike each other

relationship
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With regards to methods of evaluation, the data analysis revealed differences in temporality,
i.e., differences in methods based on what phase in the investment decision process the methods
are utilized in. Hence, the second order categories, i.e., methods of evaluating NVT, were
grouped together, forming themes according to the corresponding phase the methods are
employed in. For instance, second order categories, i.e., methods, such as reference calls,
evaluation meetings, sales meetings, and external evaluation were grouped to form the theme
evaluation methods in the evaluation phase, as these are methods employed specifically in the
evaluation phase of the investment decision process (see Figure 2).

Figure 2: Data analysis of practical methods of evaluation

L5t order concepts 2nd order categories Theoretical themes

Evaluation

The VCF use methods through which specific
information about the NVT is sought prior to in- [ Resume/LinkedIn ]\‘
methods in /s

screening
phase

The material submitted to the VCF by the NVT about
the venture when applying for funding

perSOn contact
Pitch deck ]/v

After the VCF has reviewed the funding application,
the NVT is invited to a first meeting

Screening meeting ]\
Evaluation

Throughout the evaluation process, the VCF holds
multiple meetings with the NVT

Evaluation
methods in

When evaluating the NVT the VCF holds practical methods in 2na
: y Workshops .
sessions where particular problems are addressed screening
phase
When evaluating the NVT, the VCF calls |,:> [

evaluation
phase

Evaluation meetings ]\
When evaluating the NVT, the VCF may organize

and/or be present at meetings with potential [ Sales meetings
customers of the venture

previous/current colleagues for input on the NVT Referengecally ]\

The VCF brings in external actors such as angel

investors and/or consultants, to get a second opinion [ External evaluation Evaluation
of the evaluation of the NVT .
methods in
— — due diligence
When conducting its due diligence, the VCF refers to Jigoz
previous/current colleagues to get further input on [ Reference calls o
the NVT

During due diligence, the VCF makes judgements of
the NVT based on standardized methods of
evaluation

[ Personality test

Evaluation

methods in the
deal negotiation
phase

When negotiating the specifics of the deal, the VCF
may evaluate the NVT through a discussion
regarding the preferred ownership structure

Ownership structure
negotiation
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3.2.5.1 Investigator triangulation

Investigator triangulation was applied to reduce potential investigator bias present among the
researchers. Investigator triangulation applied in this study was to, post-transcription,
independently carry out the aforementioned data analysis process (Collis & Hussey, 2014). The
results of each researcher were subsequently merged together, enabling a discussion to take
place on potential differences in findings and thereby reducing any investigator bias that may

have been present.

3.3 Ethical considerations

Through a consent form that all interviewees were invited to read and sign, the interviewees
were assured confidentiality of their input and offered anonymity, if the interviewees would
choose to be anonymous in this study. Interview consent forms included information about data
processing, consent for the recording and use of data, as well as letting the interviewees know
the participation is voluntary (Saunders et al., 2016), as can be seen in Appendix 2. The
interview consent forms were sent to the interviewees prior to the scheduled interviews via
Scrive, along with a message to reach out to the researchers if the interviewees might have any

questions.

In addressing the trustworthiness of business research Lincoln and Guba (1985) suggested the

assessment of four criteria: credibility, transferability, dependability and confirmability.

3.3.1 Credibility

As the interpretivism stance of social reality is a subjective manner, the credibility of research
is concerned with the degree to which others find the research truthful (Bryman & Bell, 2007).
To increase credibility, reframing of questions was done in the interviews to examine the
consistency of responses, which increased the probability of truthful answers based on personal
experience (Krefting, 1991). Additionally, to assess the credibility of findings, member checks
were conducted, i.e. presenting the empirical findings to the interviewees in order to confirm
the conclusions (Lincoln & Guba, 1985). Six of the interviewees confirmed and accepted the

findings of this study in time for the submission of the thesis.

3.3.2 Transferability
The transferability aspect is heavily situation related, meaning that if another researcher was to
replicate this study, the context of the study must be sufficiently similar for the transference of

findings to occur (Lincoln & Guba, 1985). As qualitative studies typically concern small
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sample sizes in specific environments and context, the transferability of findings may prove
difficult. Therefore, the researchers have to the best of their ability been thorough in presenting
the details of the sample and the various procedures, and it is in the hands of future researchers
to assess the transferability (Lincoln & Guba, 1985).

3.3.3 Dependability

The dependability of this study is increased through stepwise replication, i.e., the data was
divided and individually analyzed before later comparing the analysis and empirical findings
(Guba & Lincoln, 1981). In order to assess and assure the consistency, and thereby
dependability, of the analysis (Krefting, 1991), the researchers coded the same set of data on
separate occasions within a set time frame through a code-recode procedure. Throughout the
process of this study peer-examination of the research was done by neutral parties, where the
findings were discussed and reviewed in order for the researchers to be reflective and stay
honest (Krefting, 1991). The peer-examination was a reoccurring procedure conducted by

fellow students, who were familiar with qualitative methods of collecting and analyzing data.

3.3.4 Confirmability

Confirmability is concerned with the objectivity of the data collected and analyzed throughout
the study (Guba & Lincoln, 1981). In order to assess the confirmability, the researchers
conducted audits and triangulation of data (Krefting, 1991). The audits were carried out
actively by a tutor throughout the process of the research in order to assess the neutrality of the
gathered data. The researchers used investigator triangulation to interpret the codes, themes
and thus the empirical findings more objectively. Furthermore, as described in section 3.3.1,
member checks were done to create confirmability and to further eliminate subjectivity and
allow full transparency. Another additional indication of confirmability was the theoretical
saturation of the data (Saunders et al., 2016), which was observed from the fifth interview

onwards.
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4. Empirical findings

This section of this study showcases the data obtained through the seven interviews in relation to the
research questions posed in this study. Firstly, the superior importance of the NVT is explained, as it
holds implications for the evaluation process of the various NVT sub-criteria. Subsequently, the
relevant NVT sub-criteria discussed by the interviewees in the context of this study are presented. Lastly,
the practical methods and phases of the investment decision process are presented.

4.1 Superior relative importance of NVT as an investment criterion

Based on four first order concepts, three second order categories were identified with regards
to explaining NVTs relative importance as an investment decision criterion; these being
execution, NVT as a single constant data point, as well as the VCF-NVT relationship (See

figure 3).

Figure 3: Explanations of the relative importance of NVT
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Execution

The first category that was identified with regards to the relative importance of NVTs was
execution as shown in Figure 4. All interviewees indicated execution as a reasoning for the
superior importance of NVT as an investment criterion. Execution refers to the idea that NVT
is ultimately the most important aspect of the venture, as it is the team that executes the entire
venture proposal. For instance, Emmet from J12 Ventures and Alexander from PreSeed

Ventures state that:

27



“Building a product is hard [...] but executing and taking that product to
market is a way lot harder. And all of that execution and kind of go to market
stuff and building an organization is done by the team. Yeah, ideas are very
cheap, but execution is very difficult.” - Emmet King, J12 Ventures

“Whatever you're building, it will always be the people behind it that are
building it. So that's who we actually invest in. [...] There's a saying in
venture capital that you, especially in early stages [...] you would rather go
with a B idea with A team than A idea with a B team.” - Alexander Viterbo-
Horten, PreSeed Ventures

4.1.2 NVT as asingle constant data point

Figure 5: NVT as a single constant data point
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The second category identified with regards to the relative importance of NVTs was NVT as
a single constant data point which includes two concepts as shown in Figure 5. Firstly, the
interviewees focusing on seed ventures mentioned that in many cases, the NVT is the only data
point that can be thoroughly evaluated as products/services are oftentimes yet to be developed.
As Jessica from Wellstreet put it:

“[...] a lot of companies at the stage at which we invest have only a prototype
/ MVP or pre-commercial launch ...so the team is key because it’s really

what you're investing in and also the biggest risk.” - Jessica Rameau,
Wellstreet

Secondly, mentioned both by interviewees focusing on seed- and early-stage ventures, the NVT
is often the only constant variable in a new venture. Whereas the business idea of the new
venture may change along with its development, the NVT will remain constant. Sara from

byFounders captures this notion in the following quote:

“When you invest in really early stages, it’s common to see companies pivot
their business over time. That’s why it’s so important to remember that you
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mainly invest in the team - and not the product per se. Of course, teams can
change as well and co-founders might decide to leave the company, but |
would still say that the core team is one of the more constant parameters in
a startup and should, therefore, be carefully evaluated when investing."”
- Sara Rywe, byFounders

4.1.3 VCF-NVT relationship

Figure 6: VCF-NVT relationship
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The third category that was identified with regards to the importance of NVTs is the VCF-
NVT relationship, shown in Figure 6, which was prevalent across all interviews. The VCF-
NVT relationship refers to the notion that the relationship between the VCF and the NVT
usually lasts for an extensive time period, therefore, to be able to work together on a weekly-
or daily basis, it is essential for both parties to like each other. Following is a quote from John
from VCFX indicating the importance of NVTs with regards to the VCF-NVT relationship:

“We take a very operational position in the companies that we invest in. So
we will work with them on a week to week basis at least. Sometimes, day to
day basis. And to ensure that that will work, we have to be able to work
together with them as people. [...] it becomes about personal chemistry and
sort of getting the sense if we will be able to work together for five years,
almost on a daily basis with this project. It’s almost like choosing a business
partner, best friend and a spouse in the same sort of team or founder. It's
quite a lot of emotion and feelings that go into these projects.”
- John Johnson, VCFX

4.2 Sub-criteria of NVT

The identification of 12 second order categories of NVT sub-criteria evaluated by the VCFs
was done based on prevalence and grouped based on general implication to the investment
decision process. That is, the second order categories could further be merged into two themes,
i.e., soft and hard sub-criteria, based on the evaluation of these (see figure 7). Further explained,
the hard sub-criteria were considered as the sub-criteria which can be more objectively

measured, i.e. evaluated without interaction between the NVT and VCF. The soft sub-criteria
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were considered the sub-criteria which were personal attributes difficult to make judgements

about without interaction between the two aforementioned parties.

Figure 7: Hard and soft sub-criteria of NVT
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4.2.1 Soft sub-criteria

The soft sub-criteria are arguably more difficult for the VCFs to evaluate as the judgement of
soft sub-criteria is largely based on subjectivity. Thus, the sub-criteria of relevance are vision,
personality characteristics, dynamics, efficient communication and coachability, as shown

in Figure 8.

Figure 8: Soft sub-criteria of NVT
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Whilst the terminology differed, the underlying motivation behind the founding of the venture,
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i.e. the desire behind becoming an entrepreneur, was mentioned by the interviewees. The sub-
criterion vision was therefore identified. John from VCFX expressed vision as an indicator of

commitment and further expressed its relevance:

“The worst thing that [economic growth] has led to is that people now
believe it is very cool to be an entrepreneur and sort of pursue the
entrepreneurial path for the wrong reasons. So, we want to see indications
that founders are fully committed.” — John Johnson, VCFX
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The personality characteristics refer to the desired characteristics the VCFs seek in the NVT.
While the desired characteristics varied marginally amongst the VCFs, characteristics such as

tenacity and drive were frequently mentioned by the interviewees:

“They have to be tenacious, they have to be super strong, they have to be
anal [retentive], they have to never give up. [...] They have to be a little,
maybe rude is the wrong word but, for a better word they have to be
insensitive in some ways and just believe that what they 've set out to do is
gonna work and whatever anyone says they 're just gonna plow ahead and do
it” - Kerstin Cooley, Brightly Ventures

The importance of functional interaction between the members of the NVT is dubbed as
dynamics and was emphasized by the interviewees. As the members of the NV T are the people
responsible for the everyday operations within the venture, it is, therefore, necessary for the
members of the NVT to have functional interaction amongst themselves within the team. This

was expressed by Sara from byFounders in saying:

“It’s usually fairly easy to get a sense for the level of respect that team
members have for each other. For example, I'm always keen to see who
answers when | ask specific questions and if the other team members are
supporting their colleagues' arguments. Also, I like to visit their office to see
how the team members treat each other." - Sara Rywe, byFounders

Efficient communication refers to the ability to articulate ideas in an inspirational and concise
manner. The sub-criterion’s importance is identified both in the communication between the
NVT and VCF, as well as the NVT’s interaction with other actors, e.g. potential new
employees. Kerstin from Brightly Ventures explained its importance through, e.g. the ability

to attract others:

“They have to, and this is important, they have to be able to attract other
people to believe in their idea as much as they do themselves. If they come to
us, and they 've already recruited two or three people who are very good and
who are willing to join the journey, that’s a very strong sign.”
- Kerstin Cooley, Brightly Ventures

Coachability is deemed an important characteristic for the NVT to possess and refers to the
ability to listen and implement feedback given by VCF, clients, or data. Being able to learn and
adapt was of high importance to the interviewees and was further expressed by Emmet from
J12 Ventures:
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“[...] you need to tread the balance and still be coachable and learnable, and
open to a lot of input, whether it's from data or from customers, or from
advisors, or even investors, and be quite happy to be proved wrong, and pivot
and change and essentially have strong opinions loosely held.”
- Emmet King, J12 Ventures

4.2.2 Hard sub-criteria
The hard sub-criteria allow for a more objective evaluation process. Hence, the sub-criteria of
relevance are diversity, competences, market experience, founding experience, technical

education and team size, shown in Figure 9.

Figure 9: Hard sub-criteria
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Diversity refers to having heterogeneity in the NVT with regards to competences and gender.
While the type of diversity desired varies, its implications are described by Jessica from
Wellstreet:

“I look for balance in the teams as well, so if there are more than one person
| check if the team has a skillset that is diverse enough and complement each
other and or not missing a key skill set that will be essential to the success of
the company.” - Jessica Rameau, Wellstreet

The skills and abilities desired within the NVT, that are required to address the market gap, are
categorized as competences. The sub-criterion relates to the competences and skill sets needed
to scale a business and manage it. The relevance is explained by Emmet from J12 Ventures:

“We need to have a belief that from the hard skills perspective, the team
really fits the product that they're building from a technical or operational
perspective, and that they fit the market that they're addressing.”
- Emmet King, J12 Ventures



Another sub-criterion is market experience, which relates to the NVT’s relevant experience
in the market that is addressed through the venture. While all members of the NVT are not
required to have market experience, it was crucial that there is market experience and thereby

market understanding within the NVT at large:

“We do like experience from the relevant sector, so let's say that you are a
nurse who, during your job at Nya Karolinska, found a very specific issue
that you've identified and you have come up with a solution to the problem.”
- John Johnson, VCFX

Founding experience, i.e. the experience at least one of the founders has in previously
founding ventures, was consistently mentioned by the interviewees as a creditable sub-criterion
as it was deemed to be less risky to invest in a NVT in which at least one of the founders had

started a venture previously. In expressing this, Eggert from Frumtak Ventures said:

“I look at similarities in the software business where | spent most of my
business years, the first version of your software is really crap. The second
one is stable. And the third you can do something with. [...] That's why also,
you [we] look at previous [founding] experience with entrepreneurs. If it's
their first venture, it's much more of a risk.” - Eggert Claessen, Frumtak
Ventures

Since the VCFs interviewed all invest in technical verticals, some of which are highly
regulated, e.g. fintech, specific educational background is desired within the NVT. Therefore,

a desired sub-criterion is technical education:

“I mean, in the screening phase, [...], we look at educational background if
it's a technical company.” - John Johnson, VCFX

Team size is a sub-criterion considered by the interviewees. While sole founders were
considered a bigger risk by the VCFs, multiple of the interviewees still invested in sole
founders. Alexander from PreSeed Ventures addressed team size preference in the following

statement:
“Were not too much into single founder teams, we like when there’s two or
three. But we do also invest in single founders [...] But we more like kind of

couple founder teams, two or three, sometimes four, but mostly two or three.”
- Alexander Viterbo-Horten, PreSeed Ventures
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The last hard sub-criterion considered by the interviewees is delivery, which refers to the
ability to execute tasks and follow through on targets throughout the evaluation process of the
NVT. The ability to get things done was mentioned as a sub-criterion important in assessing

whether or not someone is capable of scaling the venture:

“During that time [the investment decision process] everything that they do
is very important. So, if nothing has happened during that time, that’s a
sign.” - Kerstin Cooley, Brightly Ventures

4.3 The evaluation methods used in the different the investment decision phases

Five themes identified in the interviews describe the practical methods that are employed in
the respective phases in the investment decision process to evaluate various NVT sub-criteria.
The practical methods are categorized according to the phase of the process the methods are
utilized in, thus creating five themes, as shown in Figure 10. The following sections 4.3.1 to
4.3.5 describe each theme in sequential order in the process.

Figure 10: Evaluation methods throughout the investment decision process
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4.3.1 Methods in the first screening phase

Firstly, all interviewees indicated a general screening phase involving a quick assessment of
the venture proposal. Furthermore, the interviewees made the distinction between first
screening and second screening. The first screening is done independently without the NVT
being present, i.e., the first screening is typically done by the VCF in their own workspace.
The practical methods of evaluation that are employed in the first screening are shown in Figure
11.
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Figure 11: Evaluation methods in the first screening phase
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Firstly, pitch deck refers to the material that is sent in to the VCF when the NVT applies for
receiving capital from the VCF, i.e., applying for the investment opportunity. Emmet from J12
Ventures explained that pitch deck is the first thing, i.e., the first method, VCFs use to make
sense of the NVT:

“When a company comes to us [...] generally we receive presentation pitch
deck materials that we can review and understand.” - Emmet King, J12
Ventures

While the VCF can make judgements about the NVT on the basis of the pitch deck alone, the
VCF might employ the supplementary method of resumé/Linkedln to gain specific

understanding about the NVT and its members, if such information is lacking in the pitch deck:

“So all of these initial analyses we’ll do just on the basis of their pitch deck,
and crawling their LinkedIn profiles. ’- Alexander Viterbo-Horten, PreSeed
Ventures

4.3.2 Methods in the second screening phase

Following the distinction between first screening and second screening, the latter is
characterized by the interviewees as being the first active interaction and meeting between the
NVT and the VCF. As such, the method employed in the second screening is the screening

meeting, as shown in Figure 12.

Figure 12: Evaluation methods in the second screening phase
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The interviewees highlight the screening meeting as being the method by which VCFs
continue evaluating aspects of the NVT and venture as a whole that the VCF has identified in
the first screening, and also begin to get a sense of the more subjective traits of the NVT, as
explained by Kerstin from Brightly Ventures:

“We intentionally meet a lot of teams, both for intelligence, it is a good way
to keep our ear to the ground and we learn a lot from every meeting, but most
importantly this goes back to the team. You can read about something on an
email or a piece of paper, but it is not until you meet the people that you
understand if this is for you or not.” — Kerstin Cooley, Brightly Ventures

4.3.3 Methods in the evaluation phase

The third theme in respect to the practical methods of evaluation is concerning the evaluation
phase. As implied by the interviewees, the evaluation is a lengthy phase, where the majority of
both the venture as a whole and the specific evaluation of the NVT takes place. The five
practical methods identified by the interviewees are shown in Figure 13. The practical methods
are presented in the order of appearance in Figure 13.

Figure 13: Evaluation methods in the evaluation phase
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Firstly, the interviewees spoke of evaluation meetings as the most prevalent method of
evaluation in the evaluation phase, being characterised by frequent in-person or online
interaction between the NVT and the VCF. Kerstin from Brightly Ventures spoke of the use of

evaluation meetings as:

“A lot of it is definitely in discussion, getting to know them. But also how they
interact between each other, we try to have meetings with different parts of
the team.” - Kerstin Cooley, Brightly Ventures

Secondly, the VCF employs the method of workshops, which are exemplified as being a

setting of interaction between the members of the NVT and representatives of the VCF, with a
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specific purpose of discussing or working on a particular subject or problem. During
workshops, the VCF can make sense of various NVT sub-criteria throughout the session.

Jessica from Wellstreet describes the use of workshops as follows:

“We typically do workshops with the founder, where we look at, if we do
invest what will the first three months look like? What would be the things
that we would focus on, the areas where we can help. So we actually start
working with the company essentially in that session, and start building a
roadmap to see whether we are a good match and work well together.”
- Jessica Rameau, Wellstreet

Thirdly, a specific method used by VCFs to evaluate the NVT is that of sales meetings, where
the NVT is put in a specific setting with a potential client and is observed by the VCF to make
judgements about specific NVT sub-criteria. Kerstin from Brightly Ventures describes the use

of sales meetings:

“We have to, by meeting them or getting them into situations, try to
understand if they have all those characteristics that we feel are important.
It can be going with them to a sales meeting, or organizing a sales meeting
with someone that we know who can be a potential client and bringing them
with or listening in to a call that we have organized.” - Kerstin Cooley,
Brightly Ventures

Fourthly, VCFs might employ external evaluation, i.e., asking external actors such as angel
investors and/or consultants, to evaluate specific NVT sub-criteria, exemplified by the

following quotes by Kerstin from Brightly Ventures and Emmet from J12 Ventures:

“We sometimes use a consultant t0 evaluate the teams, not always but often
and it can be very valuable. [...] it’s more to understand how these people fit
together and are there potential things that they should watch out for, or
potential strengths that they're lacking in this team.” - Kerstin Cooley,
Brightly Ventures

“We will often send them to meet a few of the angel investors in our network
that maybe know the market that they're in more specifically.” - Emmet King,
J12 Ventures

Lastly, the interviewees spoke of employing the method of reference calls during the
evaluation phase to get a second opinion on specific sub-criteria of the NVT. However, the
interviewees did not go into depth regarding the reference calls in this phase. Important to note

is that reference calls are also done in the due diligence phase, though with a more detailed
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purpose as explained by the interviewees, as will be shown in section 4.3.4. The following
quote by Sara from byFounders describes the purpose of reference calls in the evaluation

phase:

“And then, if you're still interested and the rest of the team internally are
interested as well, then you can go into the real evaluation phase. This is the
time when we start to truly build up our investment thesis [...], you start
making reference calls.” - Sara Rywe, byFounders

4.3.4 Methods in the due diligence phase

The fourth theme identified refers to the practical methods of NVT evaluation employed in the
due diligence phase. The interviewees described that the majority of the due diligence is done
on the more technical and legal aspects of the venture, therefore not encompassing NVT
evaluation to the same extent. However, aspects of the NVT are evaluated through reference

calls and personality tests, as shown in Figure 14.

Figure 14: Evaluation methods in the due diligence phase
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phase, describing it as a method in which the VCF reaches out to previous and current
colleagues of the NVT members and potential or current customers. Sara from byFounders

provides an example of the use of reference calls:

“When you go further in your due diligence process, you also do interviews
- so called reference calls. You call up customers, existing investors and other
people relevant for the case such as previous colleagues to hear what they
think about the product and the team.” - Sara Rywe, byFounders

Furthermore, one of the interviewees highlights the use of personality tests in the due diligence
phase to evaluate the NVT’s personality traits. Personality tests allow the VVCF to evaluate the

NVT, as well as identify potential derailers, as expressed by Alexander from PreSeed Ventures:
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“So we test them in all these different ways. [We do] a long interview with
them where we also kind of dive into the personality tests. We do a Hogan
test, which is a method of evaluating [their personalities] and it shows a lot
of derailers, so things that could become problematic with a founder profile
going forward.” - Alexander Viterbo-Horten, PreSeed Ventures

4.3.5 Methods in the deal negotiation phase

The themes regarding the practical methods of evaluation of the NVT sub-criteria conclude
with the methods employed in the deal negotiation phase. In this phase the VCF has already
made an offer to the NVT, however, the NVT may still be evaluated through the method of

ownership structure negotiation, shown in Figure 15.

Figure 15: Evaluation methods in the deal negotiation phase
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Ownership structure negotiation encompasses the negotiation of how much equity the VCF
and the NVT will hold in the company, as well as NVT’s choice regarding higher salary versus
more equity in the company. Even though the initial decision to invest has already been made
by the VCF, the evaluation of specific NVT sub-criteria still takes place. The ownership
structure negotiation signals how the future relationship between the two parties might be
post-investment. Jessica from Wellstreet explains the NVT sub-criteria evaluation through

ownership structure negotiation:

“We like founders or the team to stay above a certain shareholding after a
first round. [...] ideally, they should hold a clear majority of the shares
because that should be their real incentive, if they don’t care about dilution
or if they’re way below that, then we'd be concerned that they won't be
motivated enough to carry on until an exit event. Their stake in the company
should be the key motivation for them, and they should make their return
when an exit happens.” - Jessica Rameau, Wellstreet
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5. Analysis

This section analyzes the empirical findings in relation to the existing literature to address the
research questions posed in this study. Firstly, section 5.1 and 5.2 is mainly analyzed with
regards to the why aspect of RQ1, linking the importance of NVT as an investment criterion to
the various sub-criteria evaluated. Secondly, section 5.3 is mainly analyzed with regards to the
how of RQ1, synthesizing the temporality aspect of the NVT evaluation process. Lastly, section
5.1 to 5.3 is synthesized in section 5.4 to create a conceptual framework.

5.1 Importance of NVT and its implication to evaluation

The empirical data in this study confirms previous works’ (e.g. Dhochak & Sharma, 2016;
Goslin & Barge, 1986; Muzyka et al., 1996) conclusions that the NVT is the utmost important
criterion for VCFs when evaluating potential investments. However, the empirical data goes
beyond concluding that NVT is of utmost importance and explains the underlying reasoning
behind NVT’s relative importance. The notions of execution and NVT as a single constant
data point elaborate on previous literature’s (e.g., Gimmon & Levie, 2010; Gompers & Lerner,
2001; Kirchhoff, 1988; Tyebjee & Bruno 1984) indications of internal risk management being
an underlying reasoning for the superior relative importance of NVT. The notion of VCF-NVT
relationship, however, brings new insights to the NV T sub-criterion ‘personality compatible
with mine’ identified by MacMillan et. al., (1985). Although Fried and Hisrich (1995)
expressed the importance of the relationship between the NVT and VCF, the authors’ findings
mainly concerned the expertise of the VCF and its fit with the venture, and not the subjective

element of personal compatibility.

In terms of the finding regarding execution, it may be explained by the definition of seed- and
early-stage ventures provided by Metrick and Yasuda (2011). According to the authors, seed-
and early-stage ventures oftentimes only have incomplete products/services. Hence, in order
for the venture to become successful in the eyes of the VCF, which according to Gompers and
Lerner (2001) is synonymous with providing the VCF with a profitable exit opportunity, the
empirical data suggest that there is a lot to be done on the part of the NVT. The empirical data
suggest that these tasks may include, among others, building the product/service, developing a
bring-to-market strategy, deciding on marketing and distribution channels, and more
importantly, implementing and executing on these. If these tasks, which are indicated to be the
internal risks described by Ruhnka and Young (1991), are not executed properly, the venture’s

business idea is essentially null.
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Similar to NVT’s ability to execute on the business idea, the notion of NVT as a single
constant data point also speaks for its superior relative importance. As explained by Metrick
and Yasuda (2011), seed and early-stage ventures often do not yet have a complete product.
Therefore, the VCF has limited data points apart from the NVT to base their investment
decision on. Hence, from this point of view, it logically follows that the NVT is considered
superior in its relative importance to other criteria. That said, although the venture may have a
finished product, which is particularly reasonable to assume for VCFs focusing on early-stage
ventures (Cumming, 2012; Metrick & Yasuda, 2011), the notion of NVT as a single constant
data point may still explain the superior relative importance of NVT. In entrepreneurship, a
product or service is oftentimes a solution to a specific market problem or gap, rather than a
material object. Hence, advantageous new ventures will often pivot their idea in accordance
with what is suitable for the specific problem or gap the venture seeks to solve or fill. For these
reasons, it can be argued that product- and market characteristics play less of a role in scaling
the venture, rather it is the NVT as a single constant variable and execution that aids the
development of the venture, contrary to findings of Petty and Gruber (2011). More specifically,
the empirical data suggest that it is the NVT’s ability to discover market gaps, being agile in

its way of approaching or solving it, and executing on it.

The notions of execution and NVT as a single constant data point essentially elaborate on
previous works’ indications to the importance of NVT as an investment criterion (Gimmon &
Levie, 2010; Gompers & Lerner, 2001; Kirchhoff, 1988; Tyebjee & Bruno 1984; Ruhnka &
Young, 2011). The importance of the VCF-NVT relationship has been underemphasized in
previous literature. To explain the superior importance of NVT in terms of the latter, it is
particularly suitable to use a marriage analogy. When entering into the partnership venture
capital financing comes with, one is essentially committing to a long-term relationship that
lasts between five to fifteen years. Hence, for the same reasons one would not choose a life
partner on the sole grounds of physical attraction, VCFs will not enter into a relationship with
a NVT solely based on their business idea; a successful, and potentially lucrative, VCF-NVT
relationship is based on highly subjective elements, just like a marriage. The importance of
the VCF-NVT relationship can be further supported by the work of Yantis and Nixon (1982)
who argue that, rather than individual competences such as education level or general
knowledge, successful decision-making, i.e., decision-making leading to successful outcomes,
in small group environments, like the VCF-NVT relationship, is based on personal

compatibility among its members.
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Hence, the aforementioned rationale for the superior importance of NVT also serves as a basis
to the urgency of evaluating the NVT from a wide range of factors. In particular, while the
VCF has to make sure a new venture seeking funding has a financially viable business idea,
the VCF also needs to evaluate whether the NVT will be able to execute on its business idea,
as well as determine whether the NVT is someone the VCF can work closely with for a long
period of time (VCF-NVT relationship).

5.2 Conceptualization of NVT sub-criteria in relation to NVT’s importance

Although the terminology differs given the inductive approach of this study, it can be
concluded that previous works’ (e.g., Franke et. al., 2008; Knockaert et. al., 2010; MacMillan
et. al., 1985) findings are strengthened with respect to what sub-criteria of NVT are evaluated
by VCFs when considering a potential investment (see Table 1 in section 2.8). Further, the
empirical data of this study can elaborate on what sub-criteria of NVT that are evaluated by
conceptualizing the reasoning behind said sub-criteria. In particular, given what is argued in
the previous section 5.1, the VCF needs to evaluate the NVT from two main perspectives; the
NVT’s ability to execute on its business idea, and making sure that the VCF-NVT relationship
will work in the long-run. Furthermore, in terms of NVT as a single constant data point, the
idea that NVT is the only or one of the only aspects the VCF can evaluate in seed- and/or early-
stage ventures does not pose any drastic implications to the evaluation of NVT sub-criteria,
i.e., the fact that there are limited data points in the venture for the VCF to evaluate does not
directly link it to a specific aspect of the NVT that needs to be evaluated. However, connected
to the idea of execution, the VCF needs to evaluate whether the NVT is able to pivot its business
idea if necessary. Hence, the identified NVT sub-criteria can be synthesized in accordance with

execution or VCF-NVT relationship.

Firstly, the notion of execution can be linked to the following NVT sub-criteria; competences,
diversity, market experience, founding experience, technical education, team size,
delivery, and efficient communication. The reasoning is that these sub-criteria directly
influence the NVT’s ability to execute on its business idea. For instance, in terms of organic
growth, efficient communication points to the fact that the NV T needs to be able to efficiently
articulate its idea to both potential customers and potential employees. Similarly, in order for
the NVT to be able to handle all the different tasks that come with scaling the venture, the NVT
needs to have a diverse set of competences, i.e., diversity.
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Furthermore, as previously mentioned, linked to execution is the part of NVT as a single
constant data point, relating to NVTs being able to pivot their business in accordance with
demand. Here, the sub-criteria of vision and coachability are particularly important. In terms
of vision, the NVT ought not to be too attached to its idea, rather the space in which it seeks to
operate. For instance, if the vision of the NVT is to bring their specific solution to the problem
the venture seeks to address, the NVT is arguably less likely to successfully pivot their business
than if its purpose is to solve the underlying market problem regardless of their initial solution.
This is where coachability comes into the picture. In order for the NVT to be able to
successfully pivot their idea, the NVT first needs to be able and willing to consider external

input, i.e., be coachable.

Secondly, in terms of the VCF-NVT relationship, the sub-criteria of relevance are the five soft
sub-criteria; vision, personality characteristics, dynamics, efficient communication, and
coachability. Further explained, as the evaluation of soft sub-criteria is subjective, there is no
guarantee that different VCFs reach the same conclusion. For instance, the level of
coachability of a NVT may be evaluated as high by one VCF and low by another, and as the
ability to listen and implement feedback is important in the compatibility of the two parties, it
affects the VCF-NVT relationship. Thereby, any sub-criteria which is subjectively evaluated is
influenced by the VCFs individual experiences and preferences and thus impacts the VCF-NVT
relationship.

What is evident is the importance for both hard and soft sub-criteria to be evaluated as the NVT
and VCF enter a long-lasting professional relationship and both parties need it to be successful
professionally and personally. While the hard sub-criteria relate to the execution of the venture,
the soft sub-criteria are especially important in not only making judgements on whether the
NVT is able to execute, it also to assesses the compatibility between the VCF and NVT as the

two are entering a long-lasting relationship.

5.3 Integration of NVT sub-criteria and the methods of evaluation across
investment process phases

The following section analyzes and synthesizes the interaction between sub-criteria, presented
in section 4.2, what respective methods that may be used to evaluate the sub-criteria, presented
in section 4.3, as well as in what phase these methods may be employed. The synthesis is done

to facilitate a newfound understanding of what sub-criteria are evaluated by which methods,
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and how the methods build upon one another to deepen and confirm the evaluation of the NVT

across the five investment decision processes laid out in section 4.3.

As all interaction between people is done through communicating in some form, e.g., e-mails,
conversations, etc., it can be argued that the evaluation of efficient communication does not
belong to a specific phase nor method in the investment decision process. Rather, efficient
communication may be evaluated throughout the entire process; from the first screening to
the deal negotiation phase. Furthermore, in contrast to many other NVT sub-criteria, there is
no specific method that may be employed to evaluate whether the NVT expresses notions
articulately, efficient communication is rather continuously observed through the interaction
between the VCF and the NVT.

5.3.1 Integration of NVT sub-criteria evaluation in the screening phase

In the first screening, when evaluating the NVT independently and in their own workspace,
VCFs may utilize pitch deck to evaluate hard NVT sub-criteria such as market experience,
founding experience, competences, diversity, technical education and team size.
Furthermore, in case of information regarding e.g. market experience and technical
education missing from the pitch deck, VCFs may utilize the supplementary method
resumé/LinkedIn. Consequently, due to the methods employed, i.e., reviewing submitted

material, the depth of evaluation of the NVT is therefore done on a very basic level.

As the investment decision process moves into the second screening and the VCF and NVT
begin to more actively interact, the screening meeting may be the next method employed to
evaluate the NVT. The screening meeting involves the NVT presenting and VCF questioning
the case, and as such it may aid the VCF in deepening the understanding of hard sub-criteria
such as market experience. What is more, following the increase in the extent of interaction
between the two parties, i.e., taking the NVT evaluation from what can be seen “on paper” to
“what is observed in person”, more subjective elements, e.g., the sub-criteria of vision and
personality characteristics, may be evaluated. In-person interaction and observation of a
person is supported by Ozer and Reise (1994) as the most common method of evaluating

personality.
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5.3.2 Integration of NVT sub-criteria evaluation in the evaluation phase

Resulting from a positive impression in the first and second screening, the VCF may continue
the deepening of the evaluation of the NVT into the evaluation phase. Ongoing regular
interactions follow a rationale that the further the investment decision process goes, the more
in depth the various NVT sub-criteria may be evaluated, as well as additional sub-criteria may
begin to be evaluated. According to the empirical findings, upon entering the evaluation phase,
additional members of the VCF may traditionally be introduced to the NVT. The
aforementioned is done to internally confirm the first judgement of the NVT made by the initial

person in the VCF responsible for the evaluation of that particular venture.

Several evaluation meetings may begin between the two involved parties, i.e., the various NVT
members and the members of the VCF. The VCF may deepen the evaluation of many of the
sub-criteria that have already been identified and begun to be evaluated through the initial
methods, namely the hard NVT sub-criteria market experience, competences, diversity and
the soft NVT sub-criteria personality characteristics and vision. Furthermore, Rico et al.
(2008) describe that in watching the interaction between members, an assessment of the
dynamics within a team can be made. As such, the continued interactions with more than one
member of the NVT may allow the VCF to make judgements about the entity as a whole, thus
evaluating sub-criteria such as dynamics. The aforementioned is relevant as the NVT leads the
venture forward and executes as a united entity, and the VCF may thus be interested in the
NVT’s ability to work together well. The ongoing interaction may also allow the NVT to
evaluate more longitudinal sub-criteria, i.e., the VCF may need to map multiple data points in
regards to the respective sub-criterion to evaluate its progression, such as the soft sub-criterion

coachability, and the hard sub-criterion delivery.

Further in the evaluation phase, the VCF may employ two additional methods, i.e., workshops
and sales meetings, to deepen the assessment of the relevant sub-criteria that have already
begun to be evaluated in the earlier phases and the evaluation meetings. Through workshops,
the VCF may deepen the evaluation of dynamics, coachability, personality characteristics
and competences, while sales meetings mainly address personality characteristics and
competences. By practically exposing a team to potential real problems and scenarios the team
may face, the facilitator or observer may deepen their understanding of a team (Rico et. al.,
2008). As such, while evaluation meetings may assess, e.g, competences, through self-
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reporting by the NVT members in meeting dialogue, through workshops and sales meetings
the VCF may evaluate and confirm the necessary competences from a more practical

perspective.

Another perspective taken in the evaluation phase is that of confirming assessments of the
NVT made by the focal VCF through evaluating the sub-criteria from a different, external
perspective. This may be done through, firstly, reference calls, which may be used to confirm
if the assessment and evaluation of market experience, competences and personality
characteristics are aligned with what previous colleagues etc. have also observed. This
reasoning is supported by Nash and Carrol (1970), who found that conducting reference calls
can act to confirm accurate evaluation of personality traits. Although the research of Nash and
Carrol (1970) was carried out in a non-VCF context, and only regarding personality traits, the
concept of its results can explain the reasoning for confirmation of NVT personality

characteristics, market experience, and competences by the VCF.

Furthermore, external evaluation may be used to confirm if the judgements made by external
actors, such as consultants, of market experience, competences, diversity and dynamics
align with the judgments made by the VCF. As such, reference calls and external evaluation
are not used as methods to further evaluate the NVT, instead rather solely confirm the

robustness of the VCF’s evaluation thus far in the investment decision process.

5.3.3 Integration of NVT sub-criteria evaluation in the due diligence phase

Following the same rationale as in section 5.3.2, reference calls may also be employed in the
due diligence phase, effectively confirming the evaluation of competences and personality
characteristics done throughout the first and second screening phase, and deepened in the

evaluation phase.

The evaluation of the various NVT sub-criteria in the investment decision process thus far, i.e.,
in the phases of first screening, second screening and evaluation, has been done by people, i.e.,
the members of the NVT and external actors. The evaluation has been interpretivist in nature,
based on the people’s personal perceptions, therefore being subjective. One of the methods
which may be used by VCFs in the due diligence phase to bring objectivity into the NVT
evaluation is that of personality tests, which are relatively automatized through removing the

human factor in making the conclusion of the level to which a personality trait resides in a
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person (Hogan et al., 1996). Therefore, personality tests may arguably be used to confirm
correct subjective assessment of competences and personality characteristics or to deepen
the evaluation by highlighting incorrect assessment and identifying aspects of the
aforementioned sub-criteria that might have been considered. Personality tests may be of use
due to the objectivity they bring to the level of correctness of the assessment by the VCF, which
the VCF arguably wants due to NVT’s importance in regards to, e.g., scaling the venture post-

investment.

5.3.4 Integration of NVT sub-criteria evaluation in the deal negotiation phase

Moving into the deal negotiation phase, the VCF has made a decision to make an investment
(Metrick & Yasuda, 2011) on the basis that the necessary hard sub-criteria are acquired by the
NVT to execute on its idea. Hence, hard sub-criteria cease to be evaluated at this point.
However, in the deal negotiation phase, the VCF may continue to evaluate soft sub-criteria as
these influence the coming VCF-NVT relationship. More specifically, through the ownership
structure negotiation, the NVT may further deepen their understanding of the NVT’s personal
characteristics, its vision, and dynamics. For example, agency theory can explain the
evaluation of vision through the ownership structure negotiation. The literature on agency
theory states that incentivized compensation, such as executive stock options, is an efficient
method for aligning the financial interests of shareholders and managers (Murphy, 1999).
Grounded in this theory, through the ownership structure negotiation, the VCF may evaluate
the NVT’s vision by its preferred equity structure. That is, as indicated by the empirical
findings if the NVT prefers to hold a high equity stake, as opposed to higher salaries, it indicates
that the NVT’s incentives and motivations are aligned with that of the VCF, i.e., scaling the

venture.

5.4 A holistic perspective on the evaluation of NVT across the phases of the
investment decision process

Synthesizing the themes found in the empirical data and the analysis conducted in sections 5.1
to 5.3 results in the creation of a framework (see Figure 16) which provides a holistic

perspective on how each NVT is evaluated across the investment decision process.
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Figure 16: NVT evaluation across the investment decision process phases
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The framework follows a linear progression through time from the point of first screening to
deal negotiation phase. The phases build onto each other in sequential order, e.g., the second
screening phase is not returned to after it has been surpassed. Furthermore, although the
investment process as a whole is sequential in terms of its phases, each phase may be iterative.
For instance, in the evaluation phase, the VCF may employ an evaluation meeting,
subsequently a workshop, and follow up the workshop with an additional evaluation meeting.

The process phases are largely the same as the phases laid out by Metrick and Yusada (2011)
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and Cummings (2010) in Section 2.3; however, a distinction is made between the first

screening and second screening phase.

The indication of what sub-criteria appear in what phase in Figure 16 does not reflect the
relative importance of said sub-criteria. Further explained, one may not state that efficient
communication is more important than market experience simply based on the fact that the
former sub-criterion is continuously evaluated throughout the investment decision process
while the latter sub-criterion is evaluated in three phases. What is more, as indicated in Figure
16, there are sub-criteria that are evaluated only once, and the reasoning for this may simply

be that the sub-criteria act more as “checkmarks”, i.e., may be answered through “yes” or “no”.

Furthermore, Petty and Gruber (2011) and Hall and Hofer (1993) highlighted that the
evaluation of new ventures and thus NVTs shall be considered from a more dynamic and
temporal perspective. The framework presents the dynamics and temporality of NVT

evaluation from two perspectives.

Firstly, Figure 16 shows the changes that may take place in the evaluation of NVT sub-criteria.
As can be seen in Figure 16, in the first screening evaluation may be made regarding the hard
sub-criteria. This is not to say that hard NVT sub-criteria are more important in the initial
interaction with the VCF, rather that the only NVT sub-criteria available for evaluation are the
hard sub-criteria. As the process progresses into the second screening, characterized by in-
person interaction, both hard and soft sub-criteria may be evaluated. In the further phases of
the process, i.e., evaluation, additional hard and soft sub-criteria may be evaluated. What the
aforementioned implies is that the evaluation of new sub-criteria and the depth of the NVT
evaluation that may take place throughout the process phases are found to be influenced by the
progression of time in the process and the practical methods that are available for use in each
of the phases of the process, as indicated by the arrow from methods to sub-criteria in Figure
16.

Secondly, the linear investment decision process and the multiple evaluation methods used
allow for a deepening of the evaluation and further exploration of the various sub-criteria. The
aforementioned is discussed in Section 5.3. To elaborate, the progression throughout the phases
of the process is not to continuously bring in and evaluate new sub-criteria. Instead, the phases

build onto each other to largely continue to evaluate, i.e., deepen, sub-criteria that are already
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identified as being relevant in the first phases of the investment decision process. This is
indicated by the “D” in Figure 16. Similarly, the process allows for the evaluation of sub-

criteria to be confirmed, as indicated by “C” in Figure 16.

50



6. Conclusions

This section reiterates the purpose and research questions of this study. Followingly, the empirical
findings and analysis are summarized to answer the research questions.

The purpose of this study was to explore how and why VCFs evaluate NV Ts, and the methods

employed in the investment decision process. The two research questions derived were:

RQ1: How and why do venture capital firms evaluate the new venture team throughout the
investment decision process?
RQ2: What are the practical methods used by venture capital firms to evaluate new venture

teams?

To answer the research questions, seven interviews with seven Nordic VCF representatives
were conducted. The findings were analyzed with respect to the venture capital and relevant

adjacent literature.

In answering the first research question, this study concluded that firstly, the reason why VCFs
evaluate the NVT throughout the investment decision process is to gain an understanding of
the NVT’s ability to execute on its business idea, as well as to evaluate how the NVT aligns
with the VCF from a personal compatibility perspective to build a successful VCF-NVT
relationship. Secondly, the VCF evaluates the NVT through five distinct phases of a linear and
sequential investment decision process, continuously deepening and confirming the assessment
of the various NVT sub-criteria. The progression in evaluation is impacted by the practical
methods of evaluation applicable in each sequential phase of the process. Furthermore, in
evaluating the NVT, differentiation may be made regarding hard and soft NVT sub-criteria;
the former may be evaluated without in-person interaction, while the latter requires evaluation
through methods that are underlined by personal interaction between the two parties. Therefore,
the evaluation of hard and soft NVT sub-criteria and the dynamics of this evaluation may be

explained through the five phases and the practical methods employed in each phase.

In answering the second research question, the methods of evaluation identified through the
interviews were: pitch deck, resumé/LinkedIn, screening meetings, evaluation meetings, sales
meetings, workshops, reference calls, personality tests, and ownership structure negotiations.
The evaluation methods were found to influence the evaluation of the NVT in the VCF’s

investment decision process.
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7. Discussion

This section presents the academic contributions as well as the practical implications of this
study. Additionally, the limitations identified and areas for possible future research are
suggested.

7.1 Contributions

This study makes two important contributions to the literature on venture capital research.
Firstly, it responds to the criticism expressed by Hall and Hofer (1993) as well as Petty and
Gruber (2011) by presenting a process framework that illuminates the dynamics in the NVT
evaluation process affecting temporality of NVT sub-criteria. The framework clarifies what
sub-criteria may be evaluated by what methods in the various investment decision phases, as
well as the reasoning behind it, e.g. the distinction between hard and soft sub-criteria and its
implication to what respective methods can be used to evaluate them.

Secondly, this study provides clarity to previous quantitative research on venture capital
investment decision criteria (e.g., MacMillan et. al., 1985; Muzyka et. al., 1996) by
underpinning the reasoning behind the importance of NVT, as well as linking it to the
importance of the specific sub-criteria of NVT evaluated by the VCFs participating in this
study. Although the terminology of sub-criteria differs from e.g., MacMillan et. al., (1985)
given the inductive approach of this study, the underlying description of sub-criteria are
essentially the same and can thus be used to clarify and better the understanding of previous

literature on VVCF investment decision criteria.

7.2 Implications for NVTs

The practical implications of this study’s findings are mainly of interest to NVTs in the seed-
and early-stage seeking funding. The newfound understanding of the distinction between the
hard and soft NVT sub-criteria and the dynamics of how these are evaluated between the first
screening and second screening may benefit NVTs. To further elaborate, for such ventures
seeking funding, careful consideration should be placed on how the hard sub-criteria of the
NVT are presented in the pitch deck material sent in with the funding application, as securing
the first meeting will most often be dependent on the VCFs impression of that material, whereas
soft sub-criteria will not be assessed until potential later in-person interaction due to lack of an

employable practical method to do so in the first screening.
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As identified in this study, the NV Ts ability to execute the venture is largely evaluated through
the following sub-criteria: competences, market experience, technical education, diversity,
founding experience, and team size. Therefore, the NVT may take the aforementioned hard
sub-criteria into consideration in creating the pitch deck when seeking funding from VCFs.
Furthermore, due to the high importance of the VCF-NVT relationship indicated by the VCFs
interviewed, NVTs should not only seek the VCF who can provide a competitive term sheet

rather find a VCF the NVT are genuinely compatible with and can see working alongside with.

7.3 Limitations

Firstly, due to the inductive approach of this study and the chosen data analysis method, this
study may suffer from the investigators’ own subjectivity, i.e., investigator bias. The
aforementioned is most applicable regarding the procedures of coding the data and coming up
with categories and themes, as well as analyzing the themes thereafter. While investigator
triangulation was performed in the code and theme generation process, the researchers
recognize that their relatively similar academic backgrounds might still have affected the

approaches taken.

Secondly, while semi-structured interviews were the selected method in order to collect rich
exploratory data, this study may suffer from post-hoc biases resulting from the interviewees’
self-reported data, as discussed in section 2.11. To elaborate, even though member checks were
performed and findings were confirmed by the interviewees, it might still be that the
interviewees consciously or unconsciously reported data that is not aligned with how the

phenomenon of NVT evaluation occurs in reality.

Lastly, as none of the interviews were conducted in person due to COVID-19, the dynamic
between the interviewee and researchers might have been negatively impacted, as the dynamic
can typically be eased or strengthened through, e.g., conversation, prior to conducting the
interview. However, as most interviews were conducted over Zoom, the researchers were able
to detect cues such as facial expressions and body language. What is more, while cues
indicating the interviewee’s authentic feelings might have been missed in one of the interviews
as it was conducted over the phone, the interviewee was still able to express emotions, opinions

and experiences.
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7.4 Suggestions for future research

Given the limitations of this study, future qualitative research on the topic of venture capital
investment decision processes ought to use an observational methodology to, if not eliminate
completely, at least reduce the potential post-hoc biases that may be present in this study.
Particularly, observational methods may be very interesting to use when exploring the
influence subjectivity has in evaluating soft sub-criteria of NVT, e.g., through following the
VCF throughout the complete investment decision process, from deal origination to ultimately

signing a deal.

Furthermore, several topics were discussed in the interviews, however, due to the need to
remain focused in regards to the aim of this study, the topics could not be thoroughly included
in the empirical findings and analysis. Instead, the topics could act as the basis for future
research. An interesting topic of study might be that of subjectivity versus standardization of
the VCF evaluation processes, i.e., to what extent can the process be standardized both within
and across VCFs, and to what extent subjectivity must remain part of the process. The
aforementioned may further be researched in respect to differences between VCFs in terms of
investment stage, portfolio size, size of VCF team and the years of experience the VCF has as
an entity. What is more, in connection to subjectivity versus standardization, the use of
personality tests as part of a standardized evaluation process of the NVT would be a potential

research area.

54



8. Reference list

Akerlof, G. (1970). The Market for “Lemons”: Quality Uncertainty and the Market Mechanism. The
Quarterly Journal of Economics, 84(3), 488-500. https://doi.org/10.2307/1879431

Amit, R., Brander, J., & Zott, C. (1998). Why do venture capital firms exist? theory and Canadian
evidence. Journal of Business Venturing, 13(6), 441-466. https://doi.org/10.1016/S0883-
9026(97)00061-X

Braun, V., & Clarke, V. (2006). Using thematic analysis in psychology. Qualitative Research in
Psychology, 3(2), 77-101. https://doi.org/10.1191/1478088706qp0630a

Bryman, A., & Bell, E. (2007). Business research methods (2. edition). Oxford: Oxford University
Press.

Collis, J., & Hussey, R. (2014). Business research : a practical guide for undergraduate &
postgraduate students (Fourth edition.). Place of publication not identified: Palgrave Macmillan.

Cumming, D. (2010). Venture capital : investment strategies, structures and policies . Hoboken, N.J:
Wiley.

Cumming, D. (2012). The Oxford handbook of venture capital. New York ;: Oxford University Press.

Dhochak, M., & Sharma, A. (2016). Identification and prioritization of factors affecting venture
capitalists’ investment decision-making process. Journal of Small Business and Enterprise
Development, 23(4), 964-983. https://doi.org/10.1108/JSBED-12-2015-0166

DiCicco-Bloom, B., & Crabtree, B. (2006). The qualitative research interview. Medical Education.,
40(4), 314-321. https://doi.org/10.1111/j.1365-2929.2006.02418.x

Dixon, R. (1991). Venture capitalists and the appraisal of investments. Omega, 19(5), 333-344.
https://doi.org/10.1016/0305-0483(91)90052-U

Drover, W., Busenitz, L., Matusik, S., Townsend, D., Anglin, A., & Dushnitsky, G. (2017). A Review
and Road Map of Entrepreneurial Equity Financing Research: Venture Capital, Corporate Venture
Capital, Angel Investment, Crowdfunding, and Accelerators. Journal of Management., 43(6), 1820—
1853. https://doi.org/10.1177/0149206317690584

Dubini, P. (1989). The influence of motivations and environment on business start-ups: Some hints
for public policies. Journal of Business Venturing, 4(1), 11-26. https://doi.org/10.1016/0883-
9026(89)90031-1

Franke, N., Gruber, M., Harhoff, D., & Henkel, J. (2008). Venture Capitalists’ Evaluations of Start—
Up Teams: Trade—Offs, Knock—Out Criteria, and the Impact of VC Experience. Entrepreneurship
Theory and Practice, 32(3), 459-483. https://doi.org/10.1111/].1540-6520.2008.00236.x

Fried, V., & Hisrich, R. (1995). The Venture Capitalist: A Relationship Investor. California
Management Review., 37(2), 101-113. https://doi.org/10.2307/41165791

Gimmon, E., & Levie, J. (2010). Founder’s human capital, external investment, and the survival of
new high-technology ventures. Research Policy, 39(9), 1214-1226.
https://doi.org/10.1016/j.respol.2010.05.017

55


https://doi.org/10.2307/1879431
https://doi.org/10.1016/S0883-9026(97)00061-X
https://doi.org/10.1016/S0883-9026(97)00061-X
https://doi.org/10.1191/1478088706qp063oa
https://doi.org/10.1108/JSBED-12-2015-0166
https://doi.org/10.1111/j.1365-2929.2006.02418.x
https://doi.org/10.1016/0305-0483(91)90052-U
https://doi.org/10.1177/0149206317690584
https://doi.org/10.1016/0883-9026(89)90031-1
https://doi.org/10.1016/0883-9026(89)90031-1
https://doi.org/10.1111/j.1540-6520.2008.00236.x
https://doi.org/10.2307/41165791
https://doi.org/10.1016/j.respol.2010.05.017

Gompers, P., & Lerner, J. (2001). The Venture Capital Revolution. The Journal of Economic
Perspectives., 15(2), 145-168. https://doi.org/10.1257/jep.15.2.145

Goslin, L. N., & Barge, B. (1986). Entrepreneurial Qualities Considered in Venture Capital Support.
Frontiers of Entrepreneurship, Wellesley, MA: Babson College.

Guba, E., & Lincoln, Y. (1981). Effective evaluation. San Francisco: Jossey-Bass.

Guest, G., Bunce, A., & Johnson, L. (2006). How Many Interviews Are Enough? Field Methods.,
18(1), 59-82. https://doi.org/10.1177/1525822X05279903

Gupta, A., & Sapienza, H. (1992). Determinants of venture capital firms’ preferences regarding the
industry diversity and geographic scope of their investments. Journal of Business Venturing, 7(5),
347-362. https://doi.org/10.1016/0883-9026(92)90012-G

Hall, J., & Hofer, C. (1993). Venture capitalists’ decision criteria in new venture evaluation. Journal
of Business Venturing, 8(1), 25—42. https://doi.org/10.1016/0883-9026(93)90009-T

Hogan, R., Hogan, J., & Roberts, B. (1996). Personality measurement and employment decisions:
Questions and answers. American Psychologist., 51(5), 469—477. https://doi.org/10.1037/0003-
066X.51.5.469

Kirchhoff, B. (1988). Frontiers of entrepreneurship research 1988 Proceedings of the eighth annual
Babson College Entrepreneurship Research Conference. Wellesley, Mass: Babson College.

Klotz, A., Hmieleski, K., Bradley, B., & Busenitz, L. (2014). New Venture Teams: A Review of the
Literature and Roadmap for Future Research. Journal of Management, 40(1), 226-255.
https://doi.org/10.1177/0149206313493325

Knockaert, M., Clarysse, B., & Wright, M. (2010). The extent and nature of heterogeneity of venture
capital selection behaviour in new technology-based firms. R&D Management, 40(4), 357-371.
https://doi.org/10.1111/j.1467-9310.2010.00607.x

Krefting, L., (1991). Rigor in qualitative research: the assessment of trustworthiness. The American
Journal of Occupational Therapy : Official Publication of the American Occupational Therapy
Association, 45(3), 214-222. https://doi.org/10.5014/ajot.45.3.214

Lincoln, Y., & Guba, E. (1985). Naturalistic inquiry. Beverly Hills, Calif: Sage.

Macmillan, 1., Zemann, L., & Subbanarasimha, P. (1987). Criteria distinguishing successful from
unsuccessful ventures in the venture screening process. Journal of Business Venturing, 2(2), 123-137.
https://doi.org/10.1016/0883-9026(87)90003-6

Macmillan, 1., Siegel, R., & Narasimha, P. (1985). Criteria used by venture capitalists to evaluate new
venture proposals. Journal of Business Venturing, 1(1), 119-128. https://doi.org/10.1016/0883-
9026(85)90011-4

Metrick, A., & Yasuda, A. (2011). Venture capital & the finance of innovation (2. ed.). Hoboken, N.J:
Wiley.

Mishkin, F., & Eakins, S. (2018). Financial Markets and Institutions (9. ed.). Pearson.

56


https://doi.org/10.1257/jep.15.2.145
https://doi.org/10.1177/1525822X05279903
https://doi.org/10.1016/0883-9026(92)90012-G
https://doi.org/10.1016/0883-9026(93)90009-T
https://doi.org/10.1037/0003-066X.51.5.469
https://doi.org/10.1037/0003-066X.51.5.469
https://doi.org/10.1177/0149206313493325
https://doi.org/10.1111/j.1467-9310.2010.00607.x
https://doi.org/10.5014/ajot.45.3.214
https://doi.org/10.1016/0883-9026(87)90003-6
https://doi.org/10.1016/0883-9026(85)90011-4
https://doi.org/10.1016/0883-9026(85)90011-4

Murphy, K. J. (1999). Chapter 38 executive compensation. Handbook of Labor Economics, 2485-
2563. https://doi.org/10.1016/51573-4463(99)30024-9

Muzyka, D., Birley, S., & Leleux, B. (1996). Trade-offs in the investment decisions of European
venture capitalists. Journal of Business Venturing, 11(4), 273-287. https://doi.org/10.1016/0883-
9026(95)00126-3

Nash, A., & Carroll, S. (1970). A hard look at the reference check: Its modest worth can be improved.
Business Horizons, 13(5), 43-49. https://doi.org/10.1016/0007-6813(70)90112-6

Norden. (n.d.-a). Agreement Concerning a Common Nordic Labour Market. Retrieved from:
https://www.norden.org/en/treaties-and-agreements/agreement-concerning-common-nordic-labour-
market

Norden. (n.d.-b). Agreement Concerning Cultural Co-operation. Retrieved from:
https://www.norden.org/en/treaties-and-agreements/agreement-concerning-cultural-co-operation

O’Donoghue, T. (2019). Planning your qualitative research thesis and project : an introduction to
interpretivist research in education and the social sciences (Second edition). London: Routledge.

Ozer, D. J., & Reise, S. P. (1994). Personality assessment. Annual review of psychology, 45(1), 357-
388. https://doi.org/10.1146/annurev.ps.45.020194.002041

Petty, J., & Gruber, M. (2011). “In pursuit of the real deal.” Journal of Business Venturing., 26(2),
172-188. https://doi.org/10.1016/j.jbusvent.2009.07.002

Rico, R., Sanchez-Manzanares, M., Gil, F., & Gibson, C. (2008). Team implicit coordination
processes: a team knowledge-based approach. Academy of Management Review, 33(1), 163-184.
https://doi.org/10.5465/AMR.2008.27751276

Rowley, J. (2012). Conducting research interviews. Management Research Review., 35(3-4), 260—
271. https://doi.org/10.1108/01409171211210154

Ruhnka, J., & Young, J. (1991). Some hypotheses about risk in venture capital investing. Journal of
Business Venturing, 6(2), 115-133. https://doi.org/10.1016/0883-9026(91)90014-5

Saunders, M., Lewis, P., & Thornhill, A. (2016). Research methods for business students (7. ed.).
New York: Pearson Education.

Shepherd, D., & Zacharakis, A. (1999). Conjoint analysis: A new methodological approach for
researching the decision policies of venture capitalists. Venture Capital: an International Journal of
Entrepreneurial Finance., 1(3), 197-217. https://doi.org/10.1080/136910699295866

Tyebjee, T., & Bruno, A. (1984). A Model of Venture Capitalist Investment Activity. Management
Science, 30(9), 1051-1066. https://doi.org/10.1287/mnsc.30.9.1051

Yantis, B., & Nixon, J. E. (1982). Interpersonal compatibility: Effect on simulation game outcomes.
Simulation & Games, 13(3), 337-349. https://doi.org/10.1177/0037550082133005

57


https://doi.org/10.1016/s1573-4463(99)30024-9
https://doi.org/10.1016/0883-9026(95)00126-3
https://doi.org/10.1016/0883-9026(95)00126-3
https://doi.org/10.1016/0007-6813(70)90112-6
https://www.norden.org/en/treaties-and-agreements/agreement-concerning-common-nordic-labour-market
https://www.norden.org/en/treaties-and-agreements/agreement-concerning-common-nordic-labour-market
https://www.norden.org/en/treaties-and-agreements/agreement-concerning-cultural-co-operation
https://doi.org/10.1146/annurev.ps.45.020194.002041
https://doi.org/10.1016/j.jbusvent.2009.07.002
https://doi.org/10.5465/AMR.2008.27751276
https://doi.org/10.1108/01409171211210154
https://doi.org/10.1016/0883-9026(91)90014-5
https://doi.org/10.1080/136910699295866
https://doi.org/10.1287/mnsc.30.9.1051
https://doi.org/10.1177/0037550082133005

Appendix 1: Interview guide

Interview outline

1. Introduction:
Thank the interviewee for their time
Introduce our topic
Ask for permission to record

2. Getting to know the interviewee:

Would you like to start off telling us a little bit about yourself and how you came to work for
this VC?

What is your VCF’s goal and holistic purpose?

3. Investment process:
How do you come across new investment opportunities? What are the various ways of
initiating contact?
Example probing questions:
e Is the initial approach to evaluate the new venture different depending on how you
come in contact with them?
e How long does it take to go from initial contact to decision? What are the factors that
influence differences in the time spent?
Would you please describe your process from the initial contact with a venture until when the
investment decision is made and finalized? How do you proceed in this process?

4, Evaluation criteria:

In general, how do you evaluate new ventures and their proposals when exploring them as
investment opportunities?

What is the ultimate success factor for a venture to succeed, as in, what is the most important
criterion? Why is it the most important?

5. NVT evaluation:
Based on the process steps you identified earlier - how do you evaluate the team in each of
these steps and in the process as a whole?
Example probing questions:
e Methods, measures
e Prioritization (what subcriteria - experience, education/school, personality, team,
skills)
e Are there some aspects of the team that are more important than others in the different
stages of the investment process (screening vs evaluation)?
o How do you deal with evaluating more abstract aspects of the team?
e What do you mean by ... (e.g., well-balanced team), and how do you make sense of
that?
From your perspective, would you and a colleague evaluate one venture in the exact same
way? If not, why?
Do you have any reflections about investments that could be deemed as successes or some
which could be deemed failures? What are the differentiating factors between these ventures?

6. Closing of the interview:

Thank the interviewee for their time.

Could we contact you if we have any questions and to clear up potential ambiguities?
Would you like to remain anonymous in the research paper?
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Appendix 2: Consent form

i
JONKOPING UNIVERSITY

Jonkdping International

Business School

Interview Consent Form

Research project title: Choosing a Business Partner, Best Friend, and a Spouse:
An Exploratory Study of the Evaluation of New Venture Teams by Nordic Venture Capitalists

Research investigators: Linus Hogbidck, Fanny Johansson, Austra Kase

Information:

= The duration of the interview is approximately 60 minutes.

= You have the right to stop the interview or withdraw your participation at any time.

- The interview will be audio recorded and a transcript will be produced verbatim.

- The transcript and obtained insights from the interview will be analyzed for the purpose of the
research, and quotes will be used in the research report. You will be notified of the conclusions drawn
from your input as well as quotes that are intended to be used in the research report.

= The audio recording of the interview as well as the transcript will be safely stored so that only the
research investigators have access. The audio recording and the transcript will be deleted upon the
completion of the research project.

- At the end of the interview the research investigators will ask whether you would like to be
anonymous in the research paper. If you choose to be anonymous, your name and the name of the
VC in question will not be stated in the research paper.

By signing this form I agree that:

- I have read the information section of this consent form.

- I participate in this project voluntarily and I can withdraw at any point.

- Ido not expect a reimbursement of any form in return for my participation.

- The interviews will be audio recorded, transcribed verbatim and utilized as stated above.

- I can request a part of the interview to be omitted from the transcript.

- A copy of the interview transcripts will be provided upon request and I have the right to perform
necessaty edits regarding factual correctness and/or my confidentiality.

- At the end of the interview the research investigators will ask and I will decide whether I want to be
anonymous in the research paper.

- I have the right to contact the researchers pre and post interview with questions I might have.

XYZ
Interview participant
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