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Executive Summary (in Danish)
Formålet med dette projekt er at tilvejebringe viden om danske business angels. Uformel venture kapital anslås til at udgøre en betragtelig del af det totale danske marked for risikovillig kapital. Desuden er det en generel opfattelse, at business angels udover at tilføre kapital også tilfører virksomhederne eller iværksætterne en høj grad af viden, erfaring og forretningsmæssige kompetencer.

I dette projekt undersøges begreberne ABC (Attitudes, Behaviour og Characteristics) for danske business angels på baggrund af data indhentet af Vækstfonden i 2002. Begreberne dækker over en lang række elementer som forklarer business angels’ investeringsadfærd. Desuden undersøges heterogeniteten iblandt business angels gennem en analyse af forskellene mellem to typer op delt på præference mht. virksomhedernes udviklingsstadie – henholdsvis tidlige og senere faser.
For at analysere business angels med mulighed for at kunne sammenligne med studier fra andre lande, er det vigtigt at blive enige om en fælles definition. En sådan foreligger ikke på nuværende tidspunkt, hvilket svækker forskningen på området. I dette projekt opstilles overvejelser og forslag til en definition af business angels der er passende i forhold til datagrundlag og analyse. Endvidere finder vi i dette projekt, at der synes at være forskelligheder i brugen af teori til at forklare investeringsadfærden blandt business angels. Disse forskelligheder skyldes delvist manglerne af en fælles accepteret definition, men ligeledes også teoriernes begrænsede evne til at forudsige denne adfærd. I dette projekt benyttes forskellige teorier (bl.a. omfattende agentteori og socialkapital teori), som også findes at være begrænsede i deres evne til at dække området.

Den generelle karakteristik af danske business angels er meget lig andre europæiske lande, dog ser de danske business angels ud til at være en smule yngre. Desuden har danske business angels typisk en længere investeringshorisont i forhold til deres skandinaviske kollegaer. Som i andre lande er de danske business angels kendetegnet ved at være midaldrende mænd med en stor personlig formue, som typisk er erhvervet gennem salg af egen virksomhed. Endvidere er de veluddannede, har ledelsesmæssige kompetencer og har meget erfaring inden for opstart af virksomheder.

De danske business angels foretrækker at investere lokalt og i Danmark. De er typisk motiverede af en blanding af økonomiske incitamenter og personlig tilfredsstillelse. De danske business angels bruger varierende mængder af tid på due diligence når de gennemgår investeringsmuligheder og på den aktive deltagelse i de virksomheder de investerer i. Desuden findes der forskelle i måden hvorpå danske business angels er involveret i virksomheden. Kun en del af den samlede formue bliver investeret i unoterede virksomheder idet danske business angels også typisk foretager andre typer investeringer. Uformelle venture kapital investeringer resulterer oftest i en ikke-bestemmende ejerandel i virksomheden. Generelt er danske business angels meget villige til at indgå i syndikerede investeringer sammen med andre investorer.
Nogle af de undersøgte aspekter inden for ABC afslørede forskelle mellem de to typer af business angels som bliver analyseret. Dette beviser i nogen grad at de danske business angels udgør en heterogen gruppe. Især mht. geografisk beliggenhed, ejerandele, typen af aktiviteter og motivationsfaktorer blev der fundet forskelle. Analysen viser dog, at der højst sandsynligt findes adskillige typer der kan underbygge heterogeniteten.
1. Introduction
Throughout the most recent decades focus on the transfer of knowledge and competences as drivers of innovation has increased. Different studies have shown that innovation is a key factor in the creation and sustainability of new entrepreneurial ventures which in turn leads to the creation of jobs. Furthermore innovation has been shown to play an important role in regional (and national) development and economic growth.
As a source of capital and knowledge, institutional venture capital investments are regarded an important asset. However a shortage of risk capital has recently been found to exist in several countries (Lumme et. al. 1998). Furthermore the relatively large transaction costs of institutional venture capital investments limits the investments to a certain minimum size, which has led to the discussion of the existence of a so-called capital gap. This means that early stage companies might have difficulties attracting knowledge-intensive equity capital.
It has been stated that informal venture capital investors, i.e. private individuals who offer risk capital to unlisted companies in which they have no previous formal or family-related connections, have the ability to offset some of these problems. Furthermore Business Angels (BAs) are believed to be a very important asset to the creation and development of early stage companies. BAs are a special group within the group of informal investors who are very active investors with a high degree of experience and who provides highly knowledge-intensive capital.
In this project, the attitudes, behaviour and characteristics of Danish BAs are investigated. Not much is known about the BAs in Denmark; however this project sheds some light on the general characteristics of these. Earlier studies of BAs have regarded these as being a homogenous group, however recent research has shown that they are in fact heterogeneous. The heterogeneity of Danish BAs is investigated as well as a discussion of the method of analysing different areas of BAs.
The main findings of this project are in line with studies of BAs from other countries such as Sweden, Norway, Wales etc. The demographic characteristics of Danish BAs are very similar to those found in other studies i.e. male, middle-aged, and well-off with a high degree of entrepreneurial experience. Furthermore the heterogeneity of Danish BAs seems evident in several areas of investment strategy and preferences.

Another important finding of this project is the lack of a systematically oriented analysis method for analysing the BAs with a dynamic view i.e. analysing whether BAs follow certain life-cycles regarding their preferences etc. Most research analyse BAs at a certain point in time, without making follow-up analysis to investigate developments on the individual level.

This project is a master thesis from the University of Aalborg, Denmark within the study of MIKE (Master of Innovation, Knowledge and Economic Dynamics) and is in line with the main areas of research of this education, given the close relation between the study of BAs and Entrepreneurial, Innovation, Knowledge and Economic research.
2. Problem Background 

During the last decades there has been a growing interest in especially BAs, but also in venture capital in general, from the policy makers’ view and many recognize the importance of the capital supply as important to the economic development.

“There is now growing appreciation of the key role of venture capital in innovation, job creation, economic growth and industrial renewal in a wide range of geographical contexts. This grows out of a broad consensus of opinion that recognizes that entrepreneurial activity is crucial for economic development. Venture capital plays a key role in the entrepreneurial process by providing equity capital and managerial support for young, rapidly-growing private companies with the potential to develop into significant global businesses. It is the small minority of fast-growth companies that is responsible for generating a significant proportion of new jobs and economic growth in an economy” (Harrison & Mason, 1999).  

This quotation reflects very well the importance of the venture capital for innovation and economic development in general. Innovation and knowledge creation are important aspects of a knowledge-based economy as the Danish. Not only do we rely on a high educational level in Denmark, but innovative capabilities are also believed to be key factors for the survival of Danish firms. Therefore the capital supply for especially the small firms, which are typically believed to have the greatest growth potential, is vital to innovation. But if innovation and new thinking are to be the driving forces in the Danish economy, the access to a well-functioning market of venture capital for the innovative companies is very important (Vækstfonden, 2006).

Regarding the capital market The Danish Ministry of Economic and Business Affairs (in collaboration with a range of other ministries and councils) publishes a status report on the well-being of Danish economy every year. This report treats the functioning of the financial markets and because of the political focus to investigate how risk-willing capital can support growth companies, the supply of venture- and buy-out
 capital is naturally reviewed (Økonomi- og Erhvervsministeriet, 2008 ff). Even though these amounts have increased during the last years Denmark is still trailing behind e.g. Sweden or Great Britain with an actual investment level of approx. 0.3 % of GDP
. 

This figure denotes the share of institutionalised venture capital investments, which are only part of the total venture capital supply. Informal venture capital investments are believed to constitute a substantial share of the total market however the exact amount is unknown. The informal venture capital amount may even exceed the amount of formal venture capital investment; especially regarding companies in the early phases (Vækstfonden, 2002). Therefore, there have been many attempts to estimate the market size of informal venture capital. Mason & Harrison (2000), for instance, tried to estimate the size of the UK market by aggregating the visible part of the market (the network) with assumptions about the proportion of BAs participating in the market. This resulted in an estimated market size of 20,000 to 50,000 investors investing between £500 million and £2 billion. Some criticism has been attached to this (imprecise) method and more sophisticated estimates are highly needed – especially if the goal is to determine cyclical trends or just the ongoing development (Harrison & Mason, 1999). The Danish informal venture capital market could have a proportionally similar size but this has not yet been further investigated. 
Earlier research has shown that informal investors making high-risk investments in seed and start-up stages have become increasingly important to young firms (Månsson & Landström, 2006).

It has also been shown, that the group of informal investors can be divided into different groups, of which BAs constitute the highest activity level and degree of involvement in the investee company (Landström, 2008). Unfortunately the knowledge of these investments and the actors behind i.e. BAs is quite limited in Denmark. 

The BAs are particularly interesting when it comes to seed and start-up firms, since research in other countries has revealed that the formal/institutional venture capital tends to prioritize larger investments than these typically require. The formal venture capital market is usually defined by large companies with advanced organisational structures, which entails higher transaction costs during the investment process. It is known that the transactions costs of venture investments are proportionately higher for smaller projects (Brouwer & Hendrix, 1998). As both informal and formal investors expect some degree of ROI (Return on investment), the formal venture capital firms are motivated to engage in larger establishments to cover these transaction costs. In fact in the UK, the average investment in 2003 by venture capitalists was £3.198 million. This figure is however skewed because of very large late-stage investments, but the average early-stage investment was still over £600.000. It can also be argued, that formal investors’ ROI demands are likely to be higher because of these expenses. However it is difficult to assign the higher ROI to higher transaction costs directly, as other market characteristics such as level of competition etc. play a role in this matter.

Naturally, BAs as individuals do not possess the same amount of capital as the formal venture capital companies. Furthermore BAs most commonly choose projects where the monitoring and selection costs are relatively low or where the costs of information asymmetries are less severe, because of their limited human resources to handle the tasks of monitoring and selection (Due diligence).

These differences have given rise to a debate about a so-called equity gap on the capital market, which refers to the larger transaction costs of formal venture capital companies having caused firms requiring smaller investments being overlooked. Part of the importance of investigating BAs stems from the belief, that informal venture capital has the ability to fill the equity capital gap in early phases of development (Mason & Harrison, 1992).
Further reasoning for the importance of BAs is that they not only provide the firm with equity capital. This kind of investment is a unique possibility for the investee to acquire knowledge as a part of the investment process. BAs usually engage in various forms in the business activity by e.g. filling a position in the Board and functioning as a sparring partner. The entrepreneurial and general business experience possessed makes the BA a competent advisor and strategist, which is beneficial to most early-stage firms. Usually this kind of knowledge is created in a firm through knowledge accumulation spanning several years in the given industry. 

Due to the lack of knowledge on BAs in Denmark, it is difficult to focus policy initiatives towards the stimulation of these investments. Some research has been performed on a general level analysing data on Danish informal investors as a homogenous group (Vækstfonden, 2002). However besides the division of informal investors into sub-groups, it has also been suggested that policy initiatives could be further enhanced by looking at BAs as a heterogeneous group (Månsson & Landström, 2006).
In addition, it seems quite relevant from the demand side as well from other BA’s view to be able to distinguish between different types. Naturally entrepreneurs seeking investment capital have an interest in potential types of BAs being characterized regarding e.g. preferences, investment capacity and (industrial) experience. As a BAN (Business Angel Network) typically focuses on the matching process between BAs and entrepreneurs, distinguishing between different types could help to optimize this process for the administration of the network. Finally, as syndication seems to be quite common when investing in unquoted firms, different behaviour among BAs may also be prevalent here.     
3. Problem Statement

As we have seen from the preceding section, there are some highly relevant issues within the disciplines of informal capital and BAs. Few studies have been carried out within the field of BAs on the Danish market specifically, making this approach interesting. 

Regarding the definition of BAs, several different suggestions exist which are used inconsequently in different reports. A solid definition is a prerequisite for the consistency in the different studies and this diversification leads to different methodologies, and thereby a variation in the theories being applied, as well as how they are applied, in the existing research on this area. The definition of BAs is therefore given some consideration in this project. 

In general, some researchers have focused on the underlying characteristics of BAs, to provide a deeper understanding and insight into how BAs act in investment activities, while other research has focused on the characteristics of the BA market. It is believed, that e.g. the equity-gap problem can be solved more efficiently by understanding the characteristics of BAs to properly structure initiatives to promote this kind of investments. But how can we understand the characteristics of BAs? The most widely used method to answer this question has developed from Freear, Sohl & Wetzel’s pioneer work on this area in 1992 analysing the ‘Attitudes, Behaviour and Characteristics (ABC
) of High Net Worth Individuals’ which is also the title of their work. Most research in this area has focused on descriptive statistics comparing limited factors. Little effort has been made to elaborate on the conceptual meaning of the ABC analysis as well as the methodological and theoretical implications of using this approach. Consequently, an effort is made to investigate these subjects in this project, before actually using the ABC to describe the Danish BAs. 

It has been stated by various researchers that different groups of BAs exist with different characteristics
; however most research has been carried out as if BAs are a homogeneous group, despite the recognition that this group is in fact heterogeneous. This calls for a refinement of the above mentioned ABC analysis to subdivide BAs into selected groups, to provide a more detailed picture of the Danish BAs.

With the above mentioned points, the main focus of this project is to analyse the ABCs of Danish BAs, including treatment of the ABC model as well as the definition of BAs. Furthermore sub-groupings are used to refine the analysis.

The problem statement is formulated as follows:

What are the attitudes, behaviours and characteristics of certain types of Danish business angels?

As mentioned above the focus is on Danish BAs, however international comparisons will be applied. The main empirical foundation of this project is current research literature as well as a dataset derived from the survey of Danish members of the national DBAN
 from 2002 (Vækstfonden, 2002). 

The term Business Angel is used widely in the field of informal venture capital funding. We refer to the section “Defining Business Angels” for a detailed description of definitions. The certain types of BAs will be developed through a treatment of existing typologies where a suitable set of subgroups given the Danish conditions must be defined. Therefore, this rather comprehensive process of defining types is a necessary step in the project progress.     

This project can be compared to an initial step in a three-tiered model (1. Investigation of BAs 2. Formulation of policy 3. Implementation of policy). However, the role of public policy will only be treated peripherally and will not be the main focus of this project, which is to gain knowledge about the BAs that can support the creation of an efficient public policy through the understanding of characteristics. Furthermore the size and importance of the BA market as well as the market dynamics will not be the main focus of this project. We will not seek to prove the importance of the existence of BAs and the promotion of this type of investments; however this is an important topic when discussing public policy towards BAs.

The chosen problem statement is not directly affected by underlying assumptions but the relevance of the project is based on an idea that an equity gap exists in Denmark. This also presupposes that BAs have the potential to fill this gap and thereby serves an important function in the Danish economy (and the innovation system).

4. Methodology

4.1. Empirical Approach

To answer the chosen problem statement different feasible approaches exist.

Starting with the collection of data on BAs – the following has been considered:

1. A Questionnaire could be created, targeting BAs with questions regarding the specific areas of interest to this project.

2. Earlier research on BAs could be used as a foundation of a theoretical discussion of the ABC of BAs as well as the possible typologies.

3. Existing data on Danish BAs collected for a different purpose could be used.

One of the most significant problems in the methodology of research on BAs is the difficulties in finding BAs who are willing to participate in surveys. Because BAs are known to have a preference for anonymity (Wetzel, 1981), research methods that preserve this anonymity of the respondent have historically been preferred, such as postal questionnaires. Because of these well-known difficulties in identifying and contacting BAs, as well as the resources required completing this process, the option of creating a questionnaire regarding specific areas of interest has been rejected. This decision is to be seen in the light of the existence of earlier collected data on Danish BAs, which has been provided for analysis by the University of Aalborg (through Vækstfonden). However choosing to base the analysis solely on a questionnaire not directly designed for the purpose of this project will inevitably include shortcomings. However by carefully treating these shortcomings and combining the existing data with a thorough review of earlier research, it is our belief that it is possible to complete a meaningful analysis to answer the problem statement. Hence the chosen method regarding empirical data is a combination of points 2 and 3 from the list above.

One major issue regarding the use of the existing survey is the definition of BAs. By using pre-collected data the analysis should initially be subject to the definition of BAs accepted by Vækstfonden. However, by reviewing the method applied by Vækstfonden we have found that the selection of individuals to be included in the survey is in fact not contingent on the accepted definition.
 A solid definition is a prerequisite for establishing a generally applicable ABC model, which justifies a review and discussion of BA definitions.

An example of drawbacks from analysing ABC using the questionnaire is the ambiguities of questions. As it will be argued later, the time aspect is a central division criterion in the ABC model, which is in conflict with some of the double-sided questions
. 

Details of the methodological issues regarding specific questions in the survey will be treated in different sections relevant to the question in focus.

4.2. Data Collection

The data on informal venture capital investors and their investments were gathered from individuals with relation to the Danish Business Angel Network (DBAN) (Under DVCA - Danish Venture Capital & Private Equity Association. 67 of the 157 targeted individuals were members of an RBAN, while the remaining 90 were registered on DBAN’s ‘list of interest’. The individuals were contacted to identify active investors within the group and 76 responded to the survey - a response rate of 48%. 72 of the respondents had previously made one or more investments in an unquoted business. The purpose of the survey was to elucidate the market of innovation-finance with special attention to the contribution of BAs to firm’s early-stage phases.

Data on the individuals who did not respond to the survey is not available, which makes it impossible to conduct a non-response analysis. Non-response bias arises when the individuals not responding to the survey are different from respondents in terms of the investigated aspects. If this is the case, the data cannot be regarded as being representative of the population of interest. Despite the lack of information on non-respondents, some intuitive comments on the representativeness can be derived.

The fact that the survey was conducted on members of RBANs as well as individuals on the DBAN ‘list of interest’ can compromise the representativeness of the data. Depending on the degree of involvement in RBANs or DBAN the individuals might be influenced by these institutions regarding investment opportunities, risk profiles etc. Furthermore the fact that only individuals with connections to BANs have been included certainly creates a bias regarding the preference for anonymity but might also create biases regarding activity level, use of networks as a source for investment possibilities and other elements in the ABC model.

Because of this lack of randomness in the sample, the data cannot be regarded as being representative of BAs.

4.3. Theory and Literature

To answer the problem statement, hypotheses are created to restrict the analysis to selected main areas of relevance to the ABC model. The hypotheses are created from a discussion of the examined theory, which in turn is derived from a review of research on informal venture capital and BAs.

Agency theory and social capital theory is examined to understand the relationship between angel and investee and to set up hypotheses on this subject. Literature on proximity is used as a third perspective to investigate the ABC-elements related to proximity. These theories are selected on basis of a review of earlier studies as well as a belief, that they are the most suitable theories for explaining BAs’ behaviour.
A wide range of studies are generally reviewed to ascertain a solid insight into this particular field of study, like e.g. the review of typology encompassing several articles by various authors, as well as the treatment of the ABC model with articles spanning from 1981 to now.

In general, by using theory to set up hypotheses, conclusions from the literature are being tested by the empirical data, i.e. the results from the questionnaire. This classic approach facilitates conclusions to be drawn on the basis of the questionnaire but within the analytical framework of ABC and supported by the theoretical foundation which provides expectations for the hypotheses.    

Using ABC as the analytical framework has the advantage of distinguishing the process with the 3-brand division, which structures the content in the respective categories and clarifies which elements to include and exclude. However it also requires a discussion of methodological and theoretical implications of the model; the model is also an object of analysis.

In general, in spite of the mentioned ambiguities in the question formulation, hypotheses seem to be an appropriate way of creating different scenarios and investigating these by the use of questionnaire data. Moreover, the formulation of hypotheses on the basis of a defined ABC model assists in the delimitation of the analysis focus. To test the hypotheses categorical data analysis is applied, which is particularly suitable when comparing different types of BAs in the hypotheses.

The design of the project can be illustrated by the following figure.

Figure 1 - Project Design
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The figure illustrates the use of literature and theories for the analysis in general. Theory is partly extracted through the reviews of earlier studies of BAs and typologies, whereas the ABC model is derived from the review of different studies related to this field. The ABC is used as the analytical frame in which the hypotheses are tested – the Characteristics-section is though treated separately. Note that the figure does not include the entire project, as introductory as well as final sections (implications, conclusion etc.) are not shown here.
5. Defining Business Angels
5.1. Definitions

When focusing on BAs it is of natural interest to provide a precise definition of what this concept encompasses and what it does not. Throughout the studies of BAs several different definitions have been presented which naturally has implied some trouble comparing results from different researchers. The object of analysis is the main determinant for the appropriate definition and Landström argues that “…different definitions become more or less appropriate depending on the research questions asked.”(Landström, 2007). 

From the methodological considerations of basing this project on a pre-determined dataset it was shown that the analysis initially is subject to the chosen definition of BAs in the originating survey.

As can be seen from page 9 in Vækstfonden (2002), the chosen definition is one originally formulated by Mason & Harrison (2000):

”Private individuals who make investments directly in unlisted companies in 

which they have no family connection”.

Furthermore the paper by Vækstfonden details the definition by stating that a BA differentiates from other informal investors by being actively involved in the investments made.

When taking a closer look at the method applied in the paper, the definition is however not used to select the individuals qualifying for inclusion in the dataset. Characteristics are analysed on the complete dataset (n=76) collected from the survey. The survey was initially sent out to all members of the DBAN (or on the DBAN ‘list of interest’) and resulted in 76 responses. This means that the criterion for inclusion in the survey was merely a relationship to the DBAN instead of the above mentioned definition of BAs. 

From the name DBAN (Danish Business Angel Network) it can be argued that the members see themselves as BAs and that they have an interest in investment activities. However for the analysis in this project to be consistent, the dataset needs to be checked regarding respondents falling outside the limitations implied by the chosen definition.

With these factors in mind, we turn to focusing on finding a definition, which is suitable for the purpose of this project. 

Traditionally the notions of BAs and informal venture capital investors have been used interchangeably. Avdeitchikova, Landstrøm & Månsson (2008) argues that it is maybe not possible, and perhaps not desirable, to reach a single way of defining the investors on the informal venture capital market. The field is characterized by a growing number of research questions that present an interest for inquiry, and limiting the field to one definition can impede theoretical advancement within the field. Thus, different definitions become more or less appropriate depending on the research questions asked. This implies a need for defining the informal investors more specifically.

Landström is aware of this problem and made an attempt to schematize the width of these concepts in the following figure:  
Figure 2 - Definitions of ‘BAs’ and ‘informal investors’

 SHAPE  \* MERGEFORMAT 



Source: Landström, 2007

The figure contains 3 levels of informal investors where the major distinction between the two lower (and broadest) levels lies within the inclusion of family and friends in the lower of these two. The broadest definition actually includes every type of investment in an external start-up firm except from those on the stock market. The next level “informal investors” excludes family connections compared to the first level and covers private individuals who investment an amount in a firm but who are not actively involved in running the firm.

The top level indicates that the BA is a high-net worth individual investing in firms and simultaneously contributing actively with competences, know-how and experience. Therefore, according to this figure, a BA is a (private) investor in an unquoted start-up or entrepreneurial firm who is not related to the investee and is actively involved in running the business.

Especially the inclusion or exclusion of family connections has been subject of much debate, but also the activity of the BA in the firm is a key issue. Besides the contribution of knowledge Avdeitchikova (2008) have argued that the contribution of financial resources is also distinction-point when identifying different types of informal investors. She has developed a typology based on separation of the financial and knowledge dimensions of resource contributions, distinguishing between four different roles according to the following figure:

Figure 3 – Different Investment Roles.
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Source: Avdeitchikova (2008)
Here, the classical BA not only contributes with a high degree of knowledge, but furthermore with a high degree of financial contribution. Following Landström’s argument above, the high degree of financial contribution is implicit in the formulation that ‘...high net worth individuals invest a proportion...’ assuming that all informal investors invest the same proportion of their total assets.

Reynolds et al. (2003) found that the informal venture capital market is actually dominated by ‘micro investors’ despite the traditional focus on BAs within this market; however we will keep focus on the BAs for now.

According to the earlier discussed differences between informal and formal venture capital, another distinction might be present within the channelling of capital. Traditionally focus has been on individuals investing their own money compared to the institutional investments through a fund or a firm. 

This poses 2 potential problems (Avdeitchikova, Landström & Månsson, 2007): 

1) The way capital is channelled may be more complex than this; perhaps through firms jointly owned by BAs and co-investors.

2) Increased use of syndicate and network investments which may conflict with the top level definition, as it is not only individuals and the activity of the different members of the syndicate or network may be varied and hard to identify.

Therefore, one must be careful with the definition ensuring that investors who perform as BAs are not excluded due to an inflexible definition. Once again the difference in definitions used by different researchers/authors may inhibit the comparison of different investigations, because e.g. syndicated investments are excluded somewhere and included elsewhere.

Regarding the activity level, the presence of more than one individual investor is not the only problematic distinction. If the distinction in one dimension between an informal investor in general and a BA lies within the active involvement in the firm, the definition of active involvement becomes essential. As this project is partly concerned with the specific features of the BA and the involvement and transfer of knowledge and skills, it is central for the chosen definition of this project to include considerations about this, even though doing so could be problematic. 

In syndicated investments, individual BAs might not be directly actively involved in running the firm, which is carried out by a so-called ‘Lead Angel’. This implies that the direct involvement in the firm is no longer the main distinction. The situation gets further complicated when BAs syndicate with truly passive informal investors.

The problem can be illustrated by the following figure.

Figure 4 - Syndicated Investments
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In the figure, all three investors are participants in a syndicated investment in the firm. The ‘Lead Angel’ is the active investor who contributes with both knowledge and capital. The total knowledge that the ‘Lead Angel’ contributes to the firm, is accumulated with the knowledge of Investor B, who e.g. has entrepreneurial experience in the sector of the firm. Investor B does not take part directly in running the firm, but influences the Lead Angel’s managerial decisions. Investor A has no entrepreneurial experience or other knowledge to contribute hence he only contributes with capital. However the important point is, that the capital supplied by investor A is facilitated with the knowledge from the Lead Investor and investor B which means that the total capital invested from all three investors becomes ‘knowledge-intensive capital’.

This implies further distinctions depending on the research question. If the main focus is to analyse the size of knowledge-intensive capital transfers, then the passive investors like investor A, who engage in syndicated investments without being a BA as defined by the active involvement or knowledge transfer, should indeed be included in the definition. However if the focus is on BAs’ capital and knowledge flows, the definition should include the option of engaging in syndicated investments where contributing indirectly with knowledge through influencing the Lead Angel. By this distinction it should be possible to separate BAs from passive informal investors, even when they mutually engage in syndicated investments.

The concept of ‘Latent Angels’ will not be treated in this project, as it is linked with numerous uncertainties about the individuals probability to actually become a BA.

Summing up, informal investors can be sub-divided into different types, according to the nature of the investment and the degree of financial contribution as well as knowledge contribution. BAs are a subgroup of informal investors with the following attributes:

· High net worth individuals who invest a proportion of their assets in unquoted entrepreneurial ventures.

· Apart from contributing financial resources, BAs contribute their commercial skills, experience, business know-how and contacts. This contribution can take place either by taking a hands-on role in the company or by engaging in syndicated investments.

· BAs do not invest in firms in which they have family connections.

Using these attributes as the chosen definition of BAs in this project induces some restrictions on the dataset.

5.2. Restricting the Data to Match the Definition

As we will not be using data from so-called ‘Latent Angels’ we sort out the individuals who have not yet made their first investment in an unquoted firm. 5 % of the respondents were sorted out on this criterion.

The next step is more difficult, when trying to sort out respondents on their active involvement as well as their involvement in syndicated investments. Due to the exact formulation of the questions in the survey, it has not been possible to identify whether respondents engaging in syndicated investments do so as ‘Lead Angels’, indirectly active BAs or as truly passive investors. However it has been possible to use a different approach, excluding respondents who neither engage in syndicated investments nor engage actively in the individual investments. 4 respondents equal to 5,6 % of the remaining respondents have been sorted out due to no syndicated investments and low activity level, according to the table below.

Table 1 – Activity in Firm vs. Syndication Activity

	
	How many syndicated investments have you engaged in / do you expect to participate in within the current year?

	How much time do you spend (average) on participating in managing/running the firm?
	
	0
	1
	2
	3
	4
	>5
	Total

	
	Don’t Know
	3
	2
	1
	0
	0
	0
	6

	
	Passive Investor
	1
	0
	0
	0
	0
	0
	1

	
	Less than 1 day/month
	3
	0
	0
	0
	0
	0
	3

	
	Up to ½ day / week
	6
	4
	6
	4
	0
	1
	21

	
	1-3 days / week
	6
	9
	4
	4
	0
	2
	25

	
	More than 3 days / week
	3
	2
	1
	0
	1
	0
	7

	
	Total
	22
	17
	12
	8
	1
	3
	63


Items marked with red, has been sorted out due to low activity level. One could argue that the only activity level to be sorted out should be the ‘Passive investor’ however spending less than 1 day per month on participating in managing/running the firm seems to be in contradiction to the perception of BAs’ activity levels. We cannot exclude the 6 missing cases which have not answered one or both of the questions.

The exclusion performed results in 65 remaining respondents (63 minus the 4 with low activity plus the 6 missing cases). These respondents are believed to be in line with the chosen definition, despite the fact that it has not been possible to identify the role of the respondents in the syndicated investments. As mentioned earlier the data can however not be seen as representative for the entire population of BAs in Denmark.

Now that the definition has been chosen, we turn to the treatment of the analytical framework for the project. In other words we now focus on the ABC model to investigate, what analysis should be performed on the respondents qualifying within the restrictions of the definition.

6. Earlier Studies of Business Angels

Since Wetzel’s pioneering study from 1981, business angels have been a well studied phenomenon but with a wide range of different focus points. The following section seeks to provide a short overview of earlier studies in general. This involves identifying the general characteristics of BAs found in other studies but also summing up on methods and theories applied.

After this general overview the following two sections are elaborating on literature on two of the central elements in this project, the ABC and BA typologies, respectively. As these elements are central for the project it is important, besides treating earlier studies of these, to use the findings in this literature to set up the frames for the hypotheses and the analysis in general. Therefore the treatment of ABC-related studies ends up with a self-contained framework for the division and content of ABC, which structures the following analysis. Furthermore, the treatment of typologies serves to provide a basis for applying a set of different types of BA when designing the hypotheses. 
6.1. General Overview

In his recent overview of the field of informal venture capital, Peter Kelly (2007) points out that the development in research can be split into 2 generations:

· 1st Generation studies, which focused on static aspects like demographic studies of the persons (BAs) and the size of the informal venture capital market.

· 2nd Generation studies, where focus shifted to more dynamic aspects concerning the functioning of the informal venture capital market
; the decision making process of the individual BA, policy making (e.g. establishing networks) and new theoretical perspectives on BAs including agency theory, signalling theory and social capital. 

1st Generation Studies:

The demography and characteristics of BAs are some of the most studied and discussed aspects of this generation. The studies from a long row of different countries have resulted in some common traits, which most authors accept (Kelly, 2007) :

· A typical BA is a middle-aged male (40+) with entrepreneurial street smarts (new venture experience).

· The investment decision is motivated by the prospect of financial return and significant non-financial motivations (intrinsic rewards).

· BAs rely on a close circle of business associates and friends to refer potential investment opportunities to them.

· A typical deal involves a syndicate of BAs and is usually made in ventures close to the home base of the investor(s).

· BAs are attracted to proposals where they can apply their knowledge, skills and experience thus bringing added value benefits to the venture.

· A substantial minority of BAs (up to 40 percent or more) have yet to make their first investment, variously described as latent angels or virgin angels (Freear, Sohl & Wetzel, 1994; Coveney and Moore, 1998; van Osnabrügge and Robinson, 2000).

As mentioned in “Problem Background” there has been many attempts to estimate the market size of informal venture capital in different countries. This is though out of scope of this project and will not be elaborated.
2nd Generations Studies:

Among other, the dynamic approach regarding the functioning of the informal capital market includes studies that focus on syndicated investments as well the equity gap and the evolvement of this. Attempts have been made to analyse the decision-making-process compared to this of formal venture capital. In addition, more advanced methods like conjoint analysis and action-based analysis have been used to sophisticate the results (Shepherd & Zacharakis, 1999). Furthermore the post-investment relationship has also been given attention to investigate the BA’s return achieved and the exit path of the BA (Harrison & Mason, 1999).  

2nd generation studies have expanded the policy perspective to include research on stimulating the access to informal venture capital. This includes focusing on both supply and demand side as well as cultural changes in the market (Aernoudt, 2005). Establishment of regional and national networks has been some of the most common initiatives. Besides the capital problem
 and the search problem, which refers to the matching process between suppliers and users of capital, policy makers have also paid much attention to stimulating market activity, the so-called incentives problem, where e.g. tax reliefs for BAs have been introduced in UK among other (Kelly, 2007).   

The 2nd generation studies have included numerous attempts to link academic theory from various areas as economics, sociology, statistics etc. to the field of BAs. Analysing the decision-making-process, the BA-market and other relevant areas of the BA field in a theoretical context, has yielded more precisely defined concepts and bases of analysis. Furthermore the use of a theoretical framework enhances the convergence across different studies.

Among the most commonly referred theories is Agency Theory, which is part of the microeconomics field of research as well as financing theory. Agency Theory has mostly been used to describe the behavioural patterns in the decision-making-process (due diligence) but also to describe the underlying mechanisms of contracting and monitoring which are essential elements of Agency Theory. 

Another theory applied to the field of BAs is Signalling Theory, which is closely related to Agency Theory. Signalling Theory is part of the contract-theory which also resides in the field of economics, however analogously Signalling Theory has its own evolutionary biology-approach with similar characteristics. Signalling stems from the idea of asymmetric information and hence is applied in different ways within this context in the BA field – i.e. as a part of the determination of an investors or investees ability level and qualifications.

The final theoretical area commonly used in the 2nd generation studies, is the concept of Social Capital, which is used within various research areas such as: business, economics, organisational behaviour, political science, public health, sociology etc. Basically the many different interpretations of this concept are derived from the idea that social networks have some kind of value, and that this value can be utilized through the persons involved in a project. In terms of BAs this concept is used to understand the value of the experience, network etc. of the investor (and investee) and is often further supported by theories of codified and tacit knowledge.

Naturally, the review of literature related to this field could encompass a wide range of other aspects and studies, but as the purpose here is to provide a short review, it seems sensible to expand only on the project-specific topics. Thus, subsequent to the following treatment of ABC and typologies, respectively, the theoretical areas are extended to make the basis for setting up hypotheses.

6.2. The Concept of “Attitudes, Behaviour and Characteristics”

Since the pioneering study of Freear, Sohl & Wetzel in 1992 – “The Investment Attitudes, Behaviour and Characteristics of High Net Worth Individuals” (ABC), many researchers have used a similar approach to analyse demographic, economic, socio-economic and social characteristics of BAs.  

No real pre-defined model of the elements and aspects included in ABC seem to exist. Therefore the aim is to extract elements traditionally investigated in connection with an ABC model but also to discuss ABC as a concept of an analytical approach. 
6.2.1. Reviewing Articles

The selected articles, which will be presented individually due to differences in the use of ABC, are studies of BAs in countries around Europe. The conclusions of the articles are not necessarily presented as the articles serve different purposes.

As mentioned, one of the first ABC studies was the 1992-article by Freear, Sohl and Wetzel. The purpose was to discover the BAs’ attitudes towards investing in entrepreneurial ventures, their history of venture investing and their demographic characteristics, which provides us with a first picture of what ABC contains. Subsequently, the article treats some different aspects with respect to characterizing BAs. This encompasses:

· Investments made and investments seriously considered (divided by source – e.g. friend, business associates, venture capitalists etc.)

· Location of investments made by investors (within 50 miles, 50-300 miles etc.). Both present location and expected future location of investments are treated. Furthermore, the importance of location of a given investment according to BAs is included.

· Importance of non-financial factors in determining investment decisions (socially responsible factors, type of product or service, size of venture etc.).

· Annual rate of venture investments and seriously considered venture investments.

· Rate of total investments allocated to entrepreneurial investments.

As well as data on economic wealth, age, address etc. extracted through the Real Estate Transfer Database used as the primary data source, these abovementioned elements constitute the basic content analysed in the article. The article does not encompass considerations on matching each element to the A, B or C category respectively; however the conceptual meaning of each category is briefly addressed in the introduction to the article. 

· The Attitudes category covers the BAs’ attitudes toward investing in entrepreneurial ventures.

· The Behaviour category covers the history of venture investing.

· The Characteristics category covers the BA’s demographic characteristics.

At this point, the ABC analysis seems to include implicit considerations of the elements included for analysis, which could be compared to a loosely defined framework. A framework used by other researchers for further development and analysis, as we shall see in other studies reviewed.

In Wales a somewhat similar study has been carried out by Hurcombe, Davies & Marriott (2005). Again the purpose was to find attitudes, behaviours and characteristics within the BA Network (BAN) of Wales, Xènos. The parameters used to evaluate the BAs are here classified according to A, B and C respectively, which indicates that considerations have been undertaken to define these individually. The different categories encompass the following elements:

Attitudes:

· Importance of different factors in the initial decision to become a BA (e.g. “to make a capital gain”; “for enjoyment and satisfaction”; “to assist small businesses”; etc.)

· Preferred stage of company to invest in (seed, start up, expansion etc.)

· Importance of factors when assessing an investment opportunity (management, product, financial forecasts, industry etc.)

· Factors influencing BAs’ investment decisions (e.g. “time available to spend with investee companies”; “general state of the economy”; etc.) 

· Intended amount of investment in the following year.

Behaviour:

· Source of opportunities considered (e.g. BAN, business associates, friends etc.)

· Source of opportunities most often invested (same categories as above).

· Attitude towards syndicating and preferred investing partner (e.g. business associates, members of the same BAN, family members etc.)

· Time spent with investee companies, type of support (guidance at a strategic level, performance monitoring, balancing the management team).

· Result of exiting investment (Full loss, partial loss, break even etc.)

· Factors influencing the ability to invest (“Insufficient quality deal flow”; “insufficient time to evaluate opportunities”; etc.) and potential deal killers (“Inability to agree a role for the angel in the company”; “inability to agree a price with entrepreneur”).

Characteristics:

· Amount available for BA type investments (total and by region).

· Sources of investment funds (sale of own business, inheritance etc.)

· Experience in different types of organisations (small company, medium size company etc.)

· Level of education (degree, masters, doctorate or professionals).

· Age profile (31-40; 41-50; 51-60; or above 60 years).

· Regions where BAs are willing to invest in.

Besides the list of included elements this article also provides a picture of the division of content with respect to A, B and C. The last of these, C, primarily contains demographic measures and simple data about funds available, sources of funds etc. Distinguishing the C-content from the remaining therefore is relatively straightforward.

The distinction between A and B is more vague, but it seems that while B contains different factors about the investment history, the parameters belonging to A, are focusing on the preferences of BAs which is in line with the article of Freear, Sohl & Wetzel (1992). Nevertheless, some of the elements do not fit this division as e.g. “Attitude towards syndicating and preferred investment partner”, which uses the word “attitude”. This element is (controversially) placed in the B-section but according to the formulation it should instead be placed within the Attitudes category. It seems that the formulation of the research questions is vital to the correct placement in the different categories. This leads to a further refinement of the difference between the A and B category as well as the importance of the formulation of research questions. If the research question is formulated as looking solely on historical actions and preferences – what has been done and preferred in the past – this question resides in the B category.  However it is important to note, that the historical actions and preferences are not always equal to current or future preferences, due to the BAs ability to evaluate on experiences drawn from historical behaviour. Therefore it is extremely important to formulate the questions unambiguously, leaving no doubt to the respondent of whether the question is focused on the past or the present/future.

Without mentioning the term, “ABC”, Reitan and Sörheim (2000) has conducted a study of the characteristics, behaviour and investment preferences of the informal venture capital market in Norway. The first section of the article treats demographic characteristics of the informal investors
, which can be compared to the C-section in the Welsh article, and includes elements like gender, age, job experience, educational background, location, gross income and share of funds available for investment in unlisted companies.

The following section, “Investment activities”, naturally covers elements like number of projects invested in, total amount invested and average invested amount per investor and per project, respectively. In addition, also unreleased investment potential (wanting to invest more if enough projects had matched their investment preferences), geographical proximity and stage of investee firm were included in this section.

Finally, “The investment behaviour of informal investors” treated information sources, experience with syndication, investment time horizon, the degree of active involvement and return expectations.

While the first section focuses on the person (the informal investor or BA), the two following sections are treating the investments performed, but they are difficult to tell apart. Despite the title of the last section, the division cannot be directly transferred to A, B and C, even though the first section here is comparable with the C-section in the Welsh article.   

Another study has been conducted in Germany by Malte Brettel (2003) even though this article fails to mention the term “ABC”. Nevertheless, the four headings of the analysis, demographic characteristics; sources of deal flow, investment frequency and investment criteria; characteristics of portfolio companies; and investor-investee relationships, have some resemblance to the aspects treated in the other articles.   

“Demographic characteristics” include age, location, business experience, professional background, annual income, wealth, and motivation of German BAs. Except from motivation this corresponds well with the previously mentioned content of the C-section. 

“Sources of deal flow, investment frequency and investment criteria” encompass the number of investment opportunities, source of information about investment opportunities, the decision-making process, reasons for rejecting investment opportunities and syndication behaviour. These focus on the potential as well as the realized investments undertaken by the BAs and are thereby taking the analysis a step further compared to the other studies.

“Characteristics of portfolio companies” include the industries business angels invest in, the phase of investee company and average amount of capital provided per venture. In addition to the last of these elements an evaluation of the share of BAs’ set aside for venture investing is provided.

“Investor-investee relations” are another contribution to ABC analysis which most other studies only partly included. In this section the following elements are treated:

· Type of involvement in investee company (e.g. supervisory board, advisory council and provided informal advisory help).

· Owned share of company (having a majority vote or not which may indicate something about the trust in the relationship with investee).

· Characteristics of informal help provided (use of personal networks, coaching of entrepreneur and financial know how).

· Time spent with investee company.

· Expected return on investment.

· Duration of investment and exit route (e.g. flotation or trade sale).

· Experienced problems/conflicts between investor and investee.

· Satisfaction with performance of investments.

The last section including the list above provides a more detailed analysis of elements compared to the other studies, in spite of the fact that the division is clearly not fitting A, B and C respectively. The first of the four sections is fitting the C-section of the Welsh article and it is once again emphasized that the content of this part of the ABC is commonly accepted. On the other hand, the structuring of the content of A and B seems to be fairly individual. In the German study “Characteristics of portfolio companies” could be compared to the Welsh comprehension of B, since the focus here is on the investment history. But, in addition, some of the elements of “Investor-investee relations” also seem to belong here, while other elements in this section together with some of the elements in “Sources of deal flow…” are more focused on preferences (which could be associated with the A-section).

The German article does, though, not make use of the concept of ABC which is potentially making it incorrect to make this division. But while other authors have avoided explanations for the division of A, B and C or had trouble doing so, this article provides an alternative which may be more clear in the division than the articles reviewed above.      

6.2.2. Defining the ABC Model

Some of the authors which use the ABC-model do not apply the concepts of A, B or C respectively. Others make use of similar terms but do not write “ABC” directly when investigating characteristics of BAs. But one must also bear in mind that the articles serve different purposes, where this project, in contrary, is directly focused on the content and concept of ABC. So even though another division is more appropriate in some cases, it is of great importance to explain the differences between A, B and C.

For convenience, A, B and C are presented in reverse order:

C:

As argued above the elements typically included in C is widely accepted to be simple, primarily demographic data. These are focused on the BA as a person and are in general independent of the BA-related actions/functions. E.g. in the German article the element “Motivation for becoming a BA” was assigned to the C-category, but according to the independence criterion, motivation cannot be placed in this category. The same argument is valid for “Regions where BAs are willing to invest in” from the Welsh article.

The C-category typically covers elements like age, gender, educational background, funds available for informal investments, income and source of funds. 

B:

According to the observations from the reviewed articles, the B-section should cover the historical behaviour undertaken by the BAs with respect to the informal venture capital market. 

This does not correspond with e.g. parts of the Welsh article where history and preferences are mixed. In addition, it may imply that some elements may be hard to define solely as a “B”, as they involve history as well as some attitude or preference. 

Among the elements, which is typically covered by this category, are the number of projects, amount invested, source of opportunities, type of involvement etc. but not the future expectations of the same.

A:

Naturally this section covers the preferences and opinions of the BAs which according to the time definition relate to the future. Every opinion or preference expressed is influencing future decisions, making this a very interesting aspect from a political view. Of course, the attitudes towards investing (in the future) are reflecting the history of investment and relations, but the behaviour itself does not provide a precise indication of future investing making this distinction very important. It is further important to note, that when reflecting on ones historical behaviour, the attitudes towards these historical elements becomes equal to the attitudes towards the future. Hence when respondents are asked to reflect on something we expect this to account for their current attitudes.

This category typically covers elements like importance of different factors, future intended amount of investment, preferred stage of investee firm and expected return on investment
.   

It should also be mentioned that the examples mentioned in the different sections are non-exhaustive and further elements could be included if they fit the given definition. Furthermore, all elements contained within B could also be contained within A – the distinction between past and future is the critical determinant.

In Appendix II a list of typical elements investigated in connection with an ABC model is provided. 

Even though time is used in the definition of the concepts it is important to notice that the concept of ABC is static in nature. It is designed to take a snapshot at a specific point in time. 

Applying an ABC analysis therefore does not directly provide a picture of the dynamics of the informal venture capital market but continuously evaluation of the same parameters and investors would be the optimal setting. However the use of the time dimension as a separating factor makes it possible to apply a more dynamic view in the long run. We should be able to derive the present attitudes towards different aspects by BAs from analysing the behavioural aspects when reviewed at a later time in the future. If differences are observed, we know that the actual behaviour was not in line with the attitudes originally expressed.

One of the most important remarks about ABC regards the issue of content vs. method. The ABC as a concept for analysis does not define the content. This implies that the use of an ABC model requires attention to the time-aspects. In turn, this means that e.g. the formulation of questions in a survey is of vital importance, in order for the respondents to answer with regards to the correct time-dimension.

When using a pre-defined survey, as in this project, these considerations imply a review of the formulated questions. Because of a different purpose, many of the questions are not formulated with attention to the time-dimension, which poses a few problems. If elements regarding actions undertaken and future expectations, respectively, are combined, rough assumptions about the expectations being reflected in the previous actions will be needed. Naturally this is undesirable as the projection of the future development becomes inseparable from the historical behaviour. 

The advantage lies within the interpretation which becomes focused on either A or B and thereby useful in the long run as argued above.
6.3. Typology Review

Even though most studies regarding BAs treat these as a single group, (recent) research supports the notion that the informal venture capital market is rather heterogeneous in character (Freear & Wetzel 1992, Landström 1993, Sörheim & Landström 2001 and Avdeitchikova 2008). This research suggests the need for a further disaggregation of the unit of analysis.

The unit of analysis being the BAs - this section serves to provide an overview of the research literature regarding different types of these. Furthermore the most important findings are summarised to select a suitable set of types for further analysis.

Many researchers have worked with developing BA (or informal venture capital) typologies – either trying directly to identify different types of investors, or having done so through research without typology analysis as the main focus. The attempts of identifying distinct subgroups have been based on a number of different criteria including (but not limited to): Investment motivation, background experience, operating style and the number of investments made. However, despite this research – due to methodological issues, the current knowledge of what distinct types of investors exist is limited, and only limited theoretical treatment of the underlying explanations hereof has been carried out.

As always, it is important to distinguish between the empirical studies carried out on a broad sample of informal investors and those based solely on BAs. However the understanding of the broad informal capital market can help us understand which types of BAs might exist. Most research takes different approaches when trying to categorise the different types and four different approaches will be presented here; namely: Generic types, typologies based on activity level, typologies based on data mining and typologies based in investment strategy. 

6.3.1. Six Generic Types of Investors

Various investors’ classifications have been used in earlier studies based on samples of informal investors. As Sorheim and Landström (2001) mention in their study the most sophisticated classifications have been made by Gaston (1989) and by Stevenson and Coveney (1994). These studies divided the informal investors into several categories to underline the heterogeneity in the market. Stevenson and Coveney based their investigation on 500 British investors and developed a typology based on entrepreneurial background and investment activity. This study resulted in six categories of investors; two potential investor categories and four real investor categories.

6.3.2. Typologies Based on Investment Activity

Freear, Sohl & Wetzel (1994) studies a number of persons with high personal wealth independent from their investment history and their potential of investments in non-quoted companies. They divided the sample in three categories:

a) Active Private investors with experience (from investments in non-quoted companies)

b) Potential private investors without previous investments

c) Uninterested investors

The study by Peter Kelly & Michael Hay (1996) seeks to examine the early stage investment activity of UK serial investors (Individuals who have made at least three private investments). In their study, two distinct groups emerged: One which invested on their own all the time – referenced as solo serial investors, and another group which invested with other investors almost exclusively – referenced as syndicate serial investors. An interesting finding in this study is the fact that both groups seem to invest in a variety of industrial sectors, a majority of which were in sectors where the solo investors as well as the syndicate investors had no previous experience.

Using an agency theory approach inspired by the findings of Fiet (1991), Kelly and Hay are able to verify that:

a) When an investor chooses to invest alone, they should display a propensity to back entrepreneurs which are either known to them personally or to the referrer of the deal.

b) When an investor chooses to invest with others, they should display a propensity to back entrepreneurs which are known to them personally, to other member(s) of the investment syndicate or to the referrer of the deal.

It is important to note, that the conclusions drawn from this study is based on a very limited sample size (n=7). However despite the small sample size and the inherent and ever present problem of sampling bias, the fact that two groups were identified provides us with a basis for further research on this area. Another aspect of different types can be drawn from the focus of this paper. With the focus being on serial investors (having made three or more investments) it could be assumed that a group of non-serial investors exists.

Landström (1993) is another paper that sheds some light on different types of BAs
. The main focus of this paper is to find the ABCs of informal investors in Sweden, subsequently to find similarities and differences between informal investors in the U.K., the U.S.A. and Sweden.

The most significant finding related to the typology is the differences in the ‘professionalism’ of the investment activities.

The study shows that informal investors in terms of activities can be characterised as less sophisticated and ad hoc investors in the U.K. who seldom make syndicated investments. Investors in the U.S.A. and Sweden seem more professional in their investment activities as they use a larger amount of time on due diligence and evaluations of new investment opportunities. Accordingly informal investors in Sweden seem to take the lowest risks in their investment portfolios compared to their counterparts in the U.S.A. and the U.K.

The professionalism is also found to be related to differences in the informal investors’ relationship with their portfolio firms. In the U.K. the relationship is characterised as “passive” which means that their involvement in the portfolio firms’ daily operations is usually low. On the contrary, the informal investors in Sweden and in the U.S.A. are very actively involved with their portfolio firms.

One should be careful to conclude that the differences between informal investors across two (or more) countries are equal to the existence of different types, as it is unknown whether the differences would be eliminated (or at least reduced) if the investors were to move to, or carry out their investment activities in another country. Accordingly, Landström notes:

“The differences between the characteristics of informal investors in the U.K., the U.S.A. and Sweden are, of course, attributable to differences in contextual factors such as investment climate, entrepreneurial traditions, fiscal regimes, regulatory environment and wealth distribution. This implies that it may be difficult to copy measures to stimulate the informal risk capital market from one country to another.”

6.3.3. Typologies Based on “Data Mining”

A significant contribution to the categorisation of informal investors is made by Sorheim & Landström (2001). The aim of this study was to develop a systematic categorisation of informal investors using cluster analysis as well as describing the different categories identified. By using a larger and broader sample compared to earlier research, Sorheim and Landström were able to provide statistical significant verification of the existence of four different categories of informal investors – namely:

1) Lotto Investors, which have a low investment activity level and low competences in founding and running entrepreneurial ventures.

2) Traders, which have a high investment activity level and low competences in founding and running entrepreneurial ventures. 

3) Analytical Investors, which have a low investment activity level and fairly high competences.

4) Business Angels, which have a high investment activity level and high competences.

Avdeitchikova (2005) proceeds with a similar approach and finds by the use of cluster analysis 4 different types of informal investors. It is argued that involvement in the investee firm is a typical feature of BAs and it is therefore used to separate the different types together with investment activity (which is adopted due to it’s prevalence in many other studies). Four different types are identified based on a very large sample in Sweden:

· “Micro investors” are characterized by low investment activity and low involvement in the company that they invest in.

· “Fund managers” show high investment activity in terms of funds invested and number of investments made, but have mostly a passive role in the companies that they invest in.

· “Mentors” have a low investment activity level, but are actively involved in the companies that they invest in.

· “(Classical) Business angels” are the most active of all informal investors. They contribute both knowledge and skills to the companies that they invest in, and they show high investment activity in terms of funds invested and number of investments made.
Like the previous study it is here stressed that true BAs only constitute one type of informal investors. In another study by Avdeitchikova (2008) the two “opposite” types - micro investors and classical BAs - are compared as these should be easily distinguishable where the classification of the two remaining types are more reliant on the criterion for activity in both dimensions. It therefore seems that this typology contains two distinct types of informal investors and two “hybrids”, which may also be valid for Sörheim & Landströms’ typology.   
6.3.4. Typologies Based on Investment Strategy

In Mason and Harrison (1995b) – it was found that private investments – particularly large agreements can involve syndication of private investors. Often a key person will bring together the syndicate by making the investment possibility visible. This “Lead Investor” or “Archangel” acts as the intermediary between the entrepreneur and the other informal investors. In this study, Mason and Harrison furthermore show that institutional intermediaries are an increasing phenomenon on the private capital market of the UK.

In Landström (1995), two distinct strategies were used by Swedish investors at the decision making process: The specialist strategy and the diversification strategy. Specialists chose to limit their activities to areas related to their own market- and technology knowledge. Compared to the other group, who seek diversification in their portfolio by investing in different industries and different phases in the companies’ life-cycles, the specialists evaluated fewer investment proposals, but with a significant higher investment rate.

Månsson & Landström (2006) make use of the previous findings of Sörheim & Landström (2001) and Avdeitchikova (2005) and recognize the similarities between these. Only the most active type “Business Angels” is though in focus here, since it is argued that a high degree of heterogeneity is present within this group. 

Subsequently, it is argued that due to the importance of stimulating new firms in the economy it is of particular interest to distinguish between early stage and late stage investors. A total of 112 early-stage and 100 late-stage investors were then identified and the analysis revealed differences with respect to investment activity, experience and involvement in investee firm among others. 

6.3.5. Establishing a Typology

As seen from the treatment above, numerous suggestions to different types of informal investors exist. This clearly underlines the heterogeneity of the market – more specifically the actors on this market. As mentioned the most commonly used parameters for the grouping of investors are the use of activity level and experience. 

When considering an appropriate set of types for the analysis in this project the treatment of definitions of BAs provides a solid basis. Here the least actively involved investors have been excluded, and we assume that the remaining to some degree act like true BAs. Firstly this limits the possible typology-adoption to be made from research that focuses on BAs rather than informal investors in general. Secondly the adopted types are restricted to research that use a similar definition of BAs.

As this project takes its point of departure in the need for stimulating small businesses to promote innovation and generate growth, the stage-divided typology by Månsson & Landström (2006) seems appealing with respect to public policy. If the equity capital gap exists it would be desirable to identify BAs who prefer early stage and late stage investments, respectively. The equity gap may be biased towards certain phases of companies, which makes this approach very relevant, however the specific analysis of the capital gap is not treated in this project.

In addition, assuming that the types of BAs are identifiable, investigating the potential differences according to ABC seems interesting.

Månsson & Landström (2006) express, that early stage investors emphasise the importance of knowledge of the entrepreneurial process, whereas late stage investors believe that personal experience of the industry or technology in question is most important. Their division is made though a subdivision of the “classical BA” from Avdeitchikova’s work which implies that heterogeneity is present within this category. Identifying the two phase-types of BAs is possible because the questionnaire used for the analysis has a clearly stated question regarding the preferred phase when investing.

Unfortunately the basis questionnaire for this project does not contain a question formulated precisely for this purpose. However question 11 provides some insight:

Q11: “Please state in what phases (you prefer) your portfolio-firms are, when you make the initial capital-contribution (Multiple answers allowed)”

Possible options are:

· Seed

· Seed is the phase in which the product, the initial concept or prototype is developed.

· Start-up

· Start-up is the phase in which the project is established as a form of company and a prototype is finished before the initial market-introduction 

· Expansion

· Expansion is the phase in which the company has shown competitive and is ready for further development e.g. through expansion of capacity or development of new products etc.

· Buy-out / Restructuring

· Byout / restructuring is the phase in which the investor finances existing companies with unexploited potential.

· Generation shift

· Generation shift is the phase in which the owner of the company wishes to withdraw and let others take over.

Because multiple answers is allowed in the question, the direct identification of types is further complicated. Nevertheless, the following division is chosen:

· Type A: Investors preferring seed, start-up and/or both phases. (N=17)

· Type B: Investors preferring expansion, buy-out and/or generation shift phases. (N=13)

This division implies that approximately 50 % of the respondents can be classified directly as one of these types – 17 as type A and 13 as type B.  The remaining respondents have either not answered the question or they are preferring phases which cannot be divided exactly as above which means that 35 respondents cannot be directly identified as type A or B based on this variable.
From theory it is known that the phase of the company often is closely related to the size of the company. Seed or start-up firms have only few employees whereas late stage companies can have many employees. Investigating this relationship also shows a high degree of correlation between the above identified types, and the number of employees in the companies, as stated in question 12 “What size of companies do you prefer to invest in” (number of employees). The vast majority of the above identified early stage BAs are placed in the category “Less than 5 employees”. This means than we can use this variable to test the non-type-specified respondents to investigate their preferences regarding the size of the firm compared to the answers to the preferred phases. If a respondent has stated that he prefers to invest only in small companies and furthermore has selected an early phase as one of the phase preferences, we assume that he is an early-stage BA. This results in a new distribution of types in the dataset:
· Type A: Investors preferring seed, start-up and/or both phases as well as preferring only to invest in small companies (<15 employees). (N=24)

· Type B: Investors preferring expansion, buy-out and/or generation shift phases. (N=13)

As seen from the new distribution we identify 7 additional early stage BAs and 0 late stage BAs.
From the different studies including theoretical considerations about the typologies of BAs, we have seen that different economic theories as well as financial theories can be used to generate expectations of differentiated behavior within the different types. 
Certain theories like e.g. agency theory and social capital theory, which are covered in the following section, have been used frequently for this type of analysis. While some theory can lead to expectations of differentiated behavior regarding certain parameters, other parameters do not generate these different expectations and therefore the types will be included in the analysis where relevant, but regarding certain parameters the total population (N=65) will be used.

7. Theory

As mentioned in the Typology Review section, theoretical frameworks are a rarity among studies within the field of BAs, which can also be seen from the many empirically based studies. This lack of theory covering the BA paradigm poses a real problem to the research, because it limits the convergence across different studies. Furthermore it means that the research lacks sharply defined concepts and bases of analysis. Some attempt has been made to use agency theory (from microeconomics / financing) to cover the investment process when analysing how the BAs decide what investment proposals to add to their portfolio. As seen from previous sections, agency theory plays a role in the formulation of different typologies within the informal capital market, and it seems highly relevant to include this theoretical framework, as a basis of a further understanding of the investment process. Furthermore the ability to employ theory which can accurately predict may increase the robustness of research and provide more enlightening results and insight than ad hoc studies.

As we have seen, the research field of BAs also encompasses social oriented approaches. It is believed that many elements of the ABC of BAs can be explained through a combination of economic and social theory. As a second theoretical base for developing expectations on BAs we therefore include Social Capital theory to both support and expand the elements covered by Agency Theory.
Naturally other theories exist that may be able to partly predict the ABC of BAs. However such theories are not treated in detail in this project. The reason for this decision is a combination of limitations of scope as well as an assessment, that the above chosen theories are well covering the majority of the expectations able to be tested on the data basis.

7.1. Agency Theory

Within agency theory there seem to exist two dominating streams of literature: the positive theory of agency and the theory of principal and agent. In the positive theory of agency the firm is viewed as a nexus of contracts and the main research questions within this branch are related to the affect of contracts on the behaviour of participants as well as the question of why we observe certain organisational forms. The positive theory of agency assumes that the organisational forms in each company are efficient – otherwise it would change – thus it is committed to explain why the organisational form takes the given form.

The theory of principal and agent on the other hand focuses on how the principal should design the agent’s reward structures. Both streams of literature have their antecedents in the literature on the separation of ownership and control.

7.1.1. Separation of Ownership and Control

Early economic literature has dealt with the problems of separation of ownership and control. In most modern small to medium sized companies the owners of the company is not the ones directly running the company on a daily basis. An example is stock quoted companies where the owners are actually the stock-holders, and the company usually employs a CEO hired by the board members. In this setup one party – the principal – delegates work and responsibilities to another – the agent – who works on the principal’s behalf. This constellation accommodates the benefits of specialization in different areas such as general management and risk bearing. However this constellation also poses some potential problems in different areas, which is the essence of agency theory. Berle and Means (1932) state that the interests of corporate officers and shareholders diverge widely. The officers want to achieve power, prestige and money – for themselves as opposed to the shareholders, who are solely interested in profits. According to Berle and Means, senior managers are able to enrich themselves at the expense of the shareholders.

These situations, where the agents are contracted to run the company making decisions on behalf of the principal (and in the best interest of the principal) also includes information asymmetries. This means that there are information having affect on the company and the contract, which are exclusively available to one party. This asymmetry can be harmful to the company (and the principal), if the agent should decide to use the information available to gain personal advantages. It is very difficult for a principal to ascertain whether the agent is using the information advantage for the principal’s benefit, which means that several problems can arise when running a firm in which the principal has invested, and furthermore in an entrepreneur’s attempt to raise outside equity finance from potential principals (Van Osnabrugge 2000).

In the principal-agency theory there are two extreme solutions to overcome the problems of asymmetric information. Both solutions entail contracting the agent, however on two different levels. Theoretically – and practically – the contract is employed to limit the agency costs that arises. The contracts specify rights of the agent, performance criteria and reward structure. 

First solution is by contracting the agent independently from the profits of the company. This solution however seems inefficient as the agent dislikes delivering more effort, but likes to receive more money – so the agent will choose a marginal change in the level of effort equal to zero if the income does not depend on the profits. The other extreme is by contracting the agent directly on the profits (the agents gets the profits, minus a certain amount specified in the contract). By this contract, the agent has maximum incentive to do his very best. The two contracts differ in both reward- and risk structure. The first contract type places all risk on the principal and the reversed situation is given by the second contract type. This means that the reward structure determines the distribution of risks between principal and agent. The chosen reward structure then also depends on the parties’ risk attitude. (Risk neutral, risk-averse or risk-loving). In venture capital terms, this means that the contract is formed differently depending on the entrepreneur’s and the investor’s risk-bearing attitudes. 

The principal-agent theory attempts to determine the most efficient contract governing the relationship between the parties involved, hence the contracts are the unit of analysis, and therefore any organisation is a nexus of contracts (Jensen and Meckling 1976).

Contracts cannot be written without costs though, which leads to agency problems in the company. Furthermore the costs of structuring, bonding and monitoring contracts among parties with conflicting interests may exceed the potential benefits (Fama and Jensen 1983).

Non-human assets are relatively easy to secure through contracts, however the human assets of the company are much more difficult to secure. Because of the above reasons it is not possible to fully contract away the problems of information asymmetry, resulting in two main causes of agency problems:

1) Conflicts in alignment and verification of goals, and

2) Conflicts in risk sharing

These situations can lead to moral hazard, where the agent does not put forth the effort agreed in the contract. Another possibility exists, where the agent falsely might claim to have special skills at the time of the contract-formulation (i.e. the hiring of the agent). This situation is called adverse selection, and arises because of the principal’s lack to completely observe and verify the skills and abilities when the agent is hired (or employed).

Besides the principal-agent approach to overcome these problems, by formulating the optimal contract (in the investor-investee relationship by pre-investment screening and due diligence of the firm), another approach - the incomplete contracts approach - exists. This approach states that contracts are always incomplete, hence the ex post allocation of control is more important that the ex ante screening and contract writing. Both approaches deal with risk reduction at separate stages of the investment process, and place greater emphasis on different stages.

The principal-agent approach deals with two different ways of limiting divergences from the principal’s interests, by incurring screening costs to reduce information asymmetries. The first way is by monitoring the agents behaviour (behaviour-based observation), while the other is by establishing appropriate contractual incentives for the agent, reliant upon the agent’s performance (outcome-based contracting). Both of these ways of controlling agency costs have their advantages and disadvantages. The trade-off between the costs of measuring behaviour and the costs of measuring outcomes and the risk transfer to the agent, are the most important aspects of the principal-agent theory, which links directly to the investor-investee relationship on the informal capital market.

7.2. Social Capital Theory

By using insights from social capital theory Sörheim (2003) attempts to shed light on the pre-investment behaviour of BAs where the major finding is that the previous track record of the BAs determines how they operate in the informal venture capital market. This means that a BA who has acquired experience in a specific region or industry tends to invest within this region or industry as their competitive advantage lies therein. In addition, it is concluded that BAs are very interested in establishing common grounds with the investee as well as potential co-investors.

The social capital theory is used to enhance the understanding of two specific aspects of the BAs: The identification of interesting deals and how they evaluate deals. The latter is connected with agency theory as this concerns dealing with initial market and agency risk (Sörheim, 2003).

One way of defining social capital is: “friends, colleagues, and more general contacts through whom you receive opportunities to use your financial and human capital” (Burt, 1992). As seen in many other fields different definitions exist but in general social capital definitions focus on relations or connections with other actors. Where human capital is concerned with the embodied skills and knowledge a person possess the social capital constitute the relations and network a person (or a group) can make use of e.g. to increase productivity.
Inspired by Nahapiet & Ghosal (1998) Sörheim makes use of 3 specific dimensions of social capital (Sörheim, 2003):

· The structural dimension which is concerned with whether individuals or groups of individuals are connected at all. 

· The relational dimension is focused on the characteristics of the connections and development of personal relationships. This includes trust, trustworthiness and motivation. 

· The cognitive dimension regards the affective quality of the connections, i.e. that a common understanding is present as a basis for further co-operation.

As information sometimes can be hard to gather the structural dimension is important regarding access to information, how fast an individual can get hold of information (timing) and referrals to other actors. 

7.3. Proximity Theory

With origins in the field of economic geography Boschma has introduced proximity theory as an alternative approach to assess the impact of proximity on innovation innovative learning. The article concludes that proximity may take various shapes which in general have a positive effect on innovation even though some problems may be associated with too much proximity. This approach has inspired Avdeitchikova among others to use it to explain the phenomenon of BAs when trying to refine the idea of geographical location being important in the investment decision making process.

Boschma makes use of 5 different dimensions which are depicted in the table and presented individually below. 

Table 2 - Dimensions of Proximity

	
	Key dimension
	Too little proximity
	Too much proximity
	Possible solutions

	1. Cognitive
	Knowledge gap
	Misunderstanding
	Lack of sources of novelty
	Common knowledge base with diverse but complementary capabilities

	2. Organisational
	Control
	Opportunism
	Bureaucracy
	Loosely coupled system

	3. Social
	Trust (based on social relations)
	Opportunism
	No economic rationale
	Mixture of embedded and market relations

	4. Institutional
	Trust (based on common institutions)
	Opportunism
	Lock-in and inertia
	Institutional checks and balances

	5. Geographical
	Distance
	No spatial externalities
	Lack of geographical openness
	Mix of local ‘buss’ and extra-local linkages


Starting from the bottom geographical distance is the most well-known dimension of proximity. It refers to the spatial distance between economic agents where a short distance is often associated with positive externalities regarding e.g. the transfer of tacit knowledge. Thus, a short geographical distance seems to be a good prerequisite in the relationship between a BA and an entrepreneur.

Cognitive proximity regards the distance between agents with respect to the knowledge base. A short distance may facilitate easier communication and make it easier to transfer and absorb knowledge, while a long distance, i.e. a small common knowledge base, may hamper the process of learning and e.g. the implementation of a new technology. On the other hand, too much cognitive proximity may cause a lack of new ideas and creativity.

Organizational proximity is “defined as the extent to which relations are shared in an organizational arrangement, either within or between organizations” (Boschma, 2005). This involves the degree of autonomy and control which exists between actors through an organization or a network relating this dimension to agency theory. The balance is important as too little organizational proximity increases the risk of opportunistic behaviour, while too much of this may cause a lack of flexibility.

Social proximity concerns the embedded relations between actors. Embedded relations foster trust which is important to exchange of tacit knowledge. Therefore, a high degree of social proximity may be beneficial to interactive learning and reduce opportunistic behaviour. On the contrary, too little social proximity may involve a lack of trust which may hamper the process of learning and innovation.

Institutional proximity is like social proximity concerned with the presence of trusts between actors/agents. But instead of being based on social relations institutional proximity focuses on the formal institutions (like rules and laws) and informal institutions (like common norms and habits) which affect knowledge transfer and innovation.  Being institutionally proximate may facilitate trust and promote understanding, while too much institutional proximity may inhibit new ideas and innovation. 

Boschma notes that the different dimensions are closely connected, especially the social, organizational and institutional forms, but they may all have a substitutional effect as the absence of one of the dimensions between two agents may be compensated for by the presence of another. Avdeitchikova (2008b) finds such a relationship as investors tend to rely on cognitive proximity when making long-distance investments. Here it is argued, that the cognitive proximity enables individuals to communicate more efficiently which naturally is a good basis for establishing a common ground/understanding – relating proximity theory to social capital theory.
8. Hypothesis Development

As stated by earlier research, BAs tend to invest in firms which are in a relatively early stage, compared to typical VC investments (Van Osnabrugge, 2000). The high-risk environment in which these firms operate makes outcomes uncertain and the agent’s effort may only partly influence these. Therefore it is argued, that the best monitoring approach is by observation of behaviour rather than outcomes. This means that we expect BAs to control agency costs by closely observing the behaviour of the entrepreneurs. Subsequently we expect this to differ between the two types; early stage BAs monitor behaviour, while late stage BAs monitor outcome (roughly stated).  The observation of behaviour is linked to the concept of proximity. Earlier research suggests that geographical proximity of the firm influences the BAs’ investment decision. When the investee firm is geographically proximate to the investor, the observation of behaviour becomes less problematic due to a number of reasons. Firstly, the time used to travel to the firm to physically observe the entrepreneur becomes shorter. Secondly we expect the investor to have easier access to information about the firm’s behaviour through the local environment which is an example of an externality arising from the geographical proximity. 
According to the cognitive dimension of proximity, establishing a common ground (goals and values) can form a solid basis for further co-operation. Sharing a common language and codes may ease the process of co-operation and create visions (Sörheim, 2003). Therefore, individuals residing in the same region may be more likely to establish a common ground entailing the following hypothesis: 
H1: BAs prefer to invest in geographically proximate firms

Note that this hypothesis only regards geographical proximity. According to Boschma (2005) other forms of proximity might influence the decision to invest. We might not always expect the geographical distance to be the most important form of proximity as other factors such as national borders might influence the decision. National borders often represent a cognitive and/or institutional “borderline” which should be included when discussing the importance of geographical proximity.
Following the argument, that monitoring of early stage firms is carried out to a higher degree through observation of behaviour (Van Osnabrugge, 2000) we should expect the monitoring of late stage firms to be carried out to a greater extent through observation of outcomes. Since the difficulty of observing outcomes presumably does not increase with geographical distance (By use of financial reports etc.) we therefore detail the hypothesis above with regard to the phase-typology:

H1 a: Early stage BAs are more likely to invest in geographically proximate firms than late stage BAs.

Despite the rationale behind the hypothesis above, the concept of costly state verification somewhat contradicts the expectation within BAs investing in late stages. If firms in late stages are to a higher degree monitored through observation of outcome, according to this concept, the verification costs may increase with geographical distance.
The difference in methods of minimizing agency costs generates further expectations. If we assume the resources used to observe behaviour to be larger than those of observing outcome, we should expect that late stage investors use less time to monitor. It is possible to expect that late stage investors will have more firms in their portfolio on this basis, however this is based on a number of other assumptions. We need to assume that both types of investors invest the same share of their capital and that each type of (early vs. late) investment constitutes equal amounts of capital. Furthermore an assumption is needed that other monitoring processes require the same total amount of time for each type. Because of these assumptions which we are not able to test in this project, hypotheses will not be created on this area.

Despite the lack of possibility to test for the agency costs of monitoring the two different types of firms, it is possible to expect differences in the type of involvement. This expectation is also generated from the difference in observation behaviour. The BAs investing in early phases are expected to engage more actively in the firm, because this in turn facilitates the investor’s ability to observe behaviour rather than outcome. The presence of the BA in the investee firm should also have influence on the probability of both ex post and ex ante moral hazard which in turn has a positive effect on the relatively higher risk of the investment in early phases. Therefore the following hypothesis is suggested:

H2: Early stage BAs are to a higher degree actively involved in investee firm than late stage BAs
As we have seen, the informal venture capital market is characterised by a high level of uncertainty which in turn means that the risk of failure is high. Therefore the BAs have to minimize their financial risk exposure. In terms of agency theory this can be achieved by contracting or monitoring the investee firm. According to earlier research, risk of opportunistic behaviour from the entrepreneur is one of the major sources of this uncertainty (Landström, 1993). This means that the investors’ decision to invest rely heavily on the entrepreneur or project team. Therefore we should expect some path-dependency in terms of the relationship between an entrepreneur and the investor, which in other terms means that we should expect the investors to prefer investing in firms where they have a positive prior relationship with the entrepreneur, thereby minimizing monitoring costs. The monitoring costs are minimized because of the elimination of the probability of adverse selection and the lower probability of moral hazard. In turn this argument is supported by the proximity concept – more specifically the forms of social and cognitive proximity. When having engaged in an investment with an entrepreneur, we can assume the social relations to have increased (assuming that the cooperation was successful) which means that the degree of trust has increased. Furthermore it is believed that mutual understanding in terms of cognitive proximity increases through the investor-investee relationship. On this basis we suggest the following hypothesis to be tested:
H3: BAs are more likely to invest in firms in which they have a prior positive relation to the entrepreneur.

Besides the expected tendency of path-dependency regarding backed entrepreneurs, other aspects can be seen as reducing the different types of risks associated with the investment. According to literature (Månsson & Landström, 2006) BAs show a tendency to think of an investment opportunity as more reliable, when the information about this opportunity is received from a trusted source, such as their close personal network. This means that the perceived risk of these investment opportunities is lower, and we can expect investors to allocate a larger share of available capital to investments where the information came from a person in the investor’s personal network.
From the social capital theory, a positive reputation may influence what kind of investments a BA gains access to and concurrently entail trustworthiness (perhaps in a given region). The track record (as investor or employee) reflects the reputation of an investor and affects future possibilities for investments.   

The reputation is also important for the entrepreneur/investee as the BA typically rely on this in order to reduce time spent on due diligence. It is concluded in the article that an entrepreneur being regarded as trustworthy by other investors (which are trustworthy themselves) is very important regarding identification of investment proposals. With respect to the relational dimension all BAs in Sörheim’s article (2003) more or less express a high reliance on information provided by personal or businesslike networks when screening or evaluating an investment opportunity. 

It is therefore suggested that:

H4: BAs are more likely to engage in investments where the source of the investment possibility is their personal network.

Remember that we discussed the problem of sample bias due to the network-based context of the survey, which should presumably affect the results of this hypothesis. From social capital theory we learned that a high degree of social capital equals a larger personal network, which in turn could mean, that the respondents of the survey might be registered in DBAN or RBAN because of their personal network failing to provide them with adequate investment possibilities. This means that the significance of this hypothesis might be lower due to this sample bias.
Because of the difficulties of monitoring early stage firms it is also difficult to conduct a systematic due diligence of early stage firms. As mentioned, this means that in order to achieve the same certainty-level in the investments, the due diligence as well as the monitoring of early stage firms is more time consuming. Hence the compensation for early stage investments should be higher than for late stage investments. This means that when investing the same amount, the share of stocks should be higher in an early stage firm. Therefore we suggest the following hypothesis to be tested:

H5: Early stage BAs take a larger share of stocks than late stage BAs.

It is important to note that this hypothesis is based solely on agency theory expectations as well as an assumption of financial rationality. As stated earlier, the motivation for BAs is not solely economical but is also explained by intrinsic rewards etc. As an example earlier research by Landström (2003) suggests that BAs investing in early stages do so, because of their enthusiasm of being involved in the entrepreneurial activity itself. Furthermore the assumption of spending more time on due diligence in earlier stages can somewhat be contradicted by the former expectation of the early stage BAs’ preference of investing in geographically proximate firms which could decrease the costs of due diligence.
Following this argument, social capital theory would expect the time spend on due diligence as well as monitoring to be less when investing in early stage firms, because of the geographical proximate location as well as the higher degree of reliance upon intuition etc. In turn this would lead to the opposite expectation regarding the share of stocks taken in the firm.

In fact this hypothesis has been tested earlier my Månsson & Landström (2006) but the result was not significant, and the hypothesis was therefore not supported based on Swedish investors. 

Given these contradictory expectations we test for the opposite relationship:

H5 a: Early stage BAs take a smaller share of stocks than late stage BAs

As mentioned, according to agency theory we expect the monitoring costs of early stage firms to be relatively higher. This combined with the expectation that BAs in early phases are engaging more actively in the investments; we can also expect the early stage monitoring process to be more time-consuming. This means that according to agency theory we should expect early stage investors to spend more time each week on their investments, given that the portfolio-size is equal across the two groups. However it could also be the case that they simply have fewer investments in their portfolio if the total time spent on unquoted investments is equal. Without being able to test for the total amount of time spent on investments each week, we assume this to be equal for the two types of investors, and propose the following hypothesis for testing:

H6: Early stage BAs tend to have fewer unquoted firms in their portfolio than late stage BAs
It should however be noted, that the above hypothesis does not take into account the size of each investment. We should expect each investor to allocate more monitoring resources to larger investments. Earlier research (Månsson & Landström, 2006) has suggested that late stage investments are larger in size (amounts) which could potentially outweigh the expected differences.
Furthermore when using social capital theory, once again the expectations are contradictory. The aforementioned fundamental difference in time allocated to monitoring of behavior gives rise to the opposite expectation when assuming that the total time spend on unquoted companies each week is equal for the two types of BAs. Therefore we once again suggest the opposite hypothesis for testing:

H6 a: Early stage BAs tend to have more unquoted firms in their portfolio than late stage BAs

The relatively higher degree of risk in early stage investments causes further expectations when combining agency theory and investment theory. Assuming financial rationality among BAs we expect them to follow principles of risk spreading. This means that BAs investing in early stages would spread their risk by making investments of other types than informal equity-capital in unquoted firms as e.g. stocks, bonds etc. In turn this means that late stage investors should show a tendency to invest a higher proportion of their total investment-willing capital in unquoted firms than early stage investors, which entails the following hypothesis:

H7: Late stage BAs tend to invest a higher proportion of their total investment-willing capital in unquoted companies than early stage BAs.

As a natural outcome of the contradictory expectations regarding the time spend on due diligence, this should also be tested. Sörheim & Landström (2003) argues that only limited time will be spent on due diligence in the screening/evaluation stage regarding firms in the early phases as the track record may be unknown or not existing for an entrepreneur in this phase. Here the BA must rely on information provided by the entrepreneur himself making reputation and trust central, where the late stage investment allows for more formal evaluation of the investments opportunity’s performance and prospects. 

Therefore according to social capital theory it is believed that the use of connections to gather information and the reliance on reputation differ between the two types of BAs. As seen before this contradicts the expectations generated from agency theory which leads us to suggesting the following two hypotheses:
H8 : Early stage BAs spends less time on due diligence/investment opportunity evaluation than late stage BAs (Social Capital Theory).

H8 a : Early stage BAs spends more time on due diligence/investment opportunity evaluation than late stage BAs (Agency Theory).
As discussed earlier the size of investments are believed to be higher for late stage firms because of their excess in needs for capital. Testing for the individual BAs’ ability to satisfy the need for capital requires an analysis of total wealth as well as the proportion of total wealth spent on investments in unquoted firms. When investigating the total wealth of BAs there seems to be no difference between the two types which can be seen from the table below where question 29 is collapsed to two groups around a total wealth of 20 million kr.

Table 3 - Total Wealth (binary)

	
	
	Wealth (collapsed)

	
	
	1-20 mio. kr.
	> 20 mio. kr.
	Total

	Early Stage
	Count
	16
	6
	22

	
	% within Typology 
	72,7%
	27,3%
	100,0%

	Late Stage
	Count
	6
	5
	11

	
	% within Typology 
	54,5%
	45,5%
	100,0%

	Total
	Count
	22
	11
	33

	
	% within Typology 
	66,7%
	33,3%
	100,0%


Pearson Chi-Square: 1,091 P=0,296

As seen from this table (as well as the values calculated on the non-collapsed value), there is no statistically significant difference between the two groups although it seems that a higher proportion of the late stage BAs have above 20 million kr. This means that it is not possible on this basis to generate expectations about the different types’ ability to satisfy the capital needs. 

As can be seen from the later treatment of H7 – the BAs proportion of total wealth willing to invest in unquoted companies – it cannot be concluded that differences exist in this proportion. This means that we must assume equality across the two types regarding the amount of capital available to invest in unquoted firms. When pairing this assumption with the late stage firms’ excessive need for capital makes us expect that late stage BAs should somehow re-structure their investments to meet this demand. This can be done by minimizing the amount of firms in the portfolio or by co-investing with other investors. As we assume the BAs to hold some level of risk-spreading strategy it is unlikely (however still possible) that they will choose to minimize the number of firms in their portfolio. This leads to the expectation of late stage BAs to engage in syndicated investments to a higher degree than early stage BAs to satisfy the capital demands. Therefore the following hypothesis is tested.
H9: Late stage BAs engage in syndicated investments to a higher degree than early stage BAs.
A particularly interesting aspect is the decision to become a BA as this may reveal how the number of BAs can be stimulated (e.g. by policy measures). Following the findings of earlier studies we would expect that besides the financial rewards significant non-financial motivations like intrinsic rewards are prevalent among the Danish BAs.

The following hypothesis is suggested:

H10: Intrinsic rewards are an important motivation factor in the initial decision to become a BA

Månsson & Landström (2006) argue that early stage investors tend to have an entrepreneurial background while late stage investors tend to be more managerial, which means that the motivation to become a BA may differ between the groups. Therefore, it is expected that early stage investors tend to be more focused on the entrepreneurial process as their general experience may lie herein. Suggesting that early stage investors have developed some sort of preference for the field of entrepreneurship seems fair, and the following hypothesis is formulated:

H11: Early stage BAs are more likely to find it important to support the next generation of entrepreneurs than late stage BAs  

Note that this hypothesis is closely related to H10, however not focusing on the exact same factors. The different theories might be able to predict other attitudes or behaviors of the BAs, however because the above developed hypotheses are believed to give a broad insight into the attitudes and behavior of Danish BAs as well as to keep within scope of this project, we limit the hypothesis testing to those above.

As mentioned earlier, some of the general (demographic) characteristics of BAs do not make sense to treat regarding types. Furthermore theory does not predict any outcome of these characteristics as they are mostly unrelated to the actions of the BAs. Therefore we start by treating the general characteristics (C), before moving on to test the hypotheses developed in this section. The operationalisation of the hypotheses is carried out individually. 
9. General Characteristics (C)

This section shows some descriptive statistics regarding the BAs remaining from cleansing of the dataset. As seen from previous sections we expect the C-category of the ABC to be independent from the typology distinction, hence we primarily focus on the demographic characteristics contained within this category in this section. The results are among others compared to the results of Hurcombe, Davies & Marriott (2004) as well as Landström (1993) where he compares Swedish, British and American investors. Please note that the different studies have used slightly differing definitions regarding the analysed individuals. The detailed output for the test of differences in BA types can be seen in Appendix I and for the general characteristics of the complete cleansed dataset we refer to Appendix III. To ensure that the demographic characteristics are in fact independent from the typology based on investment strategy, we conducted simple t-tests as well as contingency tables with Chi square tests for significant differences between the two types of investors. The results are presented in the table below.
Table 4 - General Characteristics - Significance Tests

	
	t / Chi-Square
	Sig.

	Age
	t = ,688
	,497

	Geo. distribution
	χ2 = 10,717
	,296

	Wealth
	χ2 = 7,538
	,110

	Education
	χ2 =5,282
	,382

	Background
	χ2 = 4,196
	,241

	Started firms (yes/no)
	χ2 = ,562
	,453

	95% Confidence intervals


As seen from the table there is no sign of significant differences between the two types on the listed parameters.

As all respondents in the survey are male, it makes no sense to discuss the distribution of gender except from mentioning that it seems to fit the general features of BAs listed in the “Literature Overview”-section. The mean age of the respondents is approx. 49 years, which is close to the median age of 48 years. Informal investors in Denmark are therefore predominantly male and middle aged. 38 % are in the 45-54 age range and 34 % are under 45 years. This means that 66 % of the BAs are more than 45 years old. 

Though the Danish BAs seem rather old, compared to Swedish BAs they are actually somewhat younger as only 15 % of the Swedish BAs are under 45 years old (Landström, 1993). A comparison to Welsh BAs shows that the Danish BAs seem equal in age distribution (Hurcombe, Davies & Marriott, 2004). However when comparing the age distribution to that of USA the Danish BAs are markedly older. As suggested by Landström (1993) this might be due to the high taxation on the rate of capital and wealth accumulation in Scandinavia. One should be aware that the identification methods in the reports compared differ. The Swedish BAs are identified through the firms in which they have invested and secondly using a “snowball” method. This could have implications on the age distribution of the two samples, however this has not been tested.

The geographical distribution of the Danish BAs is markedly skewed towards a concentration in the capitol area of Copenhagen. 50 % of the BAs live within the counties of Frederiksborg and Copenhagen. The fact that these counties accounted for only approx. 29 % of the total population of Denmark in 2002
 indicates that there might be other factors influencing this distribution as e.g. entrepreneurial concentration etc. 

As stated by Hurcombe, Davies & Marriott (2004) the geographical distribution of Welsh BAs also seems to be skewed, and it is argued that infrastructure, concentration of entrepreneurial activity etc. are some of the main reasons for this.

It should be noted that the geographical distribution could be influenced by the distribution of members in DBAN, since the survey is conducted only on these members. If DBAN has been promoted to a higher degree on Zealand, or in any other way focuses on Zealand, this could be the reason for the skewed distribution.

Almost all the Danish BAs are millionaires in terms of Danish kroner. 34 % of the respondents have between one and ten million kr. and 23 % have between ten and twenty million kr. When grouped around 20 million kr., 62 % have equal or less and 38 % have more than 20 million kr. The findings of Landström (1993)  showed that 57 % of Swedish BAs had a financial wealth of 5 million SEK or more, but due to exchange rate fluctuations and inflation, the numbers are hard to compare, even though Danish BAs seem to be somewhat wealthier.

The source of the BAs’ financial wealth is distributed between three categories. 55 % stated that their wealth came from selling off companies. 36 % stated that their wealth was generated through savings of income while the remaining 9 % stated that the wealth was inherited. The source of financial wealth may say something about the capabilities of the BAs, as starting, developing and divesting a company presumably provides a BA with a different set of skills than the wage-earner who has been saving money. Given the above categories, we should assume that BAs whose wealth is generated through divestment of companies have a higher degree of experience which is relevant to the entrepreneurs. However this is only a rough assumption, because we cannot see what role the BA had in the company divested. Furthermore we cannot see if the wealth stems from an inherited company which has been divested by the BA. Therefore the source of financial wealth seems less interesting than the actual entrepreneurial experience itself.

The Danish BAs are very experienced entrepreneurs. This is shown from the fact that 60 % stated they have a background as an entrepreneur / company owner while 26 % stated they have a background as an entrepreneur and hired managing director. Furthermore the high degree of experience is strengthened from the fact that nearly all of the BAs have started at least one firm before and 46 % have started more than three firms. The time of the first investment of the respective BA may offer a more comprehensive picture of the BAs’ level of investment experience. Viewing the information on BAs’ first investments the median and mean values are both close to 1987, meaning that the average BA made his first investment in 1987 and therefore has around 15 years of experience. As the activity since the first investment may vary, the average experience is though a somehow rough assumption.
Regarding educational level, the Danish BAs are predominantly well educated. 45 % have a candidate degree while 29 % have a medium length further education. Approx. 86 % of the Danish BAs have a minimum of three years of further education. Compared with Wales (Hurcombe, Davies & Marriott, 2004) where only 19 % hold a masters degree, Danish BAs are more likely to be university graduates even though differences in definitions and sampling may impede the comparability. However compared to the findings of Reitan & Sörheim (2000) in Norway the educational level seems equal. In the Welsh article a negative relationship is found between the level of education and the amount available to invest. To find the available amount to invest we use a combination of Attitudes and Characteristics from the ABC model. The overall financial wealth is not regarded as an attitude, however this is the case for the available amount to invest, as it represents part of the BAs’ overall investment strategy, where some capital is reserved for other assets.
10. Hypothesis Testing
10.1. H1: BAs prefer to invest in geographically proximate firms

To investigate whether the BAs prefer to invest in geographically proximate firms, question 14 and 15 in the questionnaire are used. These questions regard the importance of geographical distance between the firm and the home of the respondent when evaluating an investment possibility. The frequency distribution of q14 is shown in the following table:

Table 5 - Importance of Geographical Distance (q14)

	Does the geographical distance between firm and your home have any influence when you evaluate an investment possibility?

	
	
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	Valid
	Yes
	44
	67,7
	69,8
	69,8

	
	No
	14
	21,5
	22,2
	92,1

	
	Don’t Know
	5
	7,7
	7,9
	100,0

	
	Total
	63
	96,9
	100,0
	

	Missing
	System
	2
	3,1
	
	

	Total
	65
	100,0
	
	


From this table it is evident that the majority (69,8%) of the respondents regards geographical distance as having influence when evaluating an investment opportunity. 22,9 % stated that the geographical distance has no influence and 7,9 % stated that they did not know. 2 respondents did not answer the question. From these results it is however not clarified whether the influence is positively or negatively related to investment decisions when distance is short.

To elaborate on this relationship we use the results of question 15 which includes only the respondents regarding the distance as influencing the evaluation of an investment opportunity. Question 15 contains four possible answers to the preference of the distance to the firm.
Table 6 - Preferred Location of Firm (q15)

	If yes (q14) please state what distance from your home you prefer the firm to be located.

	
	
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	Valid
	Within Denmark
	12
	18,5
	27,3
	27,3

	
	Within 100 km from home
	19
	29,2
	43,2
	70,5

	
	Within 50 km from home
	12
	18,5
	27,3
	97,7

	
	Outside Denmark
	1
	1,5
	2,3
	100,0

	
	Total
	44
	67,7
	100,0
	

	Missing
	
	21
	32,3
	
	

	Total
	65
	100,0
	
	


According to this table approximately 71 % of the respondents prefer firms within a range of 100 km when accumulating the valid percentages from the two middle answers (within 50 km and within 100 km). Furthermore 27 % stated ‘within Denmark’ and 2,3 % stated that they preferred firms located outside Denmark.
A problem arises due to ambiguities in the formulation of question 14. The question can be understood as regarding the decision to invest; however it can also be understood as regarding the decision to evaluate an investment possibility. Since question 15 is based on question 14, what is really the result of this table if the latter understanding of question 14 is the case, is that BAs seem to prefer evaluating investment opportunities within the range of 100 km. Hence, it does not directly reflect the attitude towards investment preferences but only evaluation preferences. Nevertheless, we must assume that the intention was to investigate the investment preferences of the BAs if these results are to be used with respect to the formulated hypothesis.

Regarding the categories “Within Denmark” and “Outside Denmark”, these are not necessarily measures of geographical distance as this depends on the residence of the given BA. Therefore these categories cannot be compared to remaining categories which are solely geographically defined. BAs residing in e.g. the Capitol Region may be reluctant to invest in firms located beyond the range of 100 km but this range also covers Sweden and therefore the categories are not mutually exclusive.

In fact the inclusion of national borderlines has a close relationship to cognitive and institutional proximity. A borderline often resembles sharp shifts in habits, laws etc. which can have influence on the decisions of the BAs and should be tested separately. However this is not possible because of the construction of this question.

Despite this conflict the two solely geographically defined categories constitute a valid 71 % when including the other categories which clearly means that the majority prefers the firm to be located within 100 km.
Assuming that the distance within 100 km is equal to geographical proximity the hypothesis is therefore supported.

However setting the ‘within 100 km’ equal to geographical proximity calls for further discussion. Naturally true geographical distance as an equivalent to geographical proximity seems valid. However in terms of travel-time, which is believed to be the underlying constraint investigated by this measure, the geographical distance does not always provide a precise picture. The ‘within 100 km’ preference can mean very different travel-times depending on the infrastructure, population density etc. Access to highways, airports etc. have great influence on travel-time within Denmark. As an example a person living in North Jutland can get to the Capitol Region within 1-2 hours by flying domestic, despite the fact that the geographical distance is more than 300 km. Accordingly the travel time to Århus which is located approx. 100-150 km. from North Jutland is around 1-2 hours by car. Therefore it seems that travel-time could be a more precise measure of what really influences investment decisions.
The geographical preference from the tables above does however indicate reluctance to travel too far which naturally also affects the travel-time. This means that when targeting the supply-side of the informal venture capital market – more specifically the BAs – it seems rational to focus on local or regional preferences. In practise this means that focus should be on providing BAs with local or regional investment opportunities as well as matching firms who seeks a BA with those from the local or regional area.

The result from this analysis might be influenced by the fact that the majority of the respondents are members of RBANS which are in fact regionally oriented on both the supply- and demand-side. This could cause a bias in the responses as we could expect this affiliation to be evidence of the respondents in the sample being more local or regional oriented than the total population of BAs.
Despite the possible bias as well as the possibilities to use other measures than geographical distance in km., it seems that agency theory and proximity theory explain this general preference quite well for Danish BAs based on the fact that the hypothesis is supported.

As seen from the hypothesis development section, it makes sense to conduct the analysis of geographical preference on the investor types differentiated by the preferred phases. From theory we expect the early stage BAs to show a higher preference for geographical proximity.

10.1.1. H1 a: Early stage BAs are more likely to invest in geographically proximate firms than late stage BAs.

The type-specific analysis uses the same variables as the general analysis.  To conduct the above analysis on the selected types of BAs, we create a 2x2 contingency table on the variables of type and question 14.

Table 7 - Geographical Distance (q14) - Importance by Types

	
	Does the geographical distance between firm and your home have any influence when you evaluate an investment possibility?

	
	
	
	Yes
	No
	Total

	Typology 
	Early Stage
	Count
	20
87%
	3
13%
	23


	
	Late Stage
	Count
	6
50%
	6
50%
	12


	
	Total
	Count
	26
74,3%
	9
25,7%
	35



Pearson Chi-Square: 5,638 P= ,018 with 1 DF.
As can be seen from this table the early stage investors are to a significantly higher degree than late stage investors likely to state geographical distance as having influence when evaluating an investment possibility (p=0,018). However, as in the previous section, we have to test for the relationship with the decision to invest as it is not clear whether the relationship is positively or negatively related. 
To test for this relationship, similarly we calculate a 2x4 contingency table using type and question 15.

Table 8 - Preferred Geo. Distance (q15) - by Types

	
	If yes (q14) please state what distance from your home you prefer the firm to be located.

	
	
	Up to 50 km from home
	Up to 100 km from home
	Within Denmark
	Outside Denmark
	Total

	Early Stage
	Count
	9
	9
	2
	0
	20

	
	% within Typology
	45,0%
	45,0%
	10,0%
	,0%
	100,0%

	Late Stage
	Count
	1
	2
	4
	1
	8

	
	% within Typology 
	12,5%
	25,0%
	50,0%
	12,5%
	100,0%

	Total
	Count
	10
	11
	6
	1
	28

	
	% within Typology
	35,7%
	39,3%
	21,4%
	3,6%
	100,0%


Pearson Chi-Square 9,038, P=0,029 with 3 DF.

With a Chi-Square value of 9,038 which yields a probability of 0,029 from a Chi-Square distribution with 3 Degrees of Freedom, we can reject the null hypothesis that the estimated frequencies are equal to the observed frequencies. This means that we can conclude that within the sample the two types differ significantly regarding their preferred geographical distance. 

Assuming that the categories “Within Denmark” and “Outside Denmark” are representing longer distances than the remaining categories, the early stage investors are more likely to prefer firms within a shorter geographical distance. This can be seen from the fact that 90% of the early stage BAs are found within the categories within 100 km compared to 37,5% of the late stage BAs. Running an ordinal logit regression on this relationship reveals the same properties:

Table 9 - Logit Regression - Types & Geo. Distance

	
	
	Estimate
	Std. Error
	Wald
	df
	Sig.
	95% Confidence Interval

	
	
	
	
	
	
	
	Lower Bound
	Upper Bound

	Threshold
	[Type = 1]
	-19,360
	1,118
	299,835
	1
	,000
	-21,551
	-17,168

	Location
	[Var_15=1]
	-21,151
	1,555
	185,123
	1
	,000
	-24,198
	-18,104

	
	[Var_15=2]
	-20,612
	1,376
	224,459
	1
	,000
	-23,309
	-17,916

	
	[Var_15=3]
	-17,973
	,000
	.
	1
	.
	-17,973
	-17,973

	
	[Var_15=4]
	0
	.
	.
	0
	.
	.
	.

	Link function: Logit.
	
	
	
	
	
	


From this output it is evident that late stage BAs (Type = 3) are significantly less likely to have answered a lower value (representing closer geographical preferences) in question 15, than early stage BAs (Type = 1) which can be seen from the negative estimates when the benchmark type is late stage BAs (Type = 3).
This means that not only do we find that early stage BAs regard the geographical distance as more important than late stage BAs, but we also find that early stage BAs are more likely to invest in firms located within 100 km from home than late stage BAs.

Therefore the hypothesis is supported.

In turn this means that besides matching local companies with local BAs as discussed in the treatment of the former hypothesis, this should be done to a higher degree when the firm is in an early stage or accordingly if the BA belongs to the type preferring investing in early stages. 
It is however important to note that this recommendation only regards the possibility of matching the preferences of the BA and therefore it is not proven that following this recommendation yields better results regarding profits etc. but merely should yield better results in the matching-process between investee firm and BAs.
In general the considerations from the former hypothesis regarding the formulation of the questions as well as possible bias also apply to these results. 
10.2. H2: Early stage BAs are to a higher degree actively involved in investee firm than late stage BAs
From agency theory the expectation was derived, that early stage BAs are more actively involved in the investee firm. Intuitively one might also expect that the involvement is more needed for early stage firms as their business concept is less developed compared to firms later in the business life-cycle. In addition, as one of the special features of BAs compared to institutional venture capital investments is the active involvement, it is quite interesting to investigate if differences between the two types are identifiable. 

One way of investigating this relationship is by making use of the question about time spent with investee firm, like it was done to exclude inactive investors in the definition section earlier. Below a 2 x 3 contingency table between the two types and the different categories in question 20 is provided:

Table 10 - Time Spent with Investee Firm (q20)

	
	How much time do you spend (on average) taking part in the management/running of the firm?

	
	
	Up to ½ day / week
	1-3 days / week
	> 3 days / week
	Total

	Typology
	Early Stage
	8
	12
	1
	21

	
	Late stage
	3
	7
	2
	12

	
	Total
	11
	19
	3
	33


Pearson chi-square: 1,585 with 2 df, P = 0,453

From the output it is obvious that no clear relationship between the time spent with investee firm and the type of BA is demonstrated. The p-value of 0,453 supports that the difference regarding time spent with investee firm between types is not close to being significant. 

Therefore, the agency theory based expectation as well as the intuitive expectation mentioned above is not proven here.
It is not possible to explain this lack of expected relationship as many unknown factors may affect the answers of the respondents here. Firstly, the need for active involvement may vary between firms and as some of the BAs only have a limited history of investment this could entail a bias as the answer could be based on very few investments (being an average assessment). Secondly, as the majority of BAs are placed within the middle interval the results may suffer from wrongly specified intervals. As this is the case it makes no sense trying to collapse some of the categories.

No matter what the explanation is, the hypothesis cannot be supported on the basis of time spent with investee firm.

To enhance the view on this hypothesis we leave the quantitative measures of active involvement and turn to the more qualitatively based questions. For this purpose question 28 seems appropriate as it concerns which activities the BA typically engage in. The question covers a wide range of categories from which only a few will be treated here.

The first category concerns assistance in the development of a business plan which is a central aspect of a young firm. A 2 x 3 contingency table with the two types of BAs and the degrees of involvement in the development of a business plan is presented:

Table 11 - Assistance in Development of Business Plan (q28)

	
	
	
	I assist in the development of a Business Plan

	
	
	
	Not at all
	To some degree
	To a high degree
	Total

	Typology
	Early Stage
	Count
	0
	3
	20
	23

	
	
	% 
	,0%
	13,0%
	87,0%
	100,0%

	
	Late Stage
	Count
	2
	4
	5
	11

	
	
	% 
	18,2%
	36,4%
	45,5%
	100,0%

	
	Total
	Count
	2
	7
	25
	34

	
	
	% 
	5,9%
	20,6%
	73,5%
	100,0%


Pearson chi-square: 7,890 with 2 df, P = 0,019

The table reveals a significant difference between the two types regarding this kind of activity. As can be seen from the distribution the majority of early stage BAs are placed in “to a high degree”, which only count for less than half of the late stage BAs.
It is possible from the table to conclude that a difference exists between the two types however it is not possible to intuitively conclude on the relationships. To test the relationships, an ordinal logit regression was calculated. This showed higher estimates for lower values of business plan involvement when the baseline was set to late stage BAs, which means that the lower degree of business plan involvement, the higher the propensity to belong to late stage BAs. This means that early stage BAs are more likely to be more active in the development of business plans which could be interpreted as an indication of more involvement. Nevertheless, this relationship may be caused by the less developed stage of the firms which the early stage investors prefer, i.e. these firms simply need more assistance in the development of business plan. Or the other way around: Late stage BAs’ preferred firms may have less use of this type of assistance. In addition, the categories give rise to some uncertainty as “to some degree” and “to a high degree” are imprecise measures of the involvement, and the answers are naturally dependent upon a comparison of the extent of other activities.

The remaining categories involve different activities which are more or less interesting to investigate. Though, most of these could to some degree be undertaken on distance so to get an idea of the BAs tendency to be physically present in the investee firm the involvement in the daily work is investigated. This is perhaps not the most advanced or knowledge-intensive activity but physical presence can be a good premise for the transfer of tacit knowledge. Therefore a 2 x 3 contingency table of the two types and the degree of participation in the daily work is presented:

Table 12 - Participation in Daily Work

	
	
	
	I participate in the daily work

	
	
	
	Not at all
	To some degree
	To a high degree
	Total

	Typology (2 vars dependent)
	Early Stage
	Count
	6
	13
	4
	23

	
	
	% within Typology
	26,1%
	56,5%
	17,4%
	100,0%

	
	Late Stage
	Count
	0
	7
	3
	10

	
	
	% within Typology
	,0%
	70,0%
	30,0%
	100,0%

	
	Total
	Count
	6
	20
	7
	33

	
	
	% within Typology
	18,2%
	60,6%
	21,2%
	100,0%


Pearson chi-square: 3,340 with 2 df, P = 0,188
4 cells ( 66,7 %) have expected count less than 5. The minimum expected count is 1,82. 

Viewing appendix III it is clear that only around 15 % of the total group of BAs do not participate in the daily work at all, while the majority of BAs (approx. 57 %) participate to some degree. A somewhat similar distribution among the two types combined is evident in the table above, but the BAs not taking part at all are here constituted by early stage investors only. Unfortunately, the difference is not significant (with a p-value of 0,188) so no conclusions can be done on this basis, even though it attracts attention that approx. 26 % of early stage BAs do not participate in the daily work. It must be noted, though, that the daily work in e.g. a seed firm may be quite different from more developed firms.

In general, the hypothesis is not supported as there is no clear relationship between the types and the active involvement even though it was demonstrated that early stage BAs are more likely to be highly active in the development of business plans.

10.3. H3: BAs are more likely to invest in firms in which they have a prior positive relation to the entrepreneur.

On the basis of agency and proximity theory the expectations of a relationship between investment decision and a positive prior relation (trust) hypothesis 3 was formulated.

This hypothesis is somehow difficult to investigate as no questions in the questionnaire directly focuses on this. Even though, there are some questions usable for discussing this relationship. Concurrently, the two types will be compared as the differences between these are still interesting although the hypothesis fails to include expectations about these.

From the second category in question 19 (appendix III) it is evident that 79 % of the BAs are willing to consider deviating from investment preferences if they “experience a high degree of trustworthiness from the entrepreneur”. It is not specified here whether this concerns a positive prior relation but still it is clear that most BAs find trustworthiness quite important which is in line with social capital theory but also states that social proximity is an advantage when deciding to invest.   
The differences between types regarding this relationship is investigated by setting up a 2 x 2 contingency table of BA types and the second category in question 19:
Table 13 - Experienced Degree of Trustworthiness (q19)
	
	
	
	If I experience a high degree of trustworthiness from the entrepreneur / project team

	
	
	
	No
	Yes
	Total

	Typology
	Early Stage
	Count
	3
	19
	22

	
	
	% 
	13,6%
	86,4%
	100,0%

	
	Late stage
	Count
	4
	8
	12

	
	
	% 
	33,3%
	66,7%
	100,0%

	
	Total
	Count
	7
	27
	34

	
	
	% 
	20,6%
	79,4%
	100,0%


Pearson chi-square: 1,843 with 1 df, P = 0,175

Even though it seems that early stage BAs are more likely to answer “Yes” to this question the significance is lacking meaning that no general differences between the two groups can be derived on this basis. 

After having treated what affects the decision to invest, the opposite scenario should now be investigated. Question 41 concerns reasons not to invest and here the third category is focused on the trustworthiness of the entrepreneur. In appendix III it is clear that, except from “Unrealistic expectations” (96,7 %) and “Lack of belief in the market for the company’s product” (89,3 %), “Entrepreneur lacks trustworthiness” with 81,4 % is the factor which for most of the BAs often leads to a “No” to investment. As the remaining 18,6 % of the respondents rarely says “No” because of lack of trustworthiness, this leaves no BAs which never reject an opportunity because of this. Thus, trustworthiness seems to be an important factor in general when deciding whether to invest.  

Not a surprising result, though, which is in line with the importance of trust suggested by social capital theory but also supports that some amount of social or institutional proximity must be found between the BA and the entrepreneur in order for the BA to consider investing.

Like before, the same question is investigated with respect to the two different types, hence, a 2 x 2 contingency table is set up (“Never” is left out of this table as no respondents answered this):

Table 14 - Lack of Trustworthiness (q41)
	
	
	
	Entrepreneur / Project team lacks trustworthiness

	
	
	
	Rarely
	Often
	Total

	Typology 
	Early Stage
	Count
	3
	19
	22

	
	
	%
	13,6%
	86,4%
	100,0%

	
	Late Stage
	Count
	3
	10
	13

	
	
	%
	23,1%
	76,9%
	100,0%

	
	Total
	Count
	6
	29
	35

	
	
	%
	17,1%
	82,9%
	100,0%


Pearson chi-square: 0,513 with 2 df, P = 0,474

The table does not reveal any significant difference between the types meaning that they cannot be distinguished regarding this factor.

Combined with the previous table no conclusions can be done with respect to the types in this matter. But the results revealed a general importance of trustworthiness for the BAs when deciding to invest as well as when deciding not to. Leaving out the importance of a “prior” and instead focusing generally on trusting the entrepreneur the hypothesis therefore is supported.

The reliance on trustworthiness of the entrepreneur is important for a number of reasons. From the viewpoint of the entrepreneur this emphasizes his need to signal integrity and trustworthiness to his surroundings. As the BAs rely heavily on personal networks this means that the entrepreneur, in order to attract capital, must signal trustworthiness in all relations, and not only towards the investors.
From a BA-network’s perspective this should imply more focus on promotion of the entrepreneurs’ personal profiles rather than only focusing on the concept/idea of the business (for early stage) as well as the performance of the business (for late stage).
10.4. H4: BAs are more likely to engage in investments where the source of the investment possibility is their personal network.
Like the previous hypothesis this one is concerned with trustworthiness, but now focusing on the network instead of the relation between the BA and the entrepreneur. Unfortunately, the questionnaire only treats this aspect peripherally as a category in the deviation of investment preferences (fifth category in question 19).

This category concerns trustworthiness which is the closest example on personal network to be found in the questionnaire. Surprisingly only 25,6 % of the total group of BAs would consider deviating from their investment preferences if the firm is recommended by trustworthy sources. 

This is a little surprising compared to e.g. the organisational proximity dimension which suggests that some organisational proximity is desirable. The problem here is that the BAs only state whether they would consider deviating from other preferences on this basis. Therefore, this does not exclude that some organisational proximity is preferable. But other situations are more likely to provoke deviation from investment preferences like a small size of investment (33,9 %), a potentially high rate of return (30,6 %), syndication opportunity (35,5 %) and especially a positive intuitive feeling (58,8 %) and a high degree of trustworthiness (79 %), while the remaining are less likely to do so. Hence, being recommended by a trustworthy source is not regarded as the most common reason to deviate from investment preferences.

That BAs in general prefer to invest in firms where the source of information is their personal network cannot be confirmed on this basis. The only other question regarding network (question 35) focuses solely on the identification of investment opportunities making it inadequate in this context. 

As only a minority of the BAs in this way is willing to consider deviating from investment preferences when the firm is recommended by trustworthy sources, the hypothesis is rejected - because the questionnaire does not allow for this relationship to be investigated entirely.    

10.5. H5: Early stage BAs take a larger share of stocks than late stage BAs.
As seen from the hypothesis development section, according to agency theory, the time and resources to monitor early stage firms as well as to perform due diligence is higher than for late stage firms. Accordingly it is expected that this also means that the actual resources (time being included) required in these processes are higher when investing in early stage firms. If both types of BAs are to reach the same level of certainty in the investment (both pre-investment and post-investment), it is argued that early stage BAs should in some way be compensated for the excess use of resources. Assuming intrinsic rewards to be of equal importance as well as equal outcome within both types of BAs we expect the early stage BAs to take a larger share of stocks than late stage BAs because of the derived assumption of financial rationality. (When intrinsic rewards are constant).

However the former investigated and supported expectation of early stage BAs to invest to a higher degree in geographically proximate firms than late stage BAs
, causes some contradictory expectations, as this could lead to the due diligence and monitoring processes requiring fewer resources. Furthermore social capital theory suggests that the geographically proximate location could mean that the early stage BA relies more on intuition which could lessen time spend on due diligence and monitoring. Furthermore we could expect a negative relationship between cognitive proximity and due diligence- and monitoring-costs which in turn means that the expected result is the opposite of the relationship expected according to agency theory. 

Because the two expectations are the exact opposite, there is no need for creating a second hypothesis, as this test can be performed on the same output as the original hypothesis.

To test for the relationship between type of investor and share of stocks taken in investments, we use question 17 from the survey. This question asks the respondents to state the preferred share of ownership in the firms invested in. Thus this question addresses the hypothesis directly.

A 2x5 contingency table is created to test for differences between the two types without merging any categories.

Table 15 - Preferred Share of Ownership (q17)

	
	How large share of ownership do you prefer to take in the firms you invest in?

	
	Does not matter
	Below 10%
	10-25%
	25-50%
	> 50%
	Total

	Early Stage
	5
	2
	10
	5
	0
	22

	Late Stage
	1
	1
	3
	4
	4
	13

	Total
	6
	3
	13
	9
	4
	35


Pearson Chi-Square: 9,173 P=0,057

(8 cells with expected count less than 5. Min expected count = 1,11)

As seen from the output, the differences between investor-types are close to being significant within the 95% confidence interval. However because of the limited sample size, 80% of the cells have expected count less than 5, which means that the Pearson Chi-Square statistic of 9,173 becomes unsafe.

To overcome this statistical problem, we recode the variable into a binary variable. Firstly we exclude the respondents who stated indifferent to the preferred share of ownership. Secondly the categories are collapsed on the 25% margin resulting in two remaining categories:

Table 16 - Preferred Share of Ownership (q17 - collapsed)

	Low (<25%)
Group = 0
	High (>25%)
Group = 1

	Less than 10%
10-25%
	25-50%
More than 50%


The recoding still enables us to test the hypothesis, because the question under investigation is the probability of one type of investor preferring a higher or lower share of ownership, and not the exact measure of preferred share of ownership.

The new set of categories entails a 2x2 contingency table as follows:

Table 17 – Preferred Share of Ownership (Binary)

	
	Binary share

	
	Low (<25%)
	High (>25%)
	Total

	Early Stage
	12
	5
	17

	Late Stage
	4
	8
	12

	Total
	16
	13
	29

	Pearson Chi-Square: 3,948 P=0,047


The new contingency table has 0 cells with expected count less than 5 and therefore the Pearson Chi-Square statistic can be trusted. With a probability of 0,047 we can conclude that the two groups are significantly different on the preferred binary share of ownership. However the results are not in line with the behavior derived from agency theory. 70,6% of the early stage BAs prefer low shares of ownership (<25%) whereas 66.7% of late stage BAs prefer high shares of ownership (>25%). This means that late stage BAs are significantly less likely to prefer a lower share of ownership than early stage BAs, which in turn means that late stage BAs prefer a larger share of ownership.

Therefore the opposite hypothesis is supported, whereas the original hypothesis naturally is not.

As mentioned this result is backed by the finding that early stage BAs prefer to invest in geographically proximate firms, which could lower their due diligence and monitoring costs. Furthermore it is in line with the expectations derived from social capital theory.

It is important to note that the generated expectations were based on the assumption of financial rationality as well as intrinsic rewards etc. being held constant across the two types of investors. Relaxing these assumptions would require an analysis of these which could help explain parts of the result. Furthermore an important aspect from investment theory when deciding on the share of ownership is naturally the size of the investment compared to the total value of the assets of the firm. However because the survey is not designed to look at specific investments, it is not possible to conduct an analysis on the ratio between the size of investments and the assets of the firm. Furthermore the value of the assets of an unquoted firm is often based on subjective evaluation – especially in early stage firms, where the potential sales of products, services etc. has not yet been proven.

From these considerations it seems that geographical (and cognitive) proximity as well as a relative higher reliance upon intuition are factors influencing the preferred share of ownership due to monitoring costs etc. However because of the underlying assumptions of the analysis, it cannot be concluded that these factors explain the entire relationship.
This implies that entrepreneurs with late stage firms seeking capital should be willing to give off a higher proportion of share of ownership than early stage entrepreneurs.
10.6. H6: Early stage BAs tend to have fewer unquoted firms in their portfolio than late stage BAs
As hypotheses 6 and 6a are contradictory they will be investigated concurrently during this section. Based on different theories the hypotheses include conflicting expectations about the portfolio size of the two types of BAs (of unquoted firms), which can be treated directly by making use of question 21 in the questionnaire. The hypothesis here focuses on one simple characteristic; hence it should be possible to tell the difference between the two types.

First the size of portfolio mean of each type is compared in the table below:  
Table 18 - Portfolio Size (q21)
t=-1,231, df=32, Sig.=0,227/0,408
	
	Typology 
	N
	Mean
	Std. Deviation
	Std. Error Mean

	Size of current portfolio (number of unquoted firms)
	Early Stage
	23
	3,13
	1,687
	                      ,352

	
	Late Stage
	11
	5,45
	8,870
	2,674


The first table indicates a substantial difference between the mean of the two groups but this is not a significant difference (P = 0,227 and 0,408 for equal variances assumed or not assumed respectively). Appendix III shows an average portfolio size of all BAs of approx. 4 firms but as the median is 3, this gives rise to a suspicion of extreme values, which can also be seen from the standard deviation being much larger within the late stage types. Therefore a table of the two types of investors and the frequency of each portfolio size is provided:    
Table 19 - Portfolio Size – (q21 by Type)
	
	
	
	How large is your current portfolio of unquoted firms?

	
	
	
	1
	2
	3
	4
	5
	6
	7
	32
	Total

	Typology 
	Early Stage
	Count
	6
	1
	7
	5
	2
	1
	1
	0
	23

	
	
	%
	26,1%
	4,3%
	30,4%
	21,7%
	8,7%
	4,3%
	4,3%
	,0%
	100,0%

	
	Late Stage
	Count
	1
	3
	4
	1
	1
	0
	0
	1
	11

	
	
	%
	9,1%
	27,3%
	36,4%
	9,1%
	9,1%
	,0%
	,0%
	9,1%
	100,0%

	
	Total
	Count
	7
	4
	11
	6
	3
	1
	1
	1
	34

	
	
	%
	20,6%
	11,8%
	32,4%
	17,6%
	8,8%
	2,9%
	2,9%
	2,9%
	100,0%


Pearson chi-square: 8,172 with 7 df, P = 0,318
15 cells (93,8 %) have expected count less than 5. The minimum expected count is 0,32.

This table yields no statistically significant difference between the two types. In addition, as a portfolio size of 3 unquoted firms is the most common in both groups it is difficult to design intervals to reduce the number of cells with expected count less than 5. An interesting observation is that 6 of the early stage BAs only have 1 firm in their current portfolio. The reason for this is unknown and could be caused by e.g. a lack of interesting investment opportunities or other preferences. Stating the reason for this as limited time is weak making it hard to support the thoughts of agency theory on this basis. 

The most interesting information from this table is the late stage type of BA who has 32 investments at the moment, which presumably had a profound impact on the means compared before. Therefore, to improve the mean comparison above, this respondent is omitted and a new table of mean of portfolio size is presented:

Table 20 - Edited Portfolio Size (q21)
t=0,564, DF=31, Sig.=0,577
	
	Typology 
	N
	Mean
	Std. Deviation
	Std. Error Mean

	How large is your current portfolio of unquoted firms?
	Early Stage
	23
	3,13
	1,687
	,352

	
	Late Stage
	10
	2,80
	1,135
	,359


By removing the most extreme observation (i.e. the BA with the biggest portfolio of unquoted firms) the mean portfolio size of late stage BAs changes notably. The results above were therefore heavily impacted by this single BA who was able to almost double the mean of this group. This indicates that the sample size simply is too small or that the difference between the two types is not existing or unable to be identified.

In spite of having two directly conflicting hypotheses about the portfolio size of unquoted firms for the two types neither of hypotheses can be supported. The only results from this section are the mean of the whole population of approximately 4 firms (which is also influenced by this single BA); the median of 3 firms; and the fact that 6 of the early stage BAs only have one firm in their current portfolio. 

The fact that we find no statistically significant difference between the two types regarding portfolio size has no direct implication for the entrepreneur. Furthermore the portfolio size is not relevant without a measure of current maximum capacity because this would enable e.g. the network administration to target BAs with excess capacity.
10.7. H7: Late stage BAs tend to invest a higher proportion of their total investment-willing capital in unquoted companies than early stage BAs.
The principle of risk-spreading from investment theory is the main underlying factor generating the expectation for this hypothesis. However what lies behind the reason for an expectation of differences between the two groups are elements from agency theory. According to parts of agency theory, the relatively higher degree of risk in early stage firms cannot be completely contracted or monitored away, because each investor only has a limited amount of time each week/month to spend on these activities. The time available for reducing risk in an investment is dependent upon the size of investments as well as the number of unquoted firms in the portfolio. Furthermore the time that each investor is willing to use on reducing risk is dependent on the potential outcome of the investment. As mentioned in the hypothesis development section it can be argued, when assuming equality across the two types of investors on the mentioned dependencies, that early stage BAs are more likely to place a higher proportion of their total investment willing capital in other investments than unquoted companies because of the higher degree of risk. Consequently when comparing the two types, we can expect the late stage BAs to invest a higher proportion of their investment-willing capital in unquoted firms.

To test for this relationship we use question 32 which might be dependent on question 31
. In question 31 the respondents are asked about the proportion of their total wealth they are willing to invest in both quoted and unquoted companies. Question 32 is a proportion willing to invest in unquoted companies, however the question is formulated in a way which makes it impossible to know whether the proportion is of their total wealth or a proportion of the answer to question 31 (which was a proportion of total wealth).

When investigating the relationship between the two variables there is no clear correlation. The majority of responses to question 32 compared to 31 does not indicate a clear relationship. However based on intuition it seems that question 32 is based on question 31 and not on total wealth. This means that the responses to question 32 are actually derived percentages. Therefore to find the share the BAs are willing to invest in unquoted firms requires some calculations and q32 has to be weighted with regards to the answers in q31.

Table 21 - Share of Financial Wealth Willing to Invest (q31)

	
	
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	Valid
	Below 10%
	4
	6,2
	6,5
	6,5

	
	10-20%
	14
	21,5
	22,6
	29,0

	
	20-30%
	11
	16,9
	17,7
	46,8

	
	30-50%
	17
	26,2
	27,4
	74,2

	
	Over 50%
	16
	24,6
	25,8
	100,0

	
	Total
	62
	95,4
	100,0
	

	Missing
	
	3
	4,6
	
	

	Total
	65
	100,0
	
	


As seen from this table, approx. 25 % are willing to invest more than 50 % of their total financial wealth in both quoted and unquoted firms. In fact more than 71 % are willing to invest 20% or more of their total wealth.

The following table lists the share of the above, that the BAs are willing to invest in unquoted firms.

Table 22 - Share of Capital Expected to Invest in Unquoted Firms (q32)

	
	
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	Valid
	Below 10%
	8
	12,3
	13,1
	13,1

	
	10-20%
	18
	27,7
	29,5
	42,6

	
	20-30%
	10
	15,4
	16,4
	59,0

	
	30-50%
	9
	13,8
	14,8
	73,8

	
	Over 50%
	16
	24,6
	26,2
	100,0

	
	Total
	61
	93,8
	100,0
	

	Missing
	
	4
	6,2
	
	

	Total
	65
	100,0
	
	


Intuitively it seems that these intervals are somewhat evenly distributed. However they do not provide a meaningful measure independently, because they do not relate directly to the total wealth. Furthermore it is important to note, that the intervals are not equal in size. To overcome this problem, we have manually calculated a derived range showing the percentage they are willing to invest in unquoted firms of their total financial wealth. The method used is to multiply the two lower percentages and the two upper percentages in Q31 and Q32 to get the derived ranges. These derived ranges result in multiple overlapping intervals, which are difficult to conclude on. Therefore the next step has been to calculate the average minimum share as well as the average maximum share.

Table 23 - Average Shares of Total Wealth that BAs Are Willing to Invest in Unquoted Firms

	 
	 
	Value (%)
	N
	σ2

	Average Min. Share
	7,28
	
	

	Average Max. Share
Mean
	25,85
16,57
	61
	18,8010


As seen from the table we calculate the range to be between approx. 7% and 26 % that BAs are willing to invest of their total wealth in unquoted firms with a mean of 16,57 %. If using the method of combining Q31 and Q32 by multiplying the mean of each interval in both questions directly (without identifying possible lower and higher limits) the mean is calculated to 15,15 %.

Interestingly this result is different from the result found by Vækstfonden (2002) which states that an average of approx. 50 % of the total financial wealth is ‘investment-ready’ regarding both unquoted and quoted firms. Subsequently it states that 50 % of these 50 % are ‘investment-ready’ regarding unquoted firms only, which results in 25 % of total wealth being ready for investments in unquoted firms. Some of the difference can be explained by the exclusion of inactive investors, however a detailed look at Vækstfonden’s work indicates that each interval is set to its maximum value instead of calculating the mean, which corresponds to the average max. share in the table above.

To test for differences between the two types of BAs, we use the above calculations for each respondent. Then we calculate the mean for each type and apply t-tests on the results to test for statistical difference which yields the following results:

Table 24 - Mean Proportions of Total Wealth Willing to Invest in Unquoted Firms.

	
	Typology 
	N
	Mean
	Std. Deviation

	Calculated Mean Proportion
	Early Stage
	23
	13,6739
	14,60667

	
	Late Stage
	12
	16,6667
	17,25917

	t=-,541, Sig.=0,592
	
	
	
	


From these results it can be seen that the early stage BAs do have a lower mean for the proportion of total wealth willing to invest in unquoted companies. However the result is not statistically significant which can also be seen from the high std. deviation values, and therefore on the basis of these results the hypothesis cannot be supported.
Due to the complex calculations necessary for this analysis as well as the formulation issues with the questions used, the rejection of the hypothesis is related with much uncertainty. As mentioned it is not clear what has been understood by the respondents when answering the question and therefore it is not possible to conclude on the ability of agency theory to explain the true nature of the BAs as well as concluding on the mean values found above.

The results of the analysis could imply that risk exposure is not higher for early stage BAs than for late stage BAs, or that early stage BAs are less risk averse. In general it seems that some of the assumptions behind the expected outcome could be wrong. Unfortunately we are not able to test the majority of the assumptions, besides the number of portfolio firms (tested in H7).
On a more general level the mean of 16,57% that BAs are willing to invest in unquoted companies seems fairly low. Despite the method of calculation the results are the same or lower than those found by Vækstfonden. This seems to be in contradiction to the fact that we have excluded non-BAs based on the two-dimensional definition. However it could be an effect of the failure to test for the second dimension in the definition of a BA – the high degree of capital contribution; however if this was possible it should then be investigated whether the “high degree of capital contribution” was because of a high proportion being invested in unquoted companies, or a result of a high degree of total wealth.
10.8. H8 : Early stage BAs spend less time on due diligence/investment opportunity evaluation than late stage BAs.

The time used on due diligence is the main focus of this section. When receiving investment possibilities, the investors evaluate different aspects of the company to decide whether to invest or not. As mentioned earlier the theories discussed in this project generate different expectations regarding the time used on due diligence when comparing early and late stage firms.

In the questionnaire we use question 40 "How much time do you spend (on average) evaluating a firm (due diligence) before an investment?”. This question relates directly to the hypothesis, however minor uncertainties are found. The formulation of the question leaves two different options:

1. Respondents base their answer on due diligence on firms in which they actually invested.

2. Respondents base their answer on due diligence on all firms evaluated.

We have no knowledge of the pattern of time-consumption on “un-successful” due diligence (resulting in no investment being made) compared to “successful” due diligence (resulting in an investment being made). Therefore it is unknown whether we should expect less time being spent as a result of the ambiguity in the question. Furthermore we cannot use the “hit-rate” (amount of investment made as a proportion of total number of investment proposals received) to calculate for skewness in the results. Nonetheless one could assume that both types of BAs have understood the question equally which should weigh out these inexpediencies.

Question 40 consists of 4 different possible answer-categories: “1-3 days”, “3-7 days”, “7-14 days”, “above 14 days”. To test for differences between the two types of BAs on these categories we calculate a 2x4 contingency table.

Table 25 - Time Spent (on average) on Due Diligence (q40)
	
	
	How much time do you spend (on average) evaluating a firm (due diligence) before an investment?

	
	
	1-3 days
	3-7 days
	7-14 days
	Over 14 days
	Total

	Early Stage
	Count
	6
	5
	5
	6
	22

	
	% 
	27,3%
	22,7%
	22,7%
	27,3%
	100,0%

	Late Stage
	Count
	4
	4
	2
	2
	12

	
	% 
	33,3%
	33,3%
	16,7%
	16,7%
	100,0%

	Total
	Count
	10
	9
	7
	8
	34

	
	% 
	29,4%
	26,5%
	20,6%
	23,5%
	100,0%


Pearson Chi-Square: 0,937 P=0,817 (a. 5 cells (62,5%) have expected count less than 5. The minimum expected count is 2,47.)
As seen from this table there is no evident difference between the two groups. However the majority of the cells (62,5%) have expected counts less than 5 which means that the Pearson Chi-Square statistic cannot be used with certainty. Therefore the groups are collapsed on the 7-days mark, which entails the following table:

Table 26 - Time Spent (on average) on Due Diligence (q40 Binary)

	
	
	Q40 Binary

	
	
	Low (<7)
	High (>7)
	Total

	Early Stage
	Count
	11
	11
	22

	
	% 
	50,0%
	50,0%
	100,0%

	Late Stage
	Count
	8
	4
	12

	
	% 
	66,7%
	33,3%
	100,0%

	Total
	Count
	19
	15
	34

	
	
	55,9%
	44,1%
	100,0%


Pearson Chi-Square: 0,875 P=0,350

Despite the elimination of uncertainties in the statistical significance test, the collapsing of the categories shows no sign of improvement on the difference between the types of BAs. As seen from the table the distribution within each type is fairly even which means that the difference is not statistically significant. Therefore the hypothesis is not supported.

Furthermore the opposite relationship as expected by agency theory (and proximity theory) cannot be verified.
The time used on due diligence plays an important part in understanding the complexity of the decision-making process of the BAs. The phase of the firm was expected to be related to the complexity of this process, because of different levels of documentation, formalization etc. As mentioned earlier, the stage of the firm is indirectly influencing other factors which were believed to contribute to the level of complexity such as proximity. Apparently this relationship is not present. However it is important to note that the stage and the underlying factors could just be parts of the total factors defining the complexity. Other factors such as the size of investment (Which might also be correlated to the stage), industry, market, legislation etc. might also contribute to the complexity. 

Because of these considerations we cannot conclude on the theories’ ability to explain the patterns of time-consumption on due diligence.

10.9. H9: Late stage BAs engage in syndicated investments to a higher degree than early stage BAs.
As treated in the hypothesis development section, the degree of involvement in syndicated investments is related to the assumption that late stage BAs cannot satisfy the capital demand in each investment to the same degree as early stage BAs. We developed the hypothesis under the assumption that the amount of investment-willing capital to invest in unquoted firms is not significantly different between the two types of BAs. The question used from the questionnaire is question 42:

“How many syndicated investments have you participated in / do you expect to participate in during 2002?”

Possible answers are: (0, 1, 2, 3, 4, 5, more than 5).

As with some of the other tests there could be a potential problem with the formulation of the question. The question can be understood as being restricted to all syndication activity within the year 2002. It can however also be understood as all previous syndication activity as well as the expected activity in 2002. If some respondents have understood the question differently the distribution between these becomes essential to the result, because only a small bias in “understanding” could cause undesired results as it could skew the results markedly. The reason for this is that one of the possible understandings of the question results in a number based on the entire career of the BA, and the other understanding results in a number for just one year. Being unable to see how each respondent has understood the question, we proceed with the analysis.

The possible answers also give rise to a note. Despite the possible answers being mutually exclusive they are however not within a closed scale because of the “more than 5” option. This means that we are unable to analyze what lies behind the responses of “more than 5”. This could cause some uncertainty because a single extreme number of syndications (which would reside within this option) could in reality change the entire picture.

The following table presents the total distribution of the entire sample.
Table 27 - Number of Syndicated Investments (q42)
	
	
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	Valid
	0
	18
	27,7
	30,5
	30,5

	
	1
	17
	26,2
	28,8
	59,3

	
	2
	12
	18,5
	20,3
	79,7

	
	3
	8
	12,3
	13,6
	93,2

	
	4
	1
	1,5
	1,7
	94,9

	
	Over 5
	3
	4,6
	5,1
	100,0

	
	Total
	59
	90,8
	100,0
	

	Missing
	System
	6
	9,2
	
	

	Total
	65
	100,0
	
	


As seen from this table only 6,8% have made 4 or more syndicated investments. The remaining options are fairly evenly distributed with the largest group (30,5%) having made 0 syndicated investments.

As before, to test for differences between the two types of investors we create a 2x5 contingency table.

Table 28 - Number of Syndicated Investments within Types (q42)
	
	
	How many syndicated investments have you / do you expect to participate in, in 2002?

	
	
	0
	1
	2
	3
	Over 5
	Total

	Early Stage
	Count
	7
	10
	2
	3
	0
	22

	
	
	31,8%
	45,5%
	9,1%
	13,6%
	,0%
	100,0%

	Late Stage
	Count
	4
	2
	4
	1
	1
	12

	
	
	33,3%
	16,7%
	33,3%
	8,3%
	8,3%
	100,0%

	Total
	Count
	11
	12
	6
	4
	1
	34

	
	
	32,4%
	35,3%
	17,6%
	11,8%
	2,9%
	100,0%


Pearson Chi-Square: 6,434 P=0,169
a. 8 cells (80,0%) have expected count less than 5. The minimum expected count is ,35.

As seen from the test-statistic the difference between groups are not statistically significant. However as 80% of the cells have expected count less than 5, the statistic cannot be trusted. Therefore we need to collapse the options in question 42. However this collapsing process is somewhat difficult to perform because of the open scale. We have tested all collapsing possibilities without finding any significant difference between the two groups. From the table above there is a small tendency for the late stage BAs to have higher syndication activity, however as mentioned this is not significant. The main reason for this result is believed to be the issues regarding the formulation of the question as well as the open-ended scale (one late stage BA is placed in the “more than 5” category).

The hypothesis is clearly not supported from these results.

As mentioned the results can also be due to incorrect underlying assumptions such as the amount of capital willing to invest. Because of limitations in investigating the amount available to invest in unquoted firms within the two types of investors, we cannot tell if this assumption is actually incorrect. However it could also be the case, that the demand for capital is not distributed in Denmark as assumed on findings in other studies outside Denmark. Because focus is not on the demand side in the available dataset, we cannot test the distribution of capital demand compared to the stages of the companies.

In general the results might imply that from a policy perspective as well as a network perspective there should be made no effort to target the groups differently with respect to syndication opportunities.
10.10. H10: Intrinsic rewards are an important motivation factor in the initial decision to become a BA

Based on the findings of earlier studies this hypothesis of intrinsic rewards being an important motivation factor was formulated. As the hypothesis encompasses the whole sample population of BAs Appendix III can be used here. 

Question 27 focuses precisely on the motivation factors where the respondents were asked to assign level of importance to each of the motives listed. The frequency distribution there calls for a few comments:

· A surprisingly high share of BAs (55,6 %) finds having fun “very important”, which not corresponds directly with financial rationality.

· Despite family connections were excluded in the definition section a minor share of the BAs still regards helping friends/family as “important/very important” (7,9/12,7 %).

· In general, the vast majority (81 %) find it “important/very important” to gain a high rate of return on capital which emphasizes the financial motives within this area.

With respect to this hypothesis the second motive on the list (“I want to gain personal satisfaction by being involved in entrepreneurial companies”) seems to be a suitable expression for intrinsic rewards. As 46 % of the BAs find this “very important”, which is the second highest ranking within this level, and another 41,3 % find it “important”, this motivation factor must be deemed important in general. In addition, as only 12,7 % of the BAs find this “not important” which is the second lowest share within this level, personal satisfaction can be regarded as one of the most important motivation factors among this sample population.

Like it was the case with the other hypotheses we test for differences between the two types – regarding personal satisfaction as motivation factor. First a 2 x 3 contingency table of type and this factor is calculated:
Table 29 - Personal Satisfaction as Motivation Factor (q27)
	
	
	
	I wish to gain personal satisfaction by being involved in entrepreneurial firms

	
	
	
	Not important
	Important
	Very important
	Total

	Typology 
	Early Stage
	Count
	2
	8
	13
	23

	
	
	%
	8,7%
	34,8%
	56,5%
	100,0%

	
	Late stage
	Count
	3
	7
	3
	13

	
	
	%
	23,1%
	53,8%
	23,1%
	100,0%

	
	Total
	Count
	5
	15
	16
	36

	
	
	%
	13,9%
	41,7%
	44,4%
	100,0%


Pearson chi-square: 4,052 with 2 df, p=0,132.
2 cells (33,3 %) have expected count less than 5. The minimum expected count is 1,81.
The table does not entail significant difference between the two types in this matter. As some of the cells have expected count less than 5 another table was constructed where “important” and “very important” were collapsed. Unfortunately, this neither resulted in a significant relationship (Pearson chi square: 1,436 with 1 df, p=0.231).

Thus, with respect to type no significant differences regarding personal satisfaction as motivation factor can be proven.

If the personal satisfaction is believed to be equal to intrinsic rewards the hypothesis is supported and intrinsic rewards can be deemed an important motivation factor for Danish BAs. This result is perhaps most relevant to other BAs seeking syndication partners as sharing the same motivation for being “in the business” may be a good basis for collaboration. Two different views on this may induce conflicts during the process because strategies and behaviour presumably will reflect the underlying motivation factor of the BA.

In general, having the same motivation for participation could be an example of institutional proximity which also makes this relevant to the entrepreneur but only to a limited extent as the different strategies of the types imply that most entrepreneurs only will face one of the types.
10.11. H11: Early stage BAs are more likely to find it important to support the next generation of entrepreneurs than late stage BAs
Continuing the focus on motivation factors this hypothesis seeks to test the difference between the two types regarding “the support of the next generation of entrepreneur” which is also listed as a motive in question 27.
The total sample population is distributed with “not important” = 36,5 %; “important” = 46 %; and “very important” = 17,5 %, hence, the majority of the BAs finds this important or very important. Though, a new 2 x 3 contingency table of types and importance of this factor reveals some differences:

Table 30 - Support Next Generation of Entrepreneurs (q27)

	
	
	
	I wish to support the next generation of entrepreneurs

	
	
	
	Not important
	Important
	Very important
	Total

	Typology 
	Early Stage
	Count
	7
	10
	6
	23

	
	
	%
	30,4%
	43,5%
	26,1%
	100,0%

	
	Late Stage
	Count
	9
	3
	1
	13

	
	
	%
	69,2%
	23,1%
	7,7%
	100,0%

	
	Total
	Count
	16
	13
	7
	36

	
	
	%
	44,4%
	36,1%
	19,4%
	100,0%


Pearson chi-square: 5,215 with 2 df; p=0,074.

3 cells (50 %) have expected count less than 5. The minimum expected count is 2,53.

While late stage BAs have a high share in “not important”, early stage investors have markedly higher shares in “important” and “very important”. But unfortunately the difference is not significant so with 50 % of the cells having expected count less than 5 two of the categories (“important” and “very important”) are collapsed in a new 2 x 2 contingency table:

Table 31 - Support Next Generation of Entrepreneurs (revised) (q27)

	
	
	
	Q27 Binary

	
	
	
	Important / Very important
	Not important
	Total

	Typology
	Early Stage
	Count
	16
	7
	23

	
	
	%
	69,6%
	30,4%
	100,0%

	
	Late Stage
	Count
	4
	9
	13

	
	
	%
	30,8%
	69,2%
	100,0%

	
	Total
	Count
	20
	16
	36

	
	
	%
	55,6%
	44,4%
	100,0%


Pearson chi-square: 5,063 with 1 df; p=0,024.

With zero cells having expected count less than 5 and an improved significance the difference is now evident. From the table it is obvious that the majority of early stage BAs (69,6 %) are placed within “important”/”very important”, while an almost similar majority of the late stage BAs (69,2 %) are placed within “not important”.

Hence, it is proven that early stage investors are more likely to find it important (or very important) to support the next generation of entrepreneurs compared to late stage investors, and therefore the hypothesis is supported.

The result reflects a notable difference between the two types regarding motivation which presumably also entail differences in behaviour. Like it was the case with the previous hypothesis this result primarily applies to other BAs (and entrepreneurs).   
11. Attitudes & Behaviour of Danish Business Angels
In the treatment of the ABC model, it was argued that a division of A and B was preferable in order to be able to conduct an analysis of attitudes towards the future as well as historical behavior. Because of the restrictions from using an existing survey which was not designed for this type of analysis it has not been possible to make this division. 
This means that it has not been possible to conduct a dynamic analysis of the Danish BAs. Furthermore this implies that it has not been possible to project the future actions of BAs based on their attitudes. 
As we have already covered the C-section earlier, this section will focus on a discussion of A & B concurrently.
11.1. General
Some of the investigated hypotheses were tested on the total sample population which has provided some insight to the attitudes and behavior. Regarding geographical proximity the majority of Danish BAs have a strong preference for investing locally/regionally which is in line with studies of BAs from other countries. This is in line with the Norwegian study of Reitan & Sörheim (2000), where the majority of investments have been made in companies located in close geographical proximity to the investors’ homes or places of work. Based on a similar definition of BAs, Avdeitchikova (2008b) finds that 70 % of investments were made locally in her study of the Swedish market. 
Furthermore Danish BAs seem to put emphasis on trustworthiness of the entrepreneur. In general it seems that economic rationality is not always dominating investment decisions, and investment preferences might be set aside due to intuitive feelings etc. As found in other studies of BAs (e.g. Hurcombe, Davies & Marriott, 2005, where it was found to be the second most important motivation factor), intrinsic rewards seem to play an important role in investment decisions which can also be seen among Danish BAs from the analysis. For example hypothesis 10 showed that intrinsic rewards play an important role in the decision to become a BA. Regarding the reliance on personal network among the BAs when choosing to invest, it was not confirmed that this would cause the BAs to deviate from their investment preferences. However it has not been possible to analyze the reliance on personal network when actually choosing to invest, which have been found as an important factor in e.g. the Norwegian study (Reitan & Sörheim, 2000).  
As mentioned earlier the experience of Danish BAs is high. The mean number of investments divested was found to be 3,22 (median of 2). Furthermore the average number of current firms in the BAs’ portfolio was found to be 4,05. These numbers are higher than those found by Vækstfonden (2002) which is due to the selection criterion being applied because of the chosen definition. Regarding portfolio size and number of investments divested it is difficult to compare these with other studies because some of these focus on the last 3-5 years of investment activity.  
Regarding due diligence it is very different how much time each BA spend on this. The time spend seems fairly evenly distributed between 1 day to more than 14 days. However it has not been possible to analyze if the differences was caused by the entrepreneur, industry, phase etc.
In conjunction with the structure of the Danish firms the Danish BAs prefer to invest in small to medium sized companies. In particular very small companies (less than 5 employees) account for a large share of preferred firm size.
Given the fact that the passive investors were filtered out previously, naturally all remaining respondents are active involved in the investee companies. To compare especially the activity level of BAs with other studies would require similar sampling methods; hence, the different degrees of time spent with investee company in Denmark cannot be compared with other studies.
The typical investment horizon is around 3-6 years for Danish BAs (61,7 %) which is comparable with the Norwegian study where the largest share (43 %) expected to hold an investment for 3-5 years. However, 34 % of the Norwegian BAs had a relatively short investment horizon of maximum 2 years which is in contrast to the findings of this study, where only 8,3 % had an investment horizon of less than 3 years. It is not possible to explain the difference here but in general the investment horizon is dependent on the state of the market, national frames, industry etc.
The variations shown in investment horizon also apply to return expectations. Approx. 79 % of the Danish BAs expect less than 50 % in average annual return, and approx. 68 % expect less than 30 % in average annual return. An almost similar pattern is found among Norwegian BAs (78 % and 55 %, respectively). 

The Danish BAs do typically not prefer to take a controlling share of ownership in the firms they invest in with 63 % preferring a share less than 50 % and only 12,9 % preferring a share of at least 50 %. In Sweden only 6 % of the BAs took a controlling share of ownership in 2004. It has been shown that BAs to a lesser degree take a controlling share in this recent study compared to 1992 where 15 % of the Swedish BAs became majority owners (Månsson & Landström, 2006). This development was believed to be partly caused by an increase in syndication and partly because of shift to more high-tech/high-risk investments. Unfortunately, it is unknown whether the same development has taken place in Denmark. 
The majority of Danish BAs (69,5 %) has or expect to engage in syndicated investments but from the remaining 30,5 % only 11,1 % reject to invest in syndication with other BAs. This means that in fact only 3 % of all the BAs are unwilling to syndicate which is quite low. The general willingness to syndicate may illustrate risk-sharing preferences and/or the need for shared capital contributions to meet the capital demands. However, it seems that the latter is most likely given that 55,6 % of all Danish BAs often turn down investment opportunities based on too large capital needs. Nevertheless, the large capital needs cannot solely explain this attitude as only 18,5 % of the BAs state that they often turn down investment opportunities due to a lack of syndication partners.
In Månsson & Landström (2005) 77 % of investments during the previous 5 years were carried out in syndication which indicates that Danish BAs may have a marginally higher propensity to syndicate. However, because the results in this study are based on the attitudes and behaviour whereas the Swedish 77 % are based on behaviour only, the results are not directly comparable.
11.2. Types

By using the chosen typology to point out two groups of BAs from the entire sample some differences were identified.

It was shown that early stage BAs are more likely to prefer investments close to their residence/location. Regarding active involvement only a significant difference (in favour of early stage BAs) was found in the development of business plans. In addition, the early stage BAs in this study typically take smaller shares of ownership in the investee firms than late stage BAs. This relationship was not identified in Sweden when Månsson & Landström (2006) investigated this aspect by comparing almost similar types. The Swedish study also investigated the difference in number of firms in the portfolio where no significant difference was revealed like it is the case in this project. Furthermore, both studies fail to find differences with respect to the proportion of informal venture capital investments. Regarding time spent on due diligence and tendency to engage in syndicated investments no differences were found here. Finally it was illustrated that early stage investors are more likely to be motivated of supporting the next generation of entrepreneurs.

The treatment therefore revealed some important differences regarding the two types even though they were unable to be distinguished across many dimensions. 

To discuss the successfulness of applying this typology the idea of the project must be taken into consideration which was based on an assumed capital gap. Thus, an interesting aspect to investigate would be differences in investment size. But the unstructured setup of e.g. question 23 & 24 leaves a poor basis for comparisons of this kind. Moreover, the needs of the firms on different stages regarding capital (as well as e.g. knowledge or managerial skills) are unknown making it difficult to assess the usefulness of this typology. It is also important to note that it has not been possible to verify the differences in the amount of knowledge-transfer to the investee firms from the chosen typology even though the type of active involvement was found to differ.

Another weakness of the chosen typology is the shaping of the question used to group the BAs as no preferred stage or priority of stages is provided. Therefore, it is unknown whether the multiple answers are caused by an equal allocation of investments in the different stages or just that the particular stage cannot be labelled as “not interesting” for a given BA. Together with quite small samples in each group this presumably inhibits the results. But in general it has not been proven that these types truly exist in reality.

An important implication of the fact than only some of the expected differences were verified is that the preferred stages might not be the only typology existing within BAs. In fact it is believed that other investment strategy based typologies may show differences on attitudes and behaviour, which was not verified within the stage-typology. This means that the one-dimensional typology investigated in this project could possibly be enhanced by multiple dimensions, each resulting in differences on different attitudes and behaviour. However adding more dimensions to a typology would require a lager sample size than used in this analysis to be able to test for significant differences.

In general this means that other typologies might be as valid as the one used in this project. However the most appropriate typology depends on the purpose of the study. Furthermore the purpose of the study should be initiated by requirements from the demand-side of informal venture capital. 
12. Source Criticism
The main weakness regarding the use of sources in this project is believed to be the use of the survey from Vækstfonden, which is from 2002 and thereby might provide an up-to-date picture. As mentioned earlier, this survey was not created for the kind of analysis conducted in this project and the representativeness of the sample is questionable. Using one study of one limited sample limits the trustworthiness of the source as we cannot test the answers for any bias which might have occurred due to influence from Vækstfonden and their desires with the study. We have not taken part in the process of the survey which makes it difficult to point out potential pitfalls in the objectivity of the answers in the survey. This means that we cannot see if the interpretation of the questions vary which might be the case if respondents did not answer under the same conditions. Some questionnaires could even have been answered by assistants etc. In addition, the shaping of the questionnaire may be based on specific knowledge about the BAs which only Vækstfonden possesses. As Vækstfonden is a public investment fund they presumably have an interest in securing their own justification by providing result-oriented publications as opposed to being knowledge-oriented. Furthermore we inherit any data-handling mistakes which might have occurred in the collection of data.

Moreover it should be noted that the reliance on DBAN for the entire group of respondents could imply that a “hidden agenda” might be present within the responses of the survey. As an example it could be that the DBAN would prefer more positive answers to the use of DBAN as a resource of investment opportunities to gain government support, to finance their activities etc. If this preference is known among the respondents they could potentially have rated the importance of DBAN too high.

On a more general level the theoretical base of this project depends on a relatively limited group of authors (Landström, Månsson, Mason, Harrison etc.) which also characterises the field of research in general. The methods and theories used across different studies are very similar as e.g. the use of Agency Theory, Trust, Proximity theory etc. to explain the behaviour of BAs. Few authors are sceptic of the main method of research within this field, which means that the literature should be used with scepticism, as other methods, theories etc. might be used as well. It should though be noted that within the last decade, studies have emerged who are sceptic of the use of economic theory to explain the behaviour of BAs, which have expanded the field of research to include theories from social studies etc.

In general there could be a potential risk of the results of national research (e.g. Swedish researchers analysing the Swedish market) being positively skewed. This problem could arise from the desire to glamorise the results of the studies to attract entrepreneurs or BAs to the country. However since the majority of results seem relatively equal between different countries this potential problem is not believed to exist.

13. Conclusion
The purpose of this project was to describe the attitudes behaviour and characteristics of Danish BAs and to investigate the heterogeneity of these BAs. Furthermore comparison with studies in other countries has been conducted and the definition and the concept of ABC as a model of analysis have been treated.

General results
In general the Danish BAs are characterised by being middle-aged males who are quite well-off regarding their personal financial wealth. They posses a high degree of experience gained from previous start-ups of firms or by making previous investments with a majority of investments placed in small or very small firms. The Danish BAs are generally actively involved in the investee firms though time spent in the firms as well as the type of activities vary. Furthermore they prefer to invest locally and are motivated by financial as well as intrinsic rewards. The trustworthiness of the entrepreneur as well as intuitive feeling is important factors when evaluating an investment opportunity and sometimes causes the BAs to deviate from their investment preferences. Almost all of the Danish BAs engage (or would like to engage) in syndicated investments with other investors.
Compared to informal venture capital investors in general the BAs as they are defined in this project tend to be more experienced and have a larger portfolio size.   
Differences between types

The following differences were found between early stage and late stage BAs

Early stage BAs are more likely to:

· invest in geographically proximate firms than late stage BAs.

· be highly active in assisting in the development of business plans than late stage BAs.

· be motivated of supporting the next generation of entrepreneurs than late stage BAs.

Additionally late stage BAs are more likely to:

· take higher shares of ownership in the investee firm than early stage BAs.

The use of the stage typology revealed the above listed differences between the types which is indicating heterogeneity among the BAs regarding this parameter. Unfortunately, differences between the two types regarding contribution of capital and knowledge have not been demonstrated partly due to the shaping of the questionnaire. Therefore, using the chosen typology seems successful to verify the heterogeneity of the Danish BAs but fail to demonstrate the respective type’s potential to fill the assumed capital and knowledge gap. 

Using alternative typologies might reveal heterogeneity regarding additional attitudes and behaviour but because of the issues concerning the questionnaire they would not be able to verify differences of knowledge and capital transfer. 

The use of ABC as an analysis model has only been partly successful. The treatment of earlier studies helped to define a gross list of elements which could be included in the entire model without being able to classify these in the specific categories. By using the ABC model it has been found, that by using attitudes or behaviour as typology dimension, the elements contained within the C-category do not differ. The use of a questionnaire not specifically designed to support an ABC analysis have resulted in failure of separating the attitudes and behaviour of the BAs. This means that it has not been possible to analyse differences between the behaviour and attitudes of the BAs and thereby to see if certain factors have influenced the BAs over time. 

Despite the mentioned issues faced by using the ABC as an analysis model, the treatment of the model itself has shown that it is well suited to conduct a dynamic analysis of the BAs when using an appropriate questionnaire. Separating behaviour from attitudes and performing follow-up surveys would enable future behaviour to be compared to current attitudes, and thereby it would presumably be possible to test for life-cycle tendencies within the careers of the BAs.
In general, it seems that agency theory shows limitation in predicting the behaviour of Danish BAs. Certain behaviour seems to be more appropriately explained by social capital theory, while some aspects cannot be explained by the theories used in this project. However, it is unknown whether the failure to predict is caused by the use of insufficient theories or the limited sample size.

It is important to note that regarding the results from the analysis of the ABC of Danish BAs these should be held together with the limited size of the sample and the issues of a potential sample bias. However, the comparison with studies in similar countries revealed no notable differences. 
14. Implications

The treatment of Danish BAs and the findings in this study has given rise to a range of recommendations relevant when either taking this a step further in the previously mentioned three-tiered model or if an alternative, but similar study should be carried out.

Particularly regarding method this study has triggered some thoughts for the continued focus on BAs:

Firstly, it should be considered how the bias of using a sample from the network can be avoided as it is believed that only an unknown share of BAs are in fact members of a BAN. Inspiration for this is present in other countries but bearing the limited size of Denmark in mind together with the well-known sample of BAs within the network a snow-ball method seems appropriate.

Secondly, as already argued when designing a questionnaire for a similar purpose, it would be sensible to distinguish between past/present and future expectations to be able to predict future behaviour and at the same time facilitate a more dynamic view on the BAs. This should make it easier at a later point in time to repeat the survey and identify differences between expectations and actual behaviour. In the long run it might also provide information about the BA’s general development in behaviour as well as attitudes.
A central issue related to this field of study is exactly the static view on BAs which somehow assumes that a present attitude/behaviour is representative for the history of a given BA. It is therefore suggested that future studies attempt to focus on individual investments as different considerations and conditions may influence each investment opportunity.

Moreover, following the idea of a more dynamic view this would also include the classification of BAs and by the separation of different investments a more precise view on stage preferences would be revealed. This would facilitate an investigation of stage preferences over time making it possible to identify potential trends among BAs regarding stages.

Finally, stage is not the only relevant type dimension as it has been explained. But to find the most distinct types of a population, alternative statistical methods like cluster or factor analysis could be applied. This would make it possible to identify the common characteristics and differences for a set of types, and thereby significantly determine the most prevalent types of Danish BAs.

As seen from the analysis, the theories of agency theory, proximity and social capital was only partly successful in predicting the behaviour of BAs. It seems that BAs are not always acting as economic agents which call for the inclusion of further theories able to explain their behaviour.
Regarding the political relevance of studies of Danish BAs there is a lack of research with focus on the demand side i.e. the investee firms or entrepreneurs. If the matching process is to be enhanced it is important to have insight into the attitudes and behaviour of both the BA as well as the entrepreneur/firm.

Furthermore focus on the demand side would facilitate the identification of further problems related to attracting informal venture capital to the entrepreneurs or firms. In turn this would lead to more specific information about what ABCs to be investigated among the BAs.

 Appendix I - General Characteristics
1. Age
	
	Typology 
	N
	Mean
	Std. Deviation
	Std. Error Mean

	Age
	Early Stage
	23
	47,52
	9,577
	1,997

	
	Late Stage
	7
	44,86
	6,309
	2,385


	
	
	Levene's Test for Equality of Variances
	t-test for Equality of Means

	
	
	F
	Sig.
	t
	df
	Sig. (2-tailed)
	Mean Difference
	Std. Error Difference
	95% Confidence Interval of the Difference

	
	
	
	
	
	
	
	
	
	Lower
	Upper

	Age
	Equal variances assumed
	4,934
	,035
	,688
	28
	,497
	2,665
	3,875
	-5,273
	10,603

	
	Equal variances not assumed
	
	
	,857
	15,311
	,405
	2,665
	3,110
	-3,953
	9,283


2. County of Residence

	
	
	Amt

	
	
	Århus County
	Other
	Frederiksborg County
	County of Funen
	County of Copenhagen
	County of North Jutland
	Ringkøbing County
	Roskilde County
	Storstrøms County
	Viborg County
	Total

	Typology
	Early Stage
	2
	2
	4
	1
	10
	1
	0
	2
	1
	1
	24

	
	Late Stage
	2
	3
	3
	2
	1
	1
	1
	0
	0
	0
	13

	
	Total
	4
	5
	7
	3
	11
	2
	1
	2
	1
	1
	37


	Chi-Square Tests

	
	Value
	df
	Asymp. Sig. (2-sided)

	Pearson Chi-Square
	10,717
	9
	,296

	Likelihood Ratio
	12,843
	9
	,170

	N of Valid Cases
	37
	
	

	


3. Educational Level

	
	
	Highest level of education

	
	
	Autodidactive
	Professional / Gymnasium
	Candidate
	Short further education
	Medium further education
	PhD
	Total

	Typology
	Early Stage
	0
	1
	12
	0
	10
	1
	24

	
	Late Stage
	1
	1
	7
	1
	3
	0
	13

	
	Total
	1
	2
	19
	1
	13
	1
	37


	Chi-Square Tests

	
	Value
	df
	Asymp. Sig. (2-sided)

	Pearson Chi-Square
	5,282
	5
	,382

	Likelihood Ratio
	6,147
	5
	,292

	N of Valid Cases
	37
	
	

	


4. Professional Background

	
	
	Professional Background

	
	
	Employed director / company executive
	Entrepreneur and employed director
	Entrepreneur/firm owner
	Originally academic engineer
	Total

	Typology
	Early Stage
	1
	10
	12
	1
	24

	
	Late Stage
	2
	2
	9
	0
	13

	
	Total
	3
	12
	21
	1
	37


	Chi-Square Tests

	
	Value
	df
	Asymp. Sig. (2-sided)

	Pearson Chi-Square
	4,196
	3
	,241

	Likelihood Ratio
	4,658
	3
	,199

	N of Valid Cases
	37
	
	

	


5. Earlier experience with starting a firm

	
	
	Started own company?

	
	
	No
	Yes
	Total

	Typology 
	Early Stage
	2
	22
	24

	
	Late Stage
	2
	10
	12

	
	Total
	4
	32
	36


	Chi-Square Tests

	
	Value
	df
	Asymp. Sig. (2-sided)
	Exact Sig. (2-sided)
	Exact Sig. (1-sided)

	Pearson Chi-Square
	,562
	1
	,453
	
	

	Continuity Correctionb
	,035
	1
	,851
	
	

	Likelihood Ratio
	,534
	1
	,465
	
	

	Fisher's Exact Test
	
	
	
	,588
	,407

	Linear-by-Linear Association
	,547
	1
	,460
	
	

	N of Valid Cases
	36
	
	
	
	


6. Financial wealth

	
	
	Financial Wealth (mio. Kr.)

	
	
	1-10
	10-20
	20-40
	40-100
	>250
	Total

	Typology
	Early Stage
	9
	7
	4
	2
	0
	22

	
	Late Stage
	4
	2
	0
	4
	1
	11

	
	Total
	13
	9
	4
	6
	1
	33


	Chi-Square Tests

	
	Value
	df
	Asymp. Sig. (2-sided)

	Pearson Chi-Square
	7,538
	4
	,110

	Likelihood Ratio
	8,789
	4
	,067

	Linear-by-Linear Association
	2,524
	1
	,112

	N of Valid Cases
	33
	
	


Appendix II - List of ABC elements:

This list includes potential elements in the ABC model extracted from the review of earlier studies. Some of the mentioned elements cannot be classified as belonging to one category since this may be a matter of question formulation. The list is not exhaustive as other elements may be part of ABC as long as they fit the definition. Furthermore some elements might cover similar aspects.
A/C

Importance of different factors in the initial decision to become a BA (Motivation factors) (A /C)

C

Age (C)

Annual income (C)

Business experience (C)

Experience in different types of organisations (C)

Level of education (C)

Location (C)

Professional background (C)

Sources of investment funds (C)

Wealth (C)

B/C

Amount available for BA type investments (B/C)

Rate of total investments allocated to entrepreneurial investments (B/C)
B

Annual rate of venture investments (B)

Annual rate of venture investments seriously considered (B)
Average amount of capital provided per venture (B)

Characteristics of informal help provided (B)
Degree of active involvement (B)

Experience with syndication (B)

Experienced problems/conflicts between investor and investee (B)

Factors influencing the ability to invest (B)

Industries invested in (B)

Information sources (B)

Investments made (B)

Investments seriously considered (B)
Location of investments (B)

Owned share of company (B)

Potential deal killers (B)
Result of exiting investment (B)

Satisfaction with performance of investments (B) ??

Source of opportunities considered (B)

Source of opportunities most often invested (B)

Time spent with investee company (B)

Unreleased investment potential (B)

A/B

Preferred investing partner (A/B)
Preferred stage of company to invest in (A/B)

Importance of factors when assessing an investment opportunity (A/B)

Importance of location of investment (A/B)

Importance of non-financial factors (A/B)

Factors influencing BAs’ investment decisions (A/B)
A

Attitude towards syndicating (A)
Expected future location of investments (A)

Intended amount of investment in the following year (A)
Investment time horizon (A)

Preferred industries (A)

Regions BAs are willing to invest in (A)

Return expectations (A)

Preferred share of company owned 
Appendix III – Complete Survey Summary

A. Personal Information

	1. Gender

	100%
	Male

	0%
	Women


	2. Age

	Median: 48, Mean: 48


	3. County of Residence

	7,8%
	Other

	20,3%
	Frederiksborg

	7,8%
	Funen

	29,7%
	Copenhagen / Municipalities of Cph & Frederiksberg

	6,2%
	North Jutland

	3,1%
	Ringkøbing

	6,2%
	Roskilde

	1,6%
	Storstrøm

	1,6%
	South Jutland

	6,2%
	Vejle

	1,6%
	Viborg

	7,8%
	Århus


	4. Highest educational level

	1,5%
	Autodidact

	7,7%
	Business/Gymnasium

	44,6%
	Candidate degree

	3,1%
	Short further education

	4,6%
	MBA

	29,2%
	Medium length further education

	7,7%
	PhD

	1,5%
	Toolmaker


	5. Professional Background

	1,5%
	Hired executive and co-owner (medium size international)

	9,2%
	Hired executive / company owner

	1,5%
	Both entrepreneur/owner and hired executive

	26,2
	Entrepreneur and hired executive

	60%
	Entrepreneur / company owner

	1,5%
	Academic engineer


	6. Have you ever started your own company?

	14,1%
	No

	85,9%
	Yes


	7. If yes (Q6), how many companies have you started?

	Median: 3, Mean: 4,53


	8. When did you make your first investment in an unquoted company?

	Median: 1988, Mean: 1987

	(Averages to 15 years ago)


	9. If you have not made an investment in an unquoted company, please state why?

	Respondents were filtered out.


B. Investment preferences regarding unquoted investments

	10. What industries have you invested in and/or do you expect to invest in?

(Multiple answers)

	50%
	Industrial Sector

	46,6%
	Computer Software

	24,1%
	Computer Hardware

	41,4%
	Internet related

	34,5%
	Communication and Media

	34,5%
	Other Electronics

	31%
	Biotechnology/Medicinal

	39,7%
	Medico/Healthcare

	32,8%
	Energy/Environment


	11. What phases do you prefer your portfolio-companies to be in when making the initial capital investment?

(Multiple answers)

	44,4%
	Seed

	73%
	Start-up

	44,4%
	Expansion

	46%
	Buyout/Restructuring

	34,9%
	Generation Shift


Possible options are:

· Seed

· Seed is the phase in which the product, the initial concept or prototype is developed.

· Start-up

· Start-up is the phase in which the project is established as a form of company and a prototype is finished before the initial market-introduction 

· Expansion

· Expansion is the phase in which the company has shown competitive and is ready for further development e.g. through expansion of capacity or development of new products etc.

· Buy-out / Restructuring

· Byout / restructuring is the phase in which the investor finances existing companies with unexploited potential.

· Generation shift

· Generation shift is the phase in which the owner of the company wishes to withdraw and let others take over.
	12. Which size of company have you invested in and/or do you expect to invest in?

(Multiple answers)

	74,6%
	Less than 5 employees

	69,8%
	5-15 employees

	42,9%
	15-35 employees

	33,3%
	More than 35 employees

	4,8%
	Don’t know


	13. How long is your average investment horizon?

(Multiple answers)

	16,7%
	Not important

	8,3%
	Less than 3 years

	61,7%
	3-6 years

	10%
	7-10 years

	3,3%
	More than 10 years


	14. Does the geographical distance between company and your home have influence, when evaluating an investment possibility?

	66,6%
	Yes

	25,4%
	No

	7,9%
	Don’t know


	15. If yes (Q14), within what distance do you prefer the company to be located?



	27,3%
	Up to 50 km from home

	43,2%
	Up to 100 km from home

	27,3%
	Within Denmark

	2,3%
	Outside Denmark


	16. What are your requirements to the potential annual rate of return?

	12,7%
	Don’t know

	11,1%
	Less than 10%

	30,2%
	10-20%

	27%
	20-30%

	11,1%
	30-50%

	11,1%
	More than 50%


	17. How large an owner-share do you prefer to have in the companies you invest in?

	21%
	It means nothing to me

	6,5%
	Less than 10%

	33,9%
	10-25%

	22,6%
	25-50%

	12,9%
	More than 50%

	3,2%
	Don’t know


	18. Do you also provide the companies you invest in with subordinated loan capital?

	58,7%
	Yes

	41,3%
	No


	19. In which of the following situations would you consider deviating from your investment preferences as stated above?

(Multiple answers)

	3,2%
	Never, I never deviate from my investment preferences

	79%
	If I experience a high degree of trustworthiness from the entrepreneur/project-team

	33,9%
	If it is a small investment

	1,6%
	If the company is located very close to my home

	25,8%
	If the company has been recommended by trustworthy sources

	30,6%
	If the potential rate of return is unusually high

	58,1%
	If my intuitive feeling is very positive

	17,7%
	If other BAs have already invested in the company

	21%
	If the business presentation by the entrepreneur is very convincing

	8,1%
	If the company is referred from a BA network

	1,6%
	If I wish to diversify my portfolio of unquoted companies

	35,5%
	If there is a possibility to syndicate with other investors


	20. How much time do you spend on average taking part in the management/running of the company you invest in?

	38,6%
	Up to ½ day each week

	49,1%
	1-3 days each week

	12,3%
	More than 3 days each week


C. Investment Portfolio

	21. How large is your current portfolio of unquoted companies? (number)

	Median: 3, Mean: 4,05


	22. How many investments in unquoted firms have you divested until now?

	Median: 2, Mean: 3,22


	23. How large is your current portfolio of unquoted companies? (number)

	Median: 3, Mean: 4,05


	 23. Please state the number of investments (incl. Follow-up) in unquoted firms in 2001 by size of investment (set X in number).

	 
	1
	2
	3
	4
	5
	>5

	0-101 t.kr
	2%
	5%
	1%
	0%
	1%
	0%

	101-250 t.kr
	13%
	8%
	1%
	0%
	0%
	0%

	251-500 t.kr.
	9%
	6%
	0%
	0%
	0%
	1%

	501-1000 t.kr.
	10%
	5%
	1%
	0%
	0%
	1%

	1001-2500 t.kr.
	13%
	1%
	0%
	0%
	0%
	1%

	2501-5000 t.kr.
	1%
	2%
	1%
	1%
	0%
	2%

	5001-10000 t.kr.
	2%
	1%
	0%
	2%
	0%
	0%

	> 10001 t.kr.
	2%
	1%
	0%
	0%
	0%
	1%


	 24. Please state your expected number of investments (incl. follow-up) in unquoted firms in 2002 by size of investment.

	 
	1
	2
	3
	4
	5
	>5

	0-101 t.kr
	19%
	7%
	1%
	1%
	0%
	0%

	101-250 t.kr
	12%
	10%
	1%
	1%
	0%
	0%

	251-500 t.kr.
	6%
	7%
	2%
	0%
	0%
	1%

	501-1000 t.kr.
	6%
	2%
	1%
	0%
	0%
	1%

	1001-2500 t.kr.
	4%
	0%
	0%
	0%
	0%
	0%

	2501-5000 t.kr.
	5%
	0%
	0%
	0%
	1%
	0%

	5001-10000 t.kr.
	1%
	1%
	1%
	1%
	0%
	0%

	> 10001 t.kr.
	2%
	0%
	0%
	0%
	0%
	1%


	 25. How have you divested / expect to divest your investments/exit? (set X in number)

	 
	0
	1
	2-3
	4-6
	7-8
	9-10
	>10

	Sell to original owner
	3%
	7%
	1%
	0%
	0%
	0%
	0%

	Sell to other firm
	3%
	14%
	10%
	7%
	0%
	0%
	0%

	Sell to other stockholders
	2%
	8%
	3%
	2%
	0%
	0%
	1%

	Sell to finansial institutions
	3%
	3%
	1%
	1%
	0%
	0%
	0%

	Sell to venturecompany
	2%
	4%
	1%
	0%
	0%
	0%
	0%

	Sell to market (OTC, stock-market)
	3%
	5%
	3%
	0%
	0%
	0%
	0%

	Likvidation
	2%
	8%
	3%
	0%
	1%
	0%
	1%


	26. To what degree has the development in stock quotes (since 2000) affected your investments in unquoted companies?

	9%
	To a very high degree

	26%
	High degree

	22%
	Some degree

	13%
	Less degree

	28%
	Not at all

	1%
	Don’t know


D. Investor motivation
	27. How important are the following motives for your involvement as an investor in unquoted companies?

(Multiple answers)

	
	Very Important
	Important
	Not important

	I wish to support next generation of entrepreneurs
	17,5%
	46%
	36,5%

	I want to gain personal satisfaction by being involved in entrepreneurial companies
	46%
	41,3%
	12,7%

	I want to gain a high rate of return capital
	30,2%
	50,8%
	19%

	I want to help friends/family to start a company
	7,9%
	12,7%
	79,4%

	I want current or future income (e.g. dividend)
	14,3%
	44,4%
	41,3%

	I want to support products or services that benefits the society
	14,3%
	39,7%
	46%

	I want to have fun
	55,6%
	33,3%
	11,1%

	I want to gain a positive reputation and recognition in my local community
	6,3%
	22,2%
	71,4%

	I want privileges and advantages of non-economic character
	3,2%
	11,1%
	85,7%


	28. To what degree are the following activities a significant part of your engagement as an investor in unquoted companies?

(Multiple answers)

	
	High degree
	Some degree
	Not at all

	I help developing the business plan
	63,1%
	29,2%
	1,5%

	I help attract capital from other investors
	58,5%
	26,2%
	9,2%

	I take role as sparring-partner
	76,9%
	12,3%
	1,5%

	I help to find qualified employees
	29,2%
	47,7%
	10,8%

	I co-operate with other investors
	38,5%
	43,1%
	7,7%

	I create access to extended network
	49,2%
	35,4%
	6,2%

	I take part in the work of the board
	73,8%
	16,9%
	1,5%

	I take part in the daily work
	15,4%
	56,9%
	15,4%

	I take part in product development
	7,7%
	40%
	38,5%

	I test and evaluate market-plans
	15,4%
	55,4%
	16,9%

	I help with sales and marketing
	15,4%
	61,5%
	12,3%

	I monitor the financial state/development of the company
	49,2%
	32,3%
	7,7%


E. Financial means

	29. How large is your financial wealth, (mil kr.)?

	36,7%
	1-10 million

	25%
	10-20 million

	15%
	20-40 million

	18,3%
	40-100 million

	3,3
	100-250 million

	1,7%
	More than 250 million


	30. What is the source of your financial wealth?

	61%
	Divestment of company

	40,7%
	Savings from income

	10,2%
	Heritage


	31. How large a share of your financial wealth are you willing to invest in both quoted and unquoted companies?

	6,5%
	Less than 10%

	22,6%
	10-20%

	17,7%
	20-30%

	27,4%
	30-50%

	25,8%
	More than 50%


	32. How large a share of this capital (as stated in Q31) do you expect to invest in unquoted companies?

	13,1%
	Less than 10%

	29,5%
	10-20%

	16,4%
	20-30%

	14,8%
	30-50%

	26,2%
	More than 50%


	33. How large a share of this (as stated in Q32) do you already have placed in unquoted companies?

	35,4%
	Less than 10%

	20%
	10-20%

	10,8%
	20-30%

	9,2%
	30-50%

	13,8%
	50-70%

	4,6%
	More than 70%


	34. To what extent do you agree on the following statements?

	
	Completely Agree
	Agree
	Don’t know
	Disagree
	Completely disagree

	BAs have difficulties identifying potential investment possibilities
	3,1%
	33,8%
	23,1%
	30,8%
	4,6%

	Companies have difficulties by identifying BAs
	13,8%
	49,2%
	16,9%
	12,3%
	3,1%


	35. How often do you use the following sources of information to identify potential investment possibilities?

	
	Very often
	Often
	Once in a while
	Almost never
	Never

	Active personal search
	10,5%
	17,5%
	33,3%
	28,1%
	10,5%

	Business connections
	20,3%
	39%
	32,2%
	5,1%
	3,4%

	Family/friends
	1,8%
	12,3%
	22,8%
	31,6%
	31,6%

	Company contacts me
	10%
	28,3%
	38,3%
	16,7%
	6,7%

	Accountants
	1,8%
	14%
	33,3%
	24,6%
	26,3%

	Lawyers
	3,6%
	10,7%
	19,6%
	32,1%
	33,9%

	Financial institutes
	3,5%
	12,3%
	24,6%
	28,1%
	31,6%

	Venture companies
	1,9%
	9,3%
	18,5%
	25,9%
	44,4%

	DBAN marketplace
	1,9%
	7,4%
	37%
	24,1%
	29,6%

	RBAN
	7,4%
	22,2%
	27,8%
	14,8%
	27,8%

	Other networks
	3,8%
	23,1%
	34,6%
	13,5%
	25%

	Stock-traders
	0%
	10,2%
	2%
	14,3%
	73,5%

	Media (newspaper, magazines etc.)
	2%
	15,7%
	23,5%
	25,5%
	33,3%

	Other sources
	2,2%
	4,3%
	34,8%
	19,6%
	39,1%


	36. How many business plans do you receive for evaluation each month? (number/month)

	Median: 2, Mean: 3,46


	37. How many business plans do you receive for evaluation through an RBAN or downloaded through DBANs marketplace? (number/month)

	Median: 1, Mean: 1,62


	38. How large a share of the business plans you receive do you invest in? (Percent)

	Median: 3, Mean: 4,61


	39. How much time do you set aside on average to read a random business plan when you receive for the first time?

	39,3%
	Less than 1 hour

	44,3%
	1-3 hours

	11,5%
	More than 3 hours

	4,9%
	Don’t know


	40. What is your total amount of time spend (on average) evaluating one company (due diligence) before an investment?

	24,6%
	1-3 days

	38,6%
	3-7 days

	15,8%
	7-14 days

	21,1%
	More than 14 days


	41. How often is one or more of the following factors the reason why you say no to making an investment?

	
	Often
	Rarely
	Never

	Assumptions/Expectations are unrealistic
	96,7%
	3,3%
	

	Inadequate business plan
	70,2%
	28,1%
	1,8%

	Entrepreneur/project team lacks trustworthiness
	81,4%
	18,6%
	

	The management of the project team is not adequately competent
	71,2%
	25,4%
	3,4%

	Bad chemistry
	34,5%
	60%
	5,5%

	To immature project
	54,4%
	42,1%
	3,5%

	The entrepreneur does not invest
	47,2%
	41,5%
	11,3%

	The company lacks clear visions for the future
	43,6%
	45,5%
	10,9%

	Lack of liquidity in the company
	39,6%
	47,2%
	13,2%

	The entrepreneur does not show enough engagement
	38,2%
	45,5%
	16,4%

	Lack of integrity of the entrepreneur
	32,7%
	54,5%
	12,7%

	Limited growth potential
	56,4%
	41,8%
	1,8%

	Lack of belief in the market for the company’s product
	89,3%
	10,7%
	

	Too large capital-need
	55,6%
	37%
	7,4%

	No clear exit possibility
	58,9%
	37,5%
	3,6%

	Lack of originality in product/service
	66,7%
	29,6%
	3,7%

	Lack of agreement with project-team on investor-relations
	33,3%
	57,4%
	9,3%

	Lack of agreement on the strategy of the company
	32,1%
	62,3%
	5,7%

	Lack of syndication partners
	18,5%
	64,8%
	16,7%

	Unwillingness to co-invest with existing investors
	13,2%
	54,7%
	32,1%

	Verification of customer-needs and direct customer-contact is inadequate
	56,6%
	35,8%
	7,5%

	No interest in the industry
	72,2%
	22,2%
	5,6%


	42. How many syndicated investments have you and/or do you expect to take part in, in 2002?

	30,5%
	0

	28,8%
	1

	20,3%
	2

	13,6%
	3

	1,7%
	4

	5,1%
	5 or more


	43. If you have never engaged in a syndicated investment – please state why?

(Multiple answers)

	73,1%
	I would like to syndicate but have found no suitable investments

	34,6%
	I would like to syndicate but have found no suitable investors to syndicate with

	11,5%
	I prefer to invest alone


	44. Please state what investors you have syndicated with?

	24,6%
	1-3 days

	38,6%
	3-7 days

	15,8%
	7-14 days

	21,1%
	More than 14 days


	 45. Please state (in prioritized order) the following factors’ influence on your decision to take engage in a syndicated investment.

	 
	1
	2
	3
	4
	5
	6

	Possibility of risk-spreading among investors
	23%
	14%
	23%
	21%
	9%
	9%

	Professional competencies of syndication-partner
	47%
	16%
	14%
	7%
	9%
	7%

	Social network
	13%
	15%
	18%
	13%
	23%
	20%

	Economic skills of syndication partner
	5%
	28%
	23%
	38%
	3%
	5%

	Geo. Placement of syndication partner
	10%
	25%
	8%
	10%
	28%
	20%

	Syndication partner's active involvement in firm
	18%
	33%
	24%
	13%
	7%
	4%


	46. How do you consider your potential cooperation with venture companies? 

	 
	Completely Agree
	Agree
	Disagree
	Completely disagree
	Do not know

	The cooperation is fruitful and characterized by mutual respect
	41%
	19%
	28%
	9%
	14%

	Venture companies involve and use my skills as a BA
	7%
	35%
	22%
	20%
	17%

	I have sufficient influence on the investment terms
	2%
	40%
	27%
	13%
	18%

	I fear to be diluted when venture companies take part in an investment
	24%
	33%
	17%
	11%
	15%

	I do not think that added value can be created from the cooperation with venture companies
	4%
	11%
	47%
	20%
	18%


	47. Are you registered as a BA on DBAN’s Marketplace (www.dban.dk)?

	53%
	Yes

	47%
	No


	48. How do you agree with the following statements? 

	 
	Completely Agree
	Agree
	Disagree
	Completely disagree
	Do not know

	My participation in DBAN provides me with an overview of investment opportunities in Denmark
	4%
	38%
	15%
	8%
	36%

	My participation in DBAN has put me in contact with potential investments which I would not have known of without my participation in DBAN
	23%
	39%
	8%
	4%
	27%

	My participation in DBAN has resulted in making investments which I would not have made without my participation in DBAN
	6%
	22%
	22%
	10%
	40%

	My participation in DBAN has put me in contact with other investors, which I would not have had the possibility to get in contact with, without my participation in DBAN
	28%
	29%
	12%
	6%
	26%

	It is important that BAs in Denmark have a professional body to be our spokesperson regarding political and public matters
	33%
	37%
	8%
	6%
	17%

	It is important that BAs in Denmark have a common organization who understand development of new regional BANs, concepts and ethical guidelines
	31%
	41%
	10%
	4%
	14%


	49. Would you be interested in participating in a nation-wide sector-oriented network for BAs?

	52%
	Yes

	23%
	No

	25%
	Do not know


	50. If yes (q49), what sector has your interest?

	29%
	Biotech

	42%
	Medico

	68%
	Information Technology

	55%
	Telecommunication

	13%
	Food

	Other
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Narrow


definition





Broad 


definition





Business angels	High net worth individuals who invest a proportion of their assets in high-risk, high return entrepreneurial ventures (Freear, Sohl & Wetzel, 1994)


	Apart from investing money, BAs contribute their commercial skills, experience, business know-how and contacts taking a hands-on role in the company (Mason & Harrison, 1995a).





Informal investors	Comprised of private individuals who invest risk capital directly in unquoted companies in which they have no family connection (Mason & Harrison, 2000) Thus, informal investors include business angels as well as private investors who contribute relatively small amounts of money and do not take an active part in the object of investment.





Informal investors,	Defined as any investments made in start-ups other than


including family and friends	the investors’ own business, i.e. including family investments, investments by friends, colleagues, etc. but excluding in stocks and mutual funds (Reynolds et al., 2003).








� Venture capital is typically targeted companies in the early phases and the first expansion, while buy out capital typically is supplied to mature companies for development or reorganisation (Økonomi- og Erhvervsministeriet, 2008). 


� 2003-2006 average


� The notion ABC in this project is not to be mistaken for the Activity Based Costing which is a very different concept.


� Notice that some authors work with different types of informal investors, where BAs constitute one or more of these types (Freear & Wetzel (1992), Landström (1993), Gaston (1989), Stevenson and Coveney (1994) among others). But other authors are more specific and divide BAs into different subgroups (Månsson & Landström (2006) & Avdeitchikova (2008)). 


� Danish Business Angel Network.


� For research on these topics we refer to Aernoudt (2005).


� Vækstfonden targets individuals registered by DBAN and only sorts out 4 individuals who have not yet made an investment. The method does not use other criteria as involvement level, intrinsic rewards etc. in the screening process.


� Double-sided questions refer to questions asking about the past as well as future expectations. See Appendix III for examples.


� This is a crude assumption, however it will not be tested in this project.


� This phrase covers the other aspects more than having an individual content, hence, it is difficult to elaborate directly on this.


� The capital problem refers to the issue of (early stage) excess demand of equity capital (Kelly, 2007)  


� The article does not directly distinguish between “informal investors” and “BAs”.


� To clarify the difference between the A-section and the B-section further this example is presented:


If focusing on syndication of BAs, the experience with syndicating (e.g. number and type of syndicate investments in the past) belongs to B, whereas the preferred type or number of syndicate partners belongs to A. 





� In the study, Landström uses the term “Informal investors” – however this is closely related to the term Business Angels. ‘Informal investors’ is used when referring to the study by Landström.


� When using the term ’professionalism’ in this context it does not mean that the informal investors in the U.K. are less successful in the outcome of their investments.


� Calculating a contingency table on question 29 without collapsing the groups, results in too many cells with expected count less than 5, which means that the significance test becomes unsure. Furthermore this table shows only little sign of difference with a Chi-Square value of 7,5 and P=0,110.


� Calculated from a manual query from Statistics Denmark (Statistikbanken.dk), Denmark (BEF1A, 2002)


� This relationship was tested and supported in Hypothesis 1 and 1a.


� It is not known for sure whether question 32 is depending on question 31. 
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