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EXECUTIVE SUMMARY  

New ventures started by entrepreneurs need access to the right amount of financial resources 
in order to grow and expand businesses. Venture capital financing and partnerships with 
venture capital firms is a common route for entrepreneurial companies to acquire the needed 
financing for growing the venture, which in turn benefits a country’s economy as a whole.  

The partnership between the venture capital firm and the entrepreneur may involve conflicts, 
due to different goals and objectives towards the business, difference in management styles 
and personal background as well as task and contextual conflicts, to mention some examples. 
We discovered a knowledge gap regarding conflicts between venture capital firms and 
entrepreneurs in Sweden and hence our aim with this study is to provide an answer on how 
venture capital firms and entrepreneurs are dealing with these potential conflicts in Sweden.  

To find out the answer, we reviewed selected and relevant literature on the subject and 
adapted a theoretical framework, based on existing literature. In terms of methodological 
approach, we chose to be constructionists by following the abductive approach, in order to 
effectively answer our research question and be able to add and complement our theoretical 
framework, based on our empirical findings.  

Our empirical findings consists of four valuable interviews with venture capital firm 
managers and another four interviews with entrepreneurial CEOs and/or company founders, 
to get the view of both parties involved in venture capital partnerships. Based on our 
empirical findings, our main conclusion is that the venture capital partnership often suffers 
from lacking communication from either or both parties, which could start or worsen the 
conflicts. Many of these problems are also derived by the vastly different backgrounds of 
venture capital firm managers compared to entrepreneurs.  

Additionally, our study notes a tendency for less patience for conflicts among venture capital 
firms compared to entrepreneurs, as venture capital firms are willing to replace the current 
CEO or make an early exit the venture or even liquidate its shares, if they deem problems as 
severe. On the other hand, entrepreneurs want to keep the dialogue going and seem to have 
more patience. To mitigate the conflicts in the venture capital partnership, based on our 
findings, we propose that venture capital firms should hire managers or consultants with a 
more technical background when evaluating and working with certain entrepreneurs. 
Furthermore, venture capital firms may need to be more dynamic in terms of their control 
measurements as opposed to being overly static on a long-term business plan which may get 
outdated or lose relevancy.  

Entrepreneurs, nonetheless, need training and support in many cases, to understand how to 
communicate in business contexts and write business plans in order to facilitate the 
collaboration with their venture capitalists.   
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CHAPTER 1 INTRODUCTION 

1.1 Background 

   “The morning it all started to come true ... [when] a decade of envy came to its close, and 
the search for a growth formula started in earnest.” (Morris, 2009, p. 20) 

         - By Robert Bartley 1978, at the outset of the surge of venture capital boom  

In the western world of recent decades, there has been an increasing emphasis on innovation 
and entrepreneurship, as the means of creating new wealth, generating resources or to improve 
existing resources and their ability to create increased wealth and value. (Drucker, 1985, p. 
67) In fact, the creation and growth of new small and medium sized enterprises (henceforth: 
SMEs) are considered a vital factor for overall economic growth. (Isaksson, 2006, p. 2) 

A broad definition of an entrepreneur is someone who owns, partially or fully, a new 
enterprise, a new venture or an idea. He/she is the one who is accountable for the associated 
risks and the outcome. (Sullivan & Sheffrin, 2003, p. 6)  

For an entrepreneurial company to grow and be successful, it is vital that it can handle its 
growth in a proper fashion. Flamholtz and Akeshirli (2000, p. 490) mention that the 
development of growing companies should occur step-wise in a pyramid shaped model, which 
starts with the fundamental business idea and business model at the bottom and has the 
development of an overall corporate culture as the top layer, at the point of the pyramid. 
However, one of the middle layers in the Flamholtz’s model involves acquiring the right 

resources to facilitate growth. In addition, one of the key resources mentioned is financial 
resource that is needed to, for instance, provide a positive cash-flow in the company and 
facilitate necessary investment in both human capitals and fixed assets, such as new or 
improved machinery/equipment/facilities or research and development. (Flamholtz & 
Aksehirli, 2000, p. 490) 

Hence, according to Flamholtz and Akeshirli (2000, p. 490), acquiring the right amount of and 
the right type of financial resources is a vital part in creating growing, expanding and healthy 
new companies.   

In order for a new company to acquire required financial resources in terms of capital, the 
following three methods suggested by Isaksson (2006, p. 14) are recommended: 

· Debt financing, for example, taking a loan at the bank. According to Isaksson (2006), this 
method is rarely useful for companies in the early stages due to limited financial history 
and perhaps with unstable cash-flows. Furthermore, amortizing the debt could put a large 
strain on a newly started company’s cash-flow, which is an added drawback of debt 
financing.  

· Self-financing or financial bootstrapping, meaning that the entrepreneur finances the 
business by his or her own financial means. The problem associated with this method, 

The aim of the first chapter is to provide a background on the research area, and 
thereby set the foundation for the research question and research purposes. 

Furthermore, this chapter will provide relevant research contributions, and the 
limitations of the study as a whole. At the end, the disposition will brief the 

structure of the whole study.  
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according to Isaksson (2006, p. 1), is that those financial means are often already used or 
limited, especially for facilitating a fast development of the company.  

· Financing by acquiring external equity in the form of venture capital or business angels, 
who in return often expect a share of the company. There are a number of issues related 
to acquiring external equity for an entrepreneur, which will be discussed further in this 
chapter.  

Many now-prominent corporations, such as Microsoft, Intel and Apple Inc, (Bettignies & 
Brander, 2007, pp. 808-809) began their business with the support of venture capital firms. As 
a result, academic researchers have given more attention towards venture capital finance and 
its relevant topics since last two decades.  The European Venture Capital Association defines 
venture capital as the following: 

 “Venture capital is, strictly speaking, a subset of private equity and refers to equity investment made for the 

launch, early development, or expansion of a business. It has a particular emphasis on entrepreneurial 

undertakings rather than on mature businesses.” (EVCA, 2007) 

When using the term venture capital firms (henceforth: VCFs), we refer it to organizations 
whose main objective is to finance the founding or early growth of new businesses that do not 
already have feasibilities to the public securities market or to institutional lenders like 
commercial banks, pension funds or insurance companies. (Gupta & Sapienza, 1992, p. 349) 

Furthermore, it should also be stated that the real possibility of getting a venture capital 
investment is limited due to the fact that that venture capital in itself is a rather scare resource, 
especially in Sweden. (Ibid) Looking at the situation outside of Sweden, it emphasizes the 
important role venture capital plays in relation to overall economic development across 
Europe. Venture capital-backed companies employed approximately 6 million people in 2004. 
More than 600 000 new jobs were created in companies backed by venture capital during the 
first half of the 2000s in Europe (Cottrez, 2008, p. 5).  In 2005, almost 15 billion Euros was 
invested in companies by venture capital firms located in Europe. (Isaksson, 2006, p. 2)   

Looking back at the situation, specific to Sweden, 850 000 people are employed in companies 
backed by Swedish venture capital firms. Swedish venture capital firms are owners in 850 
different companies, where 700 of those are Swedish companies. Furthermore, 7 out of 10 
venture capital funded companies state that they would not exist today without its venture 
capital firm owners. (Riskkapitalföreningen, 2010)  

Therefore, venture capital firms and entrepreneurs possess a corporation relationship if a 
venture investment agreement is reached. Consequently, an inter-organizational cooperation is 
built up during the investment between the two parties. “Interorganizational partnership is an 

important strategy for knowledge acquisition that would be most effective if firms would ally 
with the highest quality partners.” (Dushnitsky & Shaver, 2009, p. 1045) 

When discussing venture capital and the positives it can provide for an entrepreneurial 
company, it should further be noted that venture capitalists, aside from bringing in new capital 
in the company, often also provide non-financial value for the company. Ueda (2004) states 
that venture capital firms, due to its specialization in the field of expansion and growth of new 
businesses, possess much greater knowledge in the area than traditional banks that provides 
debt financing. That knowledge and value provided by venture capitalist firms could consist 
of several internal and external benefits for the company, such as external legitimization and 
internal management of the company by assisting or taking charge of recruiting, strategizing, 
mentoring and operating. (Large & Muegge, 2007, p. 40) Large and Muegge (2007, p. 39) 
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further mention the importance of a fit between the existing management team of the 
entrepreneurial company along with the venture capitalists to ensure a friction-less 
collaboration between them.  

More important than the management team as a group, is the fit between the CEO of the 
entrepreneurial company and the venture capitalist. Here the past experiences of the CEO, 
such as management education, industry experience and international experience, are some of 
the points that the venture capitalists respond positively to and increase the chances of an 
investment in the company. (Patzelt, 2010, p. 142) In addition to those above mentioned 
formal types of skill, founder CEO’s social skills gained through personal work experience 

and/or educations are important to attract investors to finance his/her venture. (Blad, 2008) 

Another potential problem for entrepreneurial companies that manage to attract external 
equity in the form of venture capital is the fact that several types of conflict of interest could 
arise between the entrepreneur and the venture capitalist, regarding overall control of the 
company. (Bettignies & Brander, 2007, p. 810) 

The venture capital firm sometimes finds it difficult to co-operate with the founder CEO of 
the company due to differences in management style between the entrepreneur and the venture 
capitalist. In addition, the overall culture of doing business may also differ between them. 
Hence, the founder CEO needs to be aware of the demands made by the venture capitalist 
before starting the collaboration. More importantly, research shows that replacing the CEO to 
improve the performance of a SME may have a positive effect on the company, and it is 
generally important to match the right CEO with the right company along with the right 
business environment. (Westerberg & Wincent, 2008, p. 130) How much actual tolerance a 
venture capitalist may or may not have for a founder CEO, who may not behave and operate 
in a way they wish, depends on the psychological factors of the venture capitalists. For 
example, the risk tolerance and tolerance for ambiguity. (Khanin, Baum, Turel, & Mahto, 
2009, p. 24) 

When it comes to the CEOs for entrepreneurial companies, it is often argued that they possess 
traits such as risk tolerance, tolerance for ambiguity and self-efficacy (Westerberg & Wincent, 
2005, p. 282). Sometimes the traits of the founder CEOs do not match well with the venture 
capital managers working with the company after making an investment in it. (Khanin, Baum, 
Turel, & Mahto, 2009, p. 25) 

Isaksson (2006, p. 7) also mentions another potential clash between the entrepreneurs and the 
venture capital firms, as being something referred to as the moral hazard. The moral hazard in 
this case is that after the venture capital firm invests the money in the entrepreneur’s 

company, the entrepreneur essentially “takes the money and runs”. This can be due to not 

having further interest in the company and perhaps having more knowledge about the actual 
situation (financial situation, market situation, problems with research and development, or 
other) in the company than the venture capital firm. Therefore, the venture capital investment 
is viewed as a convenient personal exit out of the company. Not only could the gap in actual 
information be a problem for the venture capital firm, but it is also very common that venture 
capital firms invest as such in the actual entrepreneur as in the actual company. Thus, an 
uncommitted entrepreneur is a risk for the venture capital firm.  

Another possible difference between venture capital firms and the founder of a company 
could lie in the potential divergence of overall objectives with the company. For example, a 
family-owned business may prioritize goals such as the liquidity in terms of cash-flow and the 
overall long-term survival of the company. However, external owners and investors may 
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prioritize profit, and if publically owned, shareholder value as well as profit (Thomsen & 
Pedersen, 2000, p. 703)  

Obviously, in order to create new, growing and successful companies, which is, as stated 
many times in various literatures, a necessity for overall economic growth; it is vital that these 
potential conflicts of interest between the entrepreneurial management and the investing 
venture capital firms get solved. Whether or not this conflict is based on control over the 
company, different management styles, different personal traits or something completely 
different.  

Zacharakis, Meyer and DeCastro (1999, p. 2) stated that venture capital investments are not 
stable and exposed to a high failure rate. More than 20 percent of new venture capital-backed 
firms did not survive within one year. While around 66 percent would fail within six years in 
the United State (Ibid). The presence of such a high failure rate creates a negative influence to 
ambitious entrepreneurs in order to receive financial support by venture capital firms. 
Furthermore, we find the area of the conflict of interests in this particular area, between the 
entrepreneur and the venture capital firm, a very interesting topic to analyze further. Hence, 
our research question and thesis purpose will be related to that issue.  

1.2 Research Question 

Based on the research background, our research question can be specified as below:  

How are venture capital firms and entrepreneurs dealing with conflicts of interest? 

1.3 Research Purpose 

Continuing what we have discussed previously earlier, our purpose with this study is hence to 
describe and explore the potential conflicts of interest between entrepreneurs and venture 
capitalists, and how those conflicts may be transformed into company success stories. To 
further discuss this and hence answer our research question, we are going to target the 
following set of sub purposes: 

· What are the main areas of conflict between venture capital firms and entrepreneurs?  
· Why do these conflicts arise? 
· How do the conflicts influence the companies’ performance?  
· Do they want to solve the conflicts? 
· If yes above, how do venture capital firms and entrepreneurs solve the conflicts? 

1.4 Knowledge Gap  

Despite a number of researches have been dedicated to the area of venture capital, very few 
researches have filled the voids of conflict between venture capitalists and entrepreneurs. We 
deem this study certainly contributes to the growing stream of Swedish venture capital 
research. This study takes a further step toward a deeper understanding of how the venture 
capitalist–entrepreneur relationship could cope with conflicts so characteristic to most 
business relationships.    

Our aim is that the research will shine a light on the existing venture capital partnership theory 
and provide further advancements. This research is not only suitable as a reference for venture 
capitalists, entrepreneurs on how to learn from each other and perhaps from mistakes made by 
others in venture capital partnerships, but can also be referenced for regulation authorities, 
financial analysts and other financial institutions interested in venture capital industry. 
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Moreover, how a venture capital partnership may affect the performance, growth potential and 
value of a venture capital financed company.   

1.5 Delimitations 

First of all, our paper will not provide detailed examination various aspects of the venture 
capital market. Also, this study does not discuss the complexities of the venture financing 
process. Venture capital industry consists of different types of partnership, from private 
partnership to public sectors. It is not our interest to carry out this research for all types. In our 
research, we will mainly focus on the partnerships between private venture capital firms and 
entrepreneurs. This is a pool of funds invested by many individual investors or pension funds 
run by general managers to make personal investment portfolios. This type of venture capital 
is defined as independent, professionally managed, dedicated pools of capital that focus on 
equity or equity-linked investments in privately held, high growth companies. (Gompers & 
Lerner, 2001, p. 146) In Sweden, there are around 850 private venture capital firms with 250 
billion Swedish Kronor revenues annually. (Riskkapitalföreningen, 2010) To be more 
specific, our data collection has a main focus on Northern parts of Sweden.    

1.6 Disposition of the Study  

The research consists of a detailed analysis of all relevant subject matters concerning the 
research question and purposes. Our study is structured as follows.  

Chapter One-This chapter provides general background information about our chosen topic 
and research purposes. It sets out an orientation for what contributions this study is carrying 
out, as well as restraining the scopes of the research. 

Chapter Two- Presents the scientific stance of the study. It formulizes a detailed description 
about how the study is set from a theoretical point of view. Each section in this chapter is 
coherent based on a rational research design process which how the authors perceive.  

Chapter Three-Theoretical formwork is the backbone of the research in connection to the 
chosen topic and appropriate research methodology. It is essential for both readers and authors 
to have a concrete concept in mind before continuing the journey.  

Chapter Four- This chapter consists of practical methodology issues regarding mainly the 
interviews and the interview process, as well as the background and introductory information 
concerning our respondents.  

Chapter Five-The results in the empirical findings is presented in this chapter before moving 
onto the analysis.  

Chapter Six- Will help us to answer the research question more into detail. And a thorough 
analysis of the interview results is given in order to further enhance theories discussed in the 
theoretical framework.   

Chapter Seven-The final chapters will answer the research question and research purposes. 
We will provide relevant managerial recommendations observed from the empirical findings, 
along with our research contributions. In line with the study, it is necessary to specify further 
research direction in relevant to the topic.    
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CHAPTER 2 THEORETICAL METHODOLOGY   

2.1 Choice of Subject 

When researching for a thesis, the most difficult task among all might be finding a suitable 
topic. Especially when the two authors of this study come from different master’s programs of 

the business school (Business Development &Internationalization and Finance).  

However, instead of looking at the differences as authors, we chose to focus primarily on 
finding mutual strengths that could unite us and hence provide a strong thesis. In both of our 
programs, venture capital has been a topic in the modules of our core courses, although it is 
characterized by different perspectives. Regardless, since we felt that the topic of venture 
capital has been of an interest to us in our respective previous studies and could be a unifying 
topic based on our backgrounds, we decided on writing the thesis in this area. Consequently 
we were able to utilize our knowledge of the different perspectives and experience on our 
mutual topic of interest.  

Those different perspectives allowed us to have an understanding both for venture capital 
firm’s financial needs and goals when financing a venture, as well as for the needs of the 
entrepreneur and the entrepreneurial firm. Thus, we had a very good opportunity, given our 
backgrounds, to write a thesis about conflicts of interest in venture capital financed 
companies. In addition, we further strive to provide practical recommendations for managers 
in venture capital firms, entrepreneurs and financial analysts, as a result of our study in 
regards to our research question and purpose. Those recommendations are based on our 
methodological choices, the reviewed literature, the empirical findings and our analysis of 
those findings.  

2.2 Preconceptions  

In thesis writing, it is obviously of great importance to let the study’s gathered data be the 
base of the drawn conclusions in the thesis, not the author’s potential preconceptions about 

the subject.  

Although we both have come across the topic of venture capital in our previous studies, the 
exposure has not been strong enough to make us have any set opinions about venture capital 
market and venture capital firms relationships to entrepreneurs and vice versa. This lack of set 
preconceptions made this study easier to conduct for us and therefore the conclusions more 
objective and based on the actual collected data from entrepreneurs and venture capital firms.  

The fact that we have received somewhat different perspectives on venture capital in our 
previous studies furthermore minimizes the risk of the influence of preconceptions, as we 
utilize and complement each other’s knowledge about the topic.  

2.3 Choice of Theory  

Despite of numerous scholars that have conducted significant research to the venture capital 
topic, less attention has been paid on specifying the conflicts existing in the venture 

In this chapter, we will mainly address theoretical methodologies used in the study. 
This includes research approach, research philosophy and theoretical method 

choices and issues that may be a concern in our research. “Methodology can be 
viewed as the bridge that brings philosophical standpoint and method together. We, 

as the researchers, travel this bridge throughout the research process.” (Hesse-
Biber, 2010, p. 6) 
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capitalists-entrepreneur partnerships. Literature and sources are chosen for its best inherent 
relevance to our topic and the area of study. Sources for the topic chosen are not easy to be 
found, especially for the theoretical framework part, so we have devoted a lot of time on 
identifying most suitable articles and sources fitting to our study. There is no instruction we 
could follow, but our spirit of need-to-know and true understanding of the subject have kept 
inspiring us during the journey.  

2.4 Research Approach 

Having a precise orientation towards research approach is beneficial to our study, as we strive 
to deliver a high quality thesis. The essential research approaches in social science research 
have always been referred to deduction, induction and abduction. The path of deductive 
research is from a general law to a specific case following a conscious direction. (Andreewsky 
& Bourcier, 2000, p. 837) Deductive research gathers existing theories with various purposes 
based on types of research, generating logical conclusions from the theories and using 
hypotheses or propositions as representations. Through testing empirical data, researchers 
present their own conclusions based on the “corroboration or falsification” of self-generated 
hypotheses or propositions. So, the logic pattern is from theory to case to result. In contrast, 
an inductive research approach departs from cases or a collection of observations with a 
purpose to general laws. It is a way scholars generate theory from facts or collected data. Its 
approach sequence follows the path case-result-rule. The deductive approach is widely 
applied in business research, which is most suitable for testing existing theories instead of 
creating new theories. (Kovács & Spens, 2005, pp. 132-137)  

The abductive research approach is derived from the insight that most great advances in 
science neither followed the orientation of pure deduction nor of pure induction. Following 
the abductive reasoning, a case can be plausible, but does not have to be logically necessarily 
concluded, as long as it provides the correct anticipated rule. The anticipated rule can 
therefore be used as a new insight about the event or a phenomenon. Abductive research 
employs interpreting or re-contextualizing each single phenomenon within a contextual 
framework to understand something in a new way from the perspective of a new conceptual 
framework. As the abduction follows such a research path, it becomes “the occasion for 

developing a new theory or for extending an existing one” (Andreewsky & Bourcier, 2000, p. 
839). (Kovács & Spens, 2005, pp. 135-136) 

As to our research, we consider that an abductive approach is most suitable in this study, as 
we are at the same time basing our empirical study on existing theories and depending on the 
empirical findings. We could generate new theoretical approaches. Furthermore, we find the 
abductive approach suitable for us, as it also has the ability to successively modify our 
theoretical framework, as unexpected empirical findings may occur in the process of the 
empirical research. Thus, the abductive approach creates an interesting mix between the 
existing theories in the subject and the new information gained from confronting that theory 
with the reality when conducting the study. (Dubois & Gadde, 2002, p. 559)  

In the research process, we have identified most relevant theories matching our topic, 
including the employing of a few existing theoretical models. Based on the previous research 
and observation, we have come up with a new theoretical framework which is essential to our 
research. It is not our purpose to either confirm or reject the framework we built up, but to 
contribute some supplements to our chosen research area and to the framework. More 
importantly, the motivation and approach are also perfectly matching our research philosophy.  
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2.5 Research Philosophy  

Epistemology and ontology are the two key ways to form research philosophy. Each of them 
has its own differences which influence how we perceive our research process. (Saunders, 
Lewis, & Thornhill, 2009, p. 106) According to the epistemological viewpoint, different 
views of the world reflect different grounds for knowledge about the social world. The 
essence of what constitutes acceptable knowledge changes, as we go through assumption to 
assumption along the subjective-objective continuum. An objectivist perceives the social 
world as a concrete structure. This view inspires the epistemological approach to focus on the 
importance of studying the nature of relationships among the elements constituting the 
structure. Knowledge of the social world from this view point leads to the epistemological 
positivism, which heavily has an emphasis on the empirical analysis of solid relationships in 
an external social world. (Morgan & Smircich, 1980, p. 493) In short, the epistemological 
positivism promotes the employment of natural science methods to discover the essence of 
social reality. (Saunders, Lewis, & Thornhill, 2009, p. 114)  

Different from the positivism, an epistemological interpretivist emphasizes the distinction 
between the social sciences and the natural sciences. The social sciences are embraced by 
people and their worlds, requiring the study of it from a different “logic of research 
procedure”. An interpretivist approach focuses on “the theory and method of the interpretation 

of human actions”. (Bryman & Bell, 2007, pp. 17-18) Therefore, it is on the other end of the 
continuum-a subjectivist. The subjectivist view of the social world as a projection of 
individual imagination emphasizes how important it is to understand the process through 
which human beings “concretize their relationship” to their world. Both the objectivist and the 
subjectivist have its own grounds for knowledge, as the proponents of each position hold 
different fundamental conception of social reality. (Morgan & Smircich, 1980, p. 493)   

In our research, venture capitalists and entrepreneurs as two independent entities establish a 
relationship through a venture capitalists-entrepreneur partnership, which is the consequence 
of entrepreneurs seeking financing supports and venture capitalists seeking investments. 
Because of the complex partnership, it brings both benefits as well as conflicts. This is the 
essence of what our research is all about-the conflicts arising in the cooperation. As to our 
consciousness, there is no absolute structure that can be imposed to analyze the venture 
capitalist-entrepreneur relationship. Our research is not about to find any laws or facts about 
the relationship. There are no fixed answers to the questions what and how the conflicts 
between venture capitalists and entrepreneurs should be. Rather, the research itself is a 
process by which we are trying to get a better understanding of the conflicts and responses to 
conflicts from both venture capitalists’ and entrepreneurs’ perspectives, that are the human 

beings to concretize their relationships in the cooperation. VCs and entrepreneurs these two 
very different kinds of social players have an interaction because of mutual interests. This 
provides us an interesting research area to interpret it based on scrutinizing the existing 
researches in combination with empirical findings to interpret the conflicts and possible 
solutions from which we perceive through the process. Thus, we strongly believe that our 
research philosophy matches with the interpretivism approach in the epistemological position 
the best.   

Ontology, on the other hand, is an attempt to provide a “rough typology” for pondering about 

all different views held by different social scientists about human beings and their 
surroundings. (Morgan & Smircich, 1980, p. 492) It deals with the objects of knowledge and 
the nature of reality. It is constituted by objectivism and constructionism positions. An 
objectivism depicts a position that social entities exist in a reality external to social players 
concerned with their existences. (Saunders, Lewis, & Thornhill, 2009, p. 106) This position 



 

 

Page 9 

 

strongly emphasizes on social phenomena surrounding us as external facts that are beyond our 
ability to control or influence. Social players can do nothing but following the standardized 
procedures to get things done, as each social player is appointed to a specific task. In short, 
the social world according to the objectivism position is a hard concrete, real thing out there, 
which affects each social player in one way to another. (Morgan & Smircich, 1980, p. 495)  In 
contrast, a constructionism position argues that social entities such as “organizations and 

cultures” are pre-given. Therefore, it is in which their surrounding social phenomena and 
meanings are constantly accomplished by social players. These social phenomena and social 
entities are not only produced through the interaction with social players, but they are also in a 
continuing state of revision. “The social world and what passes as reality is a projection of 
individual consciousness.”(Ibid, pp.494-494) Therefore, a constructionism position often 
generates results in the representation of social phenomena through constructing views and 
opinions chosen by researchers based on their own purposes. (Bryman & Bell, 2007, p. 24)  

We have a clear idea about the topic, as well as a good understanding of the concepts of the 
venture capital partnership. Incorporated with interviews, it is our aim to find out what would 
be the possibilities to solve the conflicts between them. We do not intend to objectively judge 
existing observations and facts, but to represent and construct our own points of views 
through interviews of the social players. To us, the reality is not all about the truth or facts we 
are able to find out through existing information, but also the process of constructing our own 
views about how venture capitalists and entrepreneurs interaction with their cooperation. VCs 
and entrepreneurs, in our opinion, are the social players; the cooperation is the social entity. 
Because of the complexity of the partnership established between them, conflicts as the social 
interact phenomena arise. Apart from the written philosophies identified here, our own 
philosophy is not to focus on whether the facts of a phenomenon are true or what objective 
reality we can learn or judge from the phenomenon, but on the ways in which phenomenon 
seeking process is used to construct meaning that fit to our research topic and interest. In that 
context, we see our research process as a constructivist position in the ontological approach to 
interpret what is in our views perceived during the research journey.   

2.6 Research Design 

A well constructed research design serves as a guideline which assists researchers to execute 
an effective and successful study. In business research, descriptive and exploratory are the two 
types of fundamental research designs. A descriptive research is mostly used to measure and 
estimate the “sizes, quantities or frequencies”. The research is more about to collect 
quantitative data related to research questions. With exploratory research, the purpose is to 
generate ideas, theories, to discover insights, employing qualitative data to find out “why is it 

going on or how is it?” (Kent, 2007, pp. 17-18) 

As to our case, we consider this research is best fit to the exploratory design in nature. The 
research question and purposes are about to find out the possible conflicts between venture 
capitalists and potential solutions, which are suitably addressed in an exploratory way by 
interviews. And this is being an additional support to our earlier argumentations for the 
research approach and the research philosophy. We see the process is coherent and closely 
connected together which best serves our research strategy.  

2.7 Research Strategy  

The word strategy is original from the Ancient Greek word, strategos, meaning a general in 
command of an army. (Evered, 1983, p. 58) The meaning of strategy speaks out its 
importance. It is also helpful for us to identify a general in our research. According to Bryman 
and Bell (2007), a research strategy refers to a “general orientation” to conduct business 
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researches. By a general orientation, it means the distinction between quantitative and 
qualitative research. A well-conceived strategy is not only guiding an overall direction, but 
also providing a framework for decision making and appropriate action. It connects seemingly 
“isolated” tasks and activities to fit together, integrating separate efforts toward a common 
goal. (Patton, 2002, p. 39)   

A quantitative research is the strategy used to emphasize “qualification in the collection and 

analysis of data”, and also:  

· “entails a deductive approach to the relationship between theory and research; 
· has incorporated the practices and norms of the natural scientific model and of positivism 

in particular; and 
· embodies a view of social reality as an external, objective reality.” (Bryman & Bell, 2007, 

p. 28) 

As to qualitative research as a strategy, it is focused on words rather than “quantification in 

the collection and analysis of data”, as well as: 

· “predominantly emphasizes an inductive approach to the relationship between theory and 

research; 
· has rejected the practices and norms of the natural scientific model and of positivism in 

particular in preference for an emphasis on the ways in which individuals interpret their 
social world; and  

· embodies a view of social reality as a constantly shifting emergent property of 
individuals’ creation.”(Ibid)  

These two research strategies have different characteristics that each carries with it striking 
differences concerning the role of theory, epistemological issues and ontological concern. 
Taking the consideration of our research approach, research philosophy and research design, a 
qualitative research strategy is perfectly matched to our arguments earlier. The characteristics 
of a qualitative research itself are well represented most convincing arguments of our choice. 
With qualitative data, it can provide us more insightful data in contribution to our analysis and 
helping us to draw a significant conclusion.  

2.8 Literature Search  

With the aim to deliver a high quality thesis, this requires us to conduct a study within our 
knowledge sphere in an area that has not been explored or insufficiently explored. Our 
knowledge and information about this topic do not come instantly, but accumulating from our 
previous experiences, interests and courses. A thorough information research is critical to 
decide the availability of literatures and other relevant resources, though we have concepts 
and ideas in our mind. Part of the thesis relies on a number of credible sources and reliable 
channels, such as articles published on academic journals, academic database and literatures.  

We believe the credibility of these sources, as they are written by scholars with several times 
of revising in order to be published. These scholars are not only experienced, but also seeing 
things with unique opinions and different facets in our chosen topic. All these invaluable 
information and resources enlighten us in deciding among the available resources. Most of the 
data and academic journals are through Umeå School of Business Library online database. 
Part of sources and journal portals is provided by Aalto University Library, as one of the 
authors had been there for a semester of exchange study. The accessibility to all available 
databases greatly contributes to our thesis. Among all the databases, our focus falls on 
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Business Source Premier (EBSCO), Elsevier Science Direct, Academic Search Elite, Emerald 
Fulltext, Financial Times and DIVA portal as our social science background.   

For the information attaining purpose, we decided to begin with research key words. Our 
chosen topic consists of key words like or similar alike “Venture capital”, “Founding/Co-
founding”, “Startup financing”, “Entrepreneurs”, “Equity finance”, “Conflict of interests”,  

“Financial bootstrapping”, “Entrepreneurial financing”, “Venture capital/investment/firms”, 

“Venture Capitalists”. Besides, key words used to search methodology contains: 

“Qualitative”, “in-depth interview”, “Validity”, “Credibility”, “Dependability”, “Research 

approach”. We strongly believe that all these up to date databases have a great contribution to 

our study.  

2.9 Data of the Study  

In this research, we employ the triangulation method in deciding most appropriate and reliable 
sources used in this study. The meaning of triangulation is to use multiple methods, data 
sources. The use of triangulation can enhance the validity of research. Triangulation includes 
four basic approaches: “(1) data triangulation, the use of a variety of data sources in a study; 
(2) investigator triangulation, the use of several differences researchers or evaluators; (3) 
theory triangulation, the use of multiple perspectives to interpret a single set of data, (4) 
methodological triangulation, the use of multiple methods to study a single problem or 
program”. (Patton, 2002, p. 247) “...triangulation is supposed to support a finding by showing 

that independent measures of it agree with it or, at least, don’t contradict it”. (Miles & 
Huberman, 1984, p235, cited in Sandra Mathison, 2008, p13) This is an essential strategy that 
will “aid in” minimization of bias and “allow the dismissal of plausible rival explanations 

such that a truthful proposition about some social phenomenon can be made”. (Mathison, 
2008, p. 13) Triangulation is an important method in the evaluation literature from different 
perspectives. It has a significant influence in, particularly, a qualitative study to control bias at 
a minimum degree and establishing valid propositions because “traditional scientific 

techniques are incompatible with these alternate epistemologies. (Ibid)  

In respect to our research process, we have included as various data as possible in relation to 
our chosen topic. And since we are two authors conducting this research together, we have 
evaluated sources and theories from a more diverse perspective compared to a thesis written 
by a single author. As to the theoretical part, we have tried to review multiple perspectives 
when discussing each concept that is included in the framework. Regarding the empirical 
findings, we collected the data based on the semi-structured interview only. This might be 
argued that the empirical findings are a lack of various perspectives. However, we firmly 
believe that the dyadic examination from both VCs and entrepreneurs alleviate the absence of 
methodological triangulation.  

Primary data and secondary data are the main resources used to accomplish this research. 
What we refer primary data is first-hand sources which is collected for the purpose of a 
research. Secondary data, in contrast, is not originally collected for the purpose of a study but 
can be obtained from published sources, such as academic journals, magazines or on the 
Internet. (Mooi & Sarstedt, 2011, p. 29)  

The maximum usage of primary data helps researchers to reduce biases in research, and have 
significantly contributions to our research. However, the use of primary sources is mainly 
applied to our data collection, not to the entire research. This is to say, we inevitability have to 
utilize secondary data in the discussion of theoretical framework. Both primary and secondary 
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sources have pros and cons; we are aware of the limitations while we are utilizing the 
advantages of them.  

2.9.1 Criticism to Primary Data  

Although the usage of primary data best fits to the purpose of a research, it also carries certain 
disadvantages depending on methods of conduct. In our research, the data collection is 
through interviews with Swedish venture capitalists and entrepreneurs separately. The 
interview questions are made in English and translated into Swedish. And the interview 
conversations will be translated back into English. During the back and forth process, we do 
not ignore the possibility of creating biases as the language differences. However, we have the 
confidence about our language proficiency, which is helping us to minimize the bias to a 
lowest degree. This for instance is due to the fact that both authors have experience in 
business studying in international environments and using English as the working language. 
Furthermore, one of the authors is a Swedish native, which will facilitate the translations back 
and forth to and from Swedish.   

2.9.2 Criticism to Secondary Data   

Besides primary data, our research consists of a considerable amount of secondary data, 
especially in the theoretical framework part. It is necessary for us to bear in mind the 
limitations of using secondary data and its credibility in relation to our research. Secondary 
source is usually quick to access compared to the duration of primary data. It is possible to 
find sources which fit to our research topic. However, we should not overlook some 
drawbacks of these data when we conduct a rigid research. We understand every article 
conducted with its own perspectives and purposes, which may not be flawlessly transplant to 
our research purpose. Besides, contexts of the articles are different from country to country; 
culture differences might have an influence on business conduct. This is not to say the venture 
capital standard is either higher or lower in different countries.  

Furthermore, our references, especially in theoretical methodology and theoretical framework 
chapters, consist of a wide time span of theories, from the 70s to very recent years. We are 
fully aware evolution of the theories regarding entrepreneurs and venture capital, along with 
the fast growing of these two industries in the 21st Century. The chosen theories should be in 
line with the development of these two concepts in order to reflect the current state of our 
chosen areas. When we evaluate theories employed in the research, especially the 
fundamental theories or definitions, we have decided to trace back to its origin as a way of 
being scientifically rigorous. We do not consider these theories to be obsolete but 
withstanding decades of testing and exploring by numerous researchers. The classic ones are 
timeless, in our opinions. Despite a few numbers of theories from the 70s, we have kept up 
rest of the references up-to-date. We consider our references to have a good combination 
which is highly related to our topic.  

Having a strong awareness of minimizing the drawbacks, we carefully evaluate each article 
reviewed in our research. It is beyond our control of avoiding all kinds of limitations under 
any circumstances.    
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CHAPTER 3 THEORETICAL FRAMEWORK 

3.1 Venture Capital Firms and Venture Capitalists  

Venture capital firms have become important intermediaries in financial markets, providing 
capital to firms that might otherwise have difficulty attaining financing. These venture-backed 
firms are small and young, plagued by high levels of uncertainty because of their involvement 
in high-risk businesses. These firms typically do not possess tangible assets. Through 
financing their highly-risky businesses, venture capital firms purchase equity or equity-linked 
stakes of entrepreneurial firms before they go public. (Gompers & Lerner, 2001, p. 145) 
Obviously, they bring a specific contribution to the economic development by financially 
supporting new projects.   

3.1.1 Profile of Venture Capital Firms  

Venture capital firms can be divided into two categories: nature-captive venture capital and 
independent venture capital. Funds for captive venture capitals (CVCs) come from banks or 
insurance companies, which are not required to be raised for “third parties”. (Abbott & M, 
1995; cited in Wright & Robbie, 1998, pp. 528-529) On the other hand, funds for 
independent/private venture capital firms are raised from individual or institutional investors 
such as pension funds and foreign investors, pooling together to invest in startup companies, 
and venture projects. CVCs prefer seeking strategic benefits [i.e., spill-over effects for the 
corporation as a whole] to financial returns from venture capital investments. (Siege, Siegel, 
& MacMillan, 1988, pp. 235-236) Another main distinguishing feature between these two 
types of venture capital is the timeframe involved. Captive venture capitalists prefer to 
develop a long-term relationship with entrepreneurs and invest in less-risky, later-stage 
ventures which focus largely on income streams from investments. In contrast with CVCs, 
private venture capitals are more committed to generate profits for investors because such a 
venture capital structure has a limited timeframe. (Ibid)  

Another difference to CVCs is that private venture capital firms invest capital raised from 
outside investors in potentially high risk and also “high-reward” businesses on behalf of the 

individual investors. The returns generated from the investments in private venture capital 
firms are treated as capital gains upon completion of the investment instead of “on-going 
dividend returns”. In addition, venture capital firms exit successful deals and return capital to 
the individual investors. (Tykvová, 2007, p. 66) VCFs are actively involved in every stage of 
venture, from seed funding to later-stage financing or several rounds of financing. Limited 
partners are not involved in any direct investments. Professional managers working for VCFs 
are responsible for investments; they are therefore the venture capitalists (VCs) in this 
context. Due to VCFs’ characteristics, there are three specific value-adding benefits associated 
with their businesses: (1) their existence is valuable for “investors” and “entrepreneurs” by 

matching the supply and demand (Bygrave, 1987; cited in Gupta & Sapienza, 1992, p. 349), 
(2) having venture capitalists who are professionals in making investing decisions on behalf 
of “the limited partners” (Sandberg, Schweiger, & Hofer, 1987; cited in Gupta & Sapienza, 
1992, p. 349), and (3) in addition to providing financial funding, venture capitalists are also 

Theoretical framework is the backbone of research which is connected to the chosen 

topic and the appropriate research methodology. It is essential for you, as a reader, 
and for us, as authors, to have a concrete concept in mind before continuing the 

research journey. In each section, we present our understanding and scrutiny of 
existing research in our study. Most of all, a solid framework represents the 

coherence of theories chosen.  
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involved in the business management process in order to ensure that venture investments stay 
on the right track (Gupta & Sapienza, 1992, p. 349). The relationship between VCs and 
investors are called “limited partnerships”. VCs are the “general partners” while individual 

and institutional investors are the “limited partners”. (Sahlman, 1990, p. 487) Since VCFs 
execute restrictions on the limited partners by insulating the funds from liquidity shocks, a 
considerable premium is required to be paid to investors for lack of liquidity. (Winton & 
Yerramilli, 2008, p. 52)    

3.1.2 The Role of Venture Capitalists  

Traditional financial intermediation theory gives a large proportional focus on “information-
based” roles of these financial intermediaries in an effort to alleviate the problems like moral 

hazard or adverse selection. Recent literature suggests that venture capitalists as financial 
intermediaries play a broader role in the “professionalization” of their portfolio companies 

compared to traditional financial intermediaries such as banks. (Hellmann & Puri, 2002, p. 
169)  

Since venture capital is a main stream of funds financing startup companies, VCs play a key 
role in firms they choose to invest. VCs have specific interests in types of industries or stages 
of investments. Some VCs are specialized in computer/software related businesses while 
others are more interested in biotechnology or retail businesses. Some VCs only make 
investments in the early-stage deals whereas others will invest in later-stage financing. 
(Sahlman, 1990, p. 489) Regardless of the industry type or investment stage which VCs are 
interested in, an active participation of VCs has a profound influence on the development of 
start-up companies they finance. With value-added inputs like business expertise, access to 
networks and consulting, etc., venture capitalists play an enhanced role which goes beyond 
the role suggested by traditional financial intermediation theory. (Hellmann & Puri, 2002, p. 
170) 

VCs add value to venture-backed companies in several aspects: “providing funding, shaping 

strategies, providing technical and commercial advice, expanding their networks, and 
attracting key personnel”. (Hellmann, 1998, p. 57) Among these aspects, money is the reason 
for the existence of the relationship between VCs and entrepreneurs. VCs invest in high-risk 
businesses and look for positively-skewed return distributions with a high probability of weak 
or even negative returns and a low probability of extremely high returns. VCs prefer taking 
convertible securities or a combination of debt and equity, such as convertible preferred 
stocks, from portfolio companies. They exercise intensive monitoring and control rights in an 
attempt to minimize or avoid “bad outcomes”. Thus, VCs hold seats on the venture-backed 
firms’ board and voting rights which are far in excess of their cash flow rights. VCs also 

possess powerful contractual rights, allowing them to replace the entrepreneurs if covenants 
are considered to be violated.  (Winton & Yerramilli, 2008, p. 52)   

“Venture capitalists and entrepreneurs alike think of accepting venture capital as equivalent to 

entering into a partnership.” (Gorman & Sahlman, 1989, p. 241) Theoretically, they share 
mutual interests by taking into account the relationship between them. In reality, however, 
venture capitalists and entrepreneurs follow their own self-interest only, despite their duty to 
“advance” their partners’ interests as well. Unfortunately, this is not the case when an 

underlying venture capital-backed company cannot meet the pre-agreed objectives. According 
to the interviews that Gorman and Sahlman (1989) had with VCs and entrepreneurs, venture 
capitalists’ and entrepreneurs’ mutual interests diverge when things go sour. For the 

entrepreneur, it is his/her priority to keep his or her dream alive, which is the company. On the 
part of the venture capitalist, it is his/her priority to secure the value of the investment and to 



 

 

Page 15 

 

maximize the return on investment. The divergence in their respective interests may lead to 
conflicts. (Gorman & Sahlman, 1989, p. 241)  

Venture capitalists are the chain connectors between investors and entrepreneurs; they act as 
agents for investors and intermediaries for entrepreneurs to get financial funding. VCs have to 
ensure that investments with entrepreneurs will generate satisfactory profits in order to attract 
more funds from limited partners. In fact, VCs face two levels of pressure. First, they need to 
have sufficient investors and funds to invest into ventures. Second, they have to make sure 
that the investments made in venture-backed companies generate profits. Consequently, 
monitoring and control rights come along with the establishment of venture capitalists’ and 

entrepreneurs’ partnership. Besides the financial returns attached to a venture capital 
investment, VCs must also be given incentives to monitor the company’s situation in order to 

reduce conflicts of interest. (Winton & Yerramilli, 2008, pp. 52-53)   

3.2 Entrepreneurs  

The discussion in this section of the chapter will deliver an overview and profile of the 
entrepreneur, in terms of various traits and characteristics. Furthermore, we will present the 
literature on reasons why an entrepreneur might seek venture capital financing and also, what 
kinds of potential compromise and sacrifice that venture capital financing may bring for an 
entrepreneur.  

3.2.1 Profiles of  Entrepreneurs 

During the past several decades, a large amount of research has been done about what traits or 
characteristics that entrepreneurs have which make them different from others, particularly in 
regards to what makes them start and create new ventures, unlike non-entrepreneurs. For our 
research in this thesis, it is important to be aware of who an entrepreneur is, and what his or 
her profile is like. We would also like to understand the conflicts of interest that could arise 
between the entrepreneur and the venture capitalist firm, and consequently the managers of 
the venture capitalist firms, who could possess different traits and characteristics as compared 
to those of the entrepreneur.  

To begin with, generally in research, personal traits and characteristics are considered to be 
dispositional, which means that they have a lasting and important effect in regards to how a 
certain person, or a certain entrepreneur in this study, may act or think in a given situation. 
(Westerberg & Wincent, 2005, p. 273) 

For instance, many researchers argue that the concept of passion plays a vital role in an 
entrepreneur’s behavior. Passion here is defined as the emotional energy, drive and spirit 

coming from the entrepreneur, and that it is a consciously accessible, intense, positive feeling. 
(Cardon, Wincent, Singh, & Drnovsek, 2009, p. 515) These authors also further argue that this 
passion has a positive effect on the entrepreneur’s effectiveness in opportunity recognition, 
creative problem solving, persistence and consequently, overall effectiveness in the venture 
creation.  

What could be seen as connected to the concept of passion from an individual standpoint is 
the need for achievement. According to research, the need for achievement is also a strong 
characteristic among entrepreneurs. (Hull, Bosley, & Udell, 1980, p. 13) According to these 
authors, the need for achievement is further developed into three major components: 

1) Moderate risk-taking 
2) Personal responsibility for decisions 



 

 

Page 16 

 

3) An interest in the concrete knowledge of the results of decisions, meaning that money is 
used as a measurement of success 

Adding to this need for achievement, the research made by Hull, Bosley and Udell (1980) also 
discovered that creativity, flexibility, frustration, tolerance and persistence are important 
personal characteristics belonging to entrepreneurs.  

However, regarding risk tolerance, more recent research has shown that entrepreneurs also 
display a more “standard” risk-averse behavior in certain situations, namely where there is a 
demand uncertainty in the market. At the other end of the spectrum, entrepreneurs are risk-
seeking, and may be overconfident in the face of uncertainty when it comes to their ability of 
actually carrying out certain tasks, deals or projects. Having said that, these two behaviors are 
connected to each other, and sometimes the entrepreneur’s over-confidence could supersede 
his or her risk-averse behavior in regards to demand uncertainty, such as making the decision 
about entering a new market or not. (Wu & Knott, 2006, p. 1328) 

To add here to the growing list of traits and characteristics of an entrepreneur, Westerberg and 
Wincent (2005, p. 282) mention that self-efficacy and tolerance for ambiguity are important 
entrepreneurial traits. Furthermore, the authors mention that with the existence of these traits 
in an SME, the CEO consequently increases the entrepreneurial activities taking place in the 
company. An example of such an activity could be inter-firm networking, in the form of joint 
product development programs. This could be a result of the presence of an ambiguous 
situation, which would require a CEO with a high ambiguity tolerance. 

It should be mentioned that the research about characteristics and traits of entrepreneurs have 
been going on for the better part in the last fifty years. One of the first major studies on this 
area was done by Hornaday and Aboud (1971). This research, which later studies would 
confirm as well, mentioned the need for achievement as a very important entrepreneurial trait. 
Apart from that, other traits and characteristics that are considered highly important for 
entrepreneurs by the authors are independence and the belief in the effectiveness of the 
entrepreneurs’ own leadership. (Hornaday & Aboud, 1971, p. 147)  

Taking into account all of these studies regarding characteristics and traits of an entrepreneur, 
it is thereby possible to map out a general profile of the entrepreneur. This profile is 
summarized in the table below. Although it is a rather broad generalization, it is formed based 
on the synthesis of scientific research available on this topic. Nevertheless, it gives us a useful 
overview.  

Table 1: Traits and Characteristics of Entrepreneurs 
(Source: Author’s own construction) 

Trait/characteristic Primarily mentioned by Supported by 

Passion Wincent et al. (2009)  
Need for achievement Hornaday et al. (1971) Hull et al. (1980) 
Creativity  Hull et al. (1980) Wincent et al. (2009) 
Tolerance for ambiguity Wincent et al. (2005) Hull et al. (1980) 
Flexibility Hull et al. (1980) Wincent et al. (2005) 
Persistance Hull et al. (1980) Wincent et al. (2009) 
Risk-taking Hull et al. (1980) Wu et al. (2006) 
Independence Hornaday  et al. (1971) Hull et al. (1980) 
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After having defined the general profile of an entrepreneur in terms of overall traits and 
characteristics, we will next explore the reasons why entrepreneurs might want to seek 
venture capital financing.   

3.2.2 Reasons for Seeking Venture Capital Financing 

As previously mentioned in the introduction chapter, access to the necessary amount of 
financial resources is a key factor for the growth and development of a new company. We 
have broadly outlined the financing options available for companies today, and among these 
options, a more in-depth review was given about venture capital financing.  

To expand on what we have discussed, start-up companies, apart from having an equity gap 
(i.e. they need money for growth and development), also generally have a gap in knowledge. 
Knowledge in this context refers to knowing how to run a business in the most effective and 
efficient manner. This includes making the right decisions regarding overall strategic issues, 
recruitment, finance or operations in general. (Isaksson, 2006, p. 1) 

Besides mitigating the start-up company’s equity gap, by simply providing capital, venture 

capital firms could also serve to mitigate the so called knowledge gap. This could be done by 
providing the start-up company with the venture capital firm’s in-house competence in 
management and business development, such as putting new managers in the company and/or 
board members. Furthermore, venture capital firms could also provide the company they 
invest in with access to new business contacts and business networks. (Isaksson, 2006, p. 44) 

In regards to mitigating the knowledge gap, venture capital-funded companies in Sweden 
ranked the top five activities performed by venture capital firms as follows, according to 
Isaksson (2006, p. 57). Here, the numbering on the list corresponds to the importance of the 
activity; where number is regarded as the most important activity, and number five, the least 
important, out of the top five activities: 

1. “Advice regarding financial issues” 
2. “Help with contacts and networks” 
3. “Sounding board for ideas” 
4. “Strategic management of the firm” 
5. “Recruiting of key personnel” 

This research by Isaksson (2006) received further support from Large and Muegge (2007), 
who are calling this type of assistance from the venture capital firm for the non-financial value 
adding (NFVA), to separate this from the actual financial value that the venture capital firm 
are known to bring traditionally. By consolidating previous research on the topic, the authors 
then present internal and external dimensions of the NFVA that venture capital firms provide, 
as illustrated in the table below: 
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Table 2: Non-financial value added by venture capital firms  
Source: Derived from Large and Muegge (2007, p. 40) 

External Dimension Internal Dimension 

Legitimization 

How the VC funded firms 
overall credibility, validation 
and reputation could improve 
from the VC firm association 

Recruiting 

activities 

The VC firm could use its 
resources to locate talented 

and skilled people and 
motivate them to join the VC 

funded firm 

Outreach 

How the VC firm through 
promotion, networking and 

setting up meetings and 
contacts, could provide value 

to the VC funded firm 

Mandating 
activities 

Makes sure the VC funded 
firm’s management team is 

focused on key performance 
indicators and preventing 

distraction 
  

Strategizing 

activities 

The VC firm develops 
concepts, strategies, long-
term planning and keeps a 
long-term focus in the VC 

funded firm 
  

Mentoring 
activities 

Providing guidance, 
mentorship and coaching to 
the people in the VC funded 

firm 
  

Consulting 
activities 

More formal than mentoring 
and usually after request from 

the funded firm. Could be 
about specific expertise and 

intelligence 
  

Operating 
activities 

Hands-on activities involving 
monitoring, controlling and 
day-to-day managing of the 

funded firm 

Another interesting distinction made in this regards is that it is mainly the high-growth 
entrepreneurs, who are focused on their company’s growth, who desire these NFVA provided 

by the venture capital firms, therefore having a preference to seek out venture capital 
financing. On the other hand, companies which are not as focused on growth, tend to 
disregard venture capital financing altogether and instead, prefer debt financing. (Bettignes, 
2008, p. 152) This is also in line with the research done by Ueda (2004, p. 602), who states 
that venture capital-financed ventures tend to have higher growth, higher returns, be larger in 
size but also have a higher risk attached to them, as compared with non-venture capital-
financed ventures.  

Another reason for entrepreneurs to seek venture capital financing could be derived from the 
company’s strategic positioning in regards to its competitors. In order to create a compet itive 
advantage in the long run, companies are more likely to choose an active investor, such as a 
venture capital firm. It can also be argued that choosing an active investor could remove the 
growth barriers for a company in the early stage of an industry, for example the IT industry, 
assuming that the company has a real first-mover advantage. Through that first-mover 
advantage, a venture capital-financed company may dominate its industry in the long-term. 
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Furthermore, ventures financed by active investors generally grow faster than those financed 
by passive investors. (Inderst & Muller, 2009, p. 277) 

Another reason for choosing venture capital for entrepreneurs is that venture capital firms 
generally have a better understanding than banks on the venture’s business plan and industry. 

Furthermore, start-up companies generally have low collateral in terms of fixed assets which 
are something that banks usually want to see before agreeing to provide debt finance. Banks 
therefore basically lack the tools and competence to properly evaluate companies having low 
collateral value, high risk, high returns and high growth. Thus, these companies are forced 
into the fold of venture capital firms. (Ueda, 2004, p. 620)  

To an extent similar to the study conducted by Ueda (2004), venture capital financing could 
be the optimal financing choice for entrepreneurs if the strategic uncertainty of the venture is 
high, the expected profits are not too high, the overall probability of success is low, but the 
company’s cash-flow in cases of success is very high. (Winton & Yerramilli, 2008, p. 66) 

Hence, to summarize the reasons for an entrepreneur to seek venture capital financing 
according to the reviewed literature, it could boil down to the following main reasons: 

· To fill the equity gap when debt financing through banks are not available or applicable 
for reasons such as banks not be being able to assess the business idea and business plan 
properly or simply because the venture carries too high a risk for a bank to finance it. 

· The entrepreneur and his or her company are focused on high and fast growth, and see 
venture capital as a way of gaining competitive advantage in the market by capitalizing on 
first-mover advantage. 

· To fill the knowledge gap in the company and professionalize the company through all the 
NFVA items that the venture capital firm could add to the company. 

· The company has potentially high returns in cases of success, but also high uncertainty 
about the outcomes. 

After providing an overview here of first, the profile of the entrepreneur, and then the reasons 
why the entrepreneur might want to seek venture capital, we will discuss more in-depth 
regarding the compromise and sacrifice from the entrepreneur’s point of view, in regards to 

venture capital financing of the entrepreneurial venture.  

3.2.3 Compromises and Sacrifices in Regard to Venture Capital Financing 

It should, however, be pointed out that venture capital financing of the company is not 
without its potential set of problems, compromises, sacrifices and drawbacks from the 
perspective of the entrepreneur, which we will discuss in this section. 

Aside from commonly giving up a percentage of the company equity to the venture capital 
firm, the actual contract which the entrepreneur signs with the venture capital firm more often 
than not contains further limitations to the entrepreneur’s control, power and influence of the 
company. Limitations go beyond just the loss of equity for the entrepreneur. The rights given 
up to the venture capital firms in the contract, beyond the equity share, often include points 
such as below, according to Cornelius, Isaksson, Junhagen & Landström (2004, p. 57): 

· Rights to or ownership of company patents 
· Specified rights to nominate board members 
· Specified rights to attend board meetings 
· A clause of non-competition or loyalty towards the funding entrepreneur, in case the 

funding entrepreneur should depart from the company 
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According to this research, the above points or terms are used in contracts by venture capital 
firms in Sweden “almost all the time” in over 90 percent of the venture capital firms studied. 

(Cornelius, Isaksson, Junhagen, & Landström, 2004, p. 57)   

In studies other than that of Cornelius et al. (2004), it has been found that it is not unusual that 
the venture capital firm, through the contract, is also granted rights such as rights to the cash-
flow of the company and the right the liquidate the whole company, if certain targets are not 
being met. Generally, it could be argued that venture capital firms like to have a stricter set of 
control outlined in the contract with an early-stage venture or an inexperienced entrepreneur. 
Also, such firms would want to tighten the leash in terms of control and liquidation rights, if 
the company performs according to metrics set up by the venture capital firm. (Kaplan & 
Strömberg, 2001, p. 427) 

The types and number of these contractual terms a venture capital firm likes to impose on an 
entrepreneur depends on the venture capital firm’s screening process of the targeted 

entrepreneur’s company. This is simply a process whereby the venture capital firm makes its 
analysis and comes up with its decision to invest in the company or not. For instance, if the 
venture capital firm, for any reason, may be uncertain about the competence and skills of the 
CEO or of the management team, then it is likely that the venture capital firm will impose 
more control-related terms. Such terms could include, for example, the number of board 
members representing the venture capital firm. (Ibid)  

To bring what has been discussed above into a more day-to-day perspective of the actual 
management of a venture capital-financed company, it could often be a new type of situation 
for a founder CEO, to have to explain to a board with venture capital investor representatives 
why the company does not meet certain performance metrics and what he or she is planning to 
do about it. An entrepreneur could find this situation both frustrating and a waste of time in 
actually running the company. (Sapienza, Korsgaard, Goulet, & Hoogendam, 2000, p. 348) 

Furthermore, the venture capital representative-filled board may also restrict the 
entrepreneur’s ability to have loyal friends employed in the company. This could be the case 

if the board deems that such a sense of loyalty towards friends or co-founders is counter-
productive in regards to the overall company goals. (Ibid, p. 342) 

3.2.3.1 CEO replacing by Venture Capital Firms 

Related to issues of ownership and control mentioned earlier in this section, it should also be 
stated that bringing in venture capital financing to the company could likely end up in the 
ultimate sacrifice for the founder CEO, namely giving up his or her position in the company 
due to direct or indirect demands of the venture capital firm.  

To begin with, it is stated that companies backed by venture capital financing are replacing 
their founder CEOs faster than those of other companies. (Kaplan & Strömberg, 2001, p. 429) 

The reasons as to why the venture capital firm may want to replace the founder CEO, who is 
also most often the person who got them to invest into the company in the first place, are of 
course varied. Below are a few common reasons for the replacing of founder CEO by venture 
capital firms, as stated by Wasserman (2003): 

· A financing requirement 
In some cases, it is simply a requirement stated by the venture capital firm that the founder 
CEO resigns immediately, for the company to even receive financing. 

· Perceived inability to handle growth 
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This generally occurs when the company has a product which is ready for the market and 
the venture capital firm makes the assessment that the CEO does not have the right 
abilities for handling the potential high growth that could follow.  

· Perceived lack of experience 

This is related to the other points above and generally has to do with a young founder 
CEO with limited work/entrepreneurial experience, and thus the venture capital firm 
might push for change due to having an inexperienced CEO, even though the company is 
doing fine performance-wise.  

· Bad performance of the company 
Obviously, when the company is not performing as planned, the venture capital firm has a 
greater incentive to push for a CEO change. 

· Good or very good performance of the company 
This may sound contradictory but if the company is performing really well, it could 
become a so called homerun for the venture capital, which may make them want to bring 
in a “star” CEO to run the company. 

However, as stated in our introduction chapter of this thesis, the issue of venture capital firms 
replacing the founder CEO also depends on variables such as the risk-tolerance and the 
tolerance for ambiguity for the individual venture capital managers involved with a specific 
company and a specific CEO. Hence, some venture capital firms will have higher tolerance 
with and keep the founder CEOs longer than others. It also depends on the founder CEO’s 

qualities, as venture capital firms generally value skills in leadership and administration above 
scholarly skills. (Khanin, Baum, Turel, & Mahto, 2009, p. 25) 

As stated above, since venture capital firms value the administrative and the leadership skills 
of a CEO, the founder CEO thus needs to be aware of that, in order to stay on the job longer 
and to attract financing in the first place. (Ibid) Hence, they need to adapt to the demands of 
the new stakeholder – the venture capital firm.  

To summarize this section regarding the sacrifice by entrepreneurs when bringing in venture 
capital financing, we have outlined here that venture capital financing of a company also 
potentially brings in a whole new set of compromises, sacrifices, limitations and restrictions 
on what decisions an entrepreneur could make, and how the entrepreneur could control his or 
her company, starting with the terms of the actual contract with the venture capital firm. 
Fundamentally, if the entrepreneur does not meet the requirements set by the venture capital 
firm, he or she might find himself or herself having to give up the CEO position. 

After being relieved from the CEO position, what happens with the funding entrepreneur 
could vary. Some of them might become chairman of the company board, some will work 
with the company’s product development or public relations, while others may leave active 
work from the company altogether, whilst still holding on to their share of the equity. 
Regardless of what the next step for the resigned founder CEO is, the common red thread is 
that he or she will inevitably be much less involved with the company’s operations, decision-
making, strategy and overall management. (Wasserman, 2003, p. 152) 

In brief, venture capital financing thereby gives the following sacrifices for entrepreneurs: 

· Decreased control of all areas in the company 
· Decreased equity share of the company 
· Having to regularly answer to a board with investor representatives 
· Increased pressure to perform to avoid liquidation by the venture capital firm 
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· Increased pressure to perform to keep the CEO position  

3.3 Cooperation and Conflicts  

We mentioned earlier that the venture investments are based on the interorganizational 

cooperation relations. The cooperation between VCs and entrepreneurs is due to the lack of 
efficient markets. “Hence, there is considerable interdependence, rooted in the sharing of 
high-level risk and power relationships.” Such an interorganizational cooperation can 

efficiently help to reduce the level of resource dependence, which improves the chance of 
their survival. (Yitshaki, 2008, pp. 264-265) The survival for entrepreneurs is to keep their 
dreams alive, and to generate considerable return on investments for venture capitalists. Each 
party in the relationship contributes to what he or she is good at. VCs input their money, 
expertise, operating services, networks, and general business knowledge in reward for 
entrepreneurs’ ideas, managerial experience, innovation, etc.   

VCs and entrepreneurs build up a relationship based on certain mutual interests. Their 
cooperation exists on an important premise-exchange resource. Entrepreneurs get financial 
support, managerial guidance, experienced advice and network connections from VCs. In 
return, VCs get profits from entrepreneurs’ ideas and “technological capabilities”. (Ibid, 
p.264) In the process of establishing the interorganizational cooperation, “negotiations, 

commitment, and assessments” are required from both venture capitalists and entrepreneurs. 
(Ibid)  

Beyond contracts and other forms of legal documents to build the legal frame of the 
relationship, interpersonal factors like trust and confidence are also important to keep the 
relationship functional. Even though these interpersonal factors can contribute to the best 
managed interorganizational relations, they are also subjected to the influence of conflicts, as 
conflicting goals are inevitable from both parties. An interorganizational conflict is the 
“occurrence of opposing interests of lack of agreement among parties and the ensuing 

struggles” (Ibid). In fact, no contract can really anticipate every single possible disagreement 
or conflict. Since a VC plays a role in the operation of a venture company, this creates more 
possibilities for disagreements or conflicts to arise. (Sahlman, 1990, p. 508)    

Conflicts arise between the interest groups as consequences of different characteristics, 
dissimilar attitudes towards “means and ends”, and other disagreements. In Schmit and 

Kochan’s research (1972), conflict is defined as an “overt behavior arising out of a process in 

which one unit seeks the advancement of its own interests in its relationships with the others” 
(Schmidt & Kochan, 1972, p. 363). Thomas (1992) considers conflict as “the process that 

begins when one party perceives that the other has negatively affected, or is about to 
negatively affect, something that he or she cares about” (Thomas, 1992, p. 653). Barki and 
Hartwick (2004) have further elaborated upon previous research efforts by defining conflict as 
a “dynamic process that occurs between interdependent parties when they experience negative 

emotional reactions to perceived disagreements and interference with the attainment of their 
goals” (Barki & Hartwick, 2004, p. 234) 

The characteristics of the relationship between VCs and entrepreneurs fit perfectly into the 
conflict theory. Emerson (1962) concludes in his research about three critical conditions that 
lead to conflict, when (1) at least two parties are interdependent on each other in order to 
achieve their specific goals; (2) the goals are very important to both parties; and (3) viable 
alternatives to mutual dependence exist. (Emerson, 1962; cited in Forbes, Korsgaard, & 
Sapienza, 2010, p. 582) In the light of necessity of conflicts in VC-entrepreneurs’ 

relationships, several specific conflict areas will be given detailed discussion.  
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Conflicts arise from the areas of VCs and entrepreneurs having intersections. Research 
indicated from VCs’ perspectives that the relationship between entrepreneurs and VCs  falls 

into these areas: “degree of involvement of VCs in portfolio companies, the relationship 
between stage of investment and degree of involvement, identification of high and low 
investor-involvement activities, and the relationship between investor-involvement activities 
and firms’ performance.” From the entrepreneurs’ perspective, VCs are actively involved in 

“board of directors, interfacing with investors, monitoring financial and operating 

performance, as well as recruitment/replacement of the CEO”. (Ehrich, De Noble, Moore, & 
R.Weaver, 1994, pp. 70-72). Focusing on the areas of intersection based on the consensus of 
both VCs and entrepreneurs, we identify five most likely-to-happen conflicts a venture capital 
partnership may face in the following sections.  

3.3.1 Contractual Conflict 

An ideal venture capitalist-entrepreneur partnership requires both parties to be fully 
committed to the relationship and fulfill each other’s expectations. However, as that only 

happens in an ideal partnership, the reality looks different. Whenever one party in the 
relationship feels such distributions might hurt his/her benefits or endanger his/her power, 
these might put them into confrontation. The contract between VCs and entrepreneurs does 
not give any predictions of the outcomes and any disagreements during the process. “Thus, 

the contractual arrangements encompass uncertainty and demonstrate asymmetry of power 
between the VCs and entrepreneurs.” (Yitshaki, 2008, p. 266)  

“A psychological contract has been defined as expectations about reciprocal obligations 
composing an exchange relationship between the focal party and another party.” 
(Parhankangas & Landström, 2006, p. 776) In the relationship between VCs and 
entrepreneurs, the psychological contract consists of a set of expectations about what each 
party is entitled to receive, and obligate to give, in exchange for another party’s contributions. 

It serves as a covenant of venture-capital partnerships in a venture partnership, for both fund-
provided investors and entrepreneurs with whom they cooperate.  

The nature of psychological contracts are “perceptual and idiosyncratic” in a sense, as the 

expectations may only be held by one party instead of being shared by other parties at the 
same time. Besides, contracts are mainly relied on by means of “a written document, 

statement, oral discussion, or organizational practices” to express the “perceived promises”. In 

the venture capitalist-entrepreneur relationship, the contract comprises of all the expectations 
of what each party is “entitled to receive” and all obligations that each party is responsible to 

act upon, in exchange for each other’s contribution. An ultimate goal is to maximize the 

“value of the portfolio company” when venture capitalists make the investments in 

entrepreneurial firms. (Parhankangas & Landström, 2006, p. 776) Conflicts arise from the 
contractual coordination, mostly because of the “formal distribution of power”. (Sobrero & 
Schrader, 1998; cited in Yitshaki, 2008, p. 265) Besides, the psychological contract is used as 
a “control mechanism”. It ensures that both parties follow the perceived promises in a written 
format, meanwhile allowing the venture capitalist to oversee the “entrepreneurs’ actions”. 
(Yitshaki, 2008, p. 266)  

Although VCs and entrepreneurs have well-aligned objectives of increasing the company’s 

profitability, divergent interests that deviate from the contract can substantially create a lot of 
tension between them. Entrepreneurs have surprisingly little protection in case of termination, 
since a typical venture capital investment includes both “the shareholder agreement and the 
employment agreement”. The shareholder agreement decides how the shares are allocated to 

VCs and entrepreneurs, whereas the employment agreement states the “terms of employment 
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of entrepreneurs”. As human nature, people might question why entrepreneurs go for 
contractual arrangements that give VCs such strong control rights and afford so little 
protection of their own rights. The answer is that, entrepreneurs have no other choice but to 
accept these extreme terms. Consequently, VCs usually possess extensive control rights over 
entrepreneurs, including the right to replace founders in extreme cases. They hold effective 
control and power through the board practice, and also through explicit contractual 
agreements. Therefore, a contract represents control rights that matter either because it allows 
one party to make a decision in case of conflict of interest, or it influences the threat points in 
any renegotiation. So, control right is very importance in a venture as “it affects the non-
contractible behavior of the two contracting parties”. (Hellmann, 1998, pp. 57-60)   

3.3.2 Contextual Conflict  

When VCs and EPs enter the process of the venture relationship, contextual conflicts might 
arise. The involvement of the VCs and EPs endue a meaning to the relationship. For VCs, to 
involve in the portfolio companies, is a means of controlling the agency risk, ensuring that the 
entrepreneurs’ behavior is best aligning VCs’ and investors’ interests. The VCs’ involvement 

is part of the deal with entrepreneurs. Not only does the involvement serve as a mechanism to 
monitor and ratify the portfolio company’s decisions, but it is also the responsibility for VCs 

to provide entrepreneurs their expertise.  

VCs evaluate the venture based on performances and indexes. When entrepreneurs under-
perform or deviate from the objectives which are out of the VCs’ ability to control, “VCs may 

choose an exit strategy and defect”. (Yitshaki, 2008, p. 266)  Value is an ultimate barometer 
to assess the performance of a venture investment, if it is not the only one. A venture 
investment involves the investors, VCs and entrepreneurs, who have their own expectations 
from the investment. VCs are entitled to share profits with limited investors in a venture 
investment. This creates incentives for VCs to ensure value generating from the portfolio 
company. Entrepreneurs are also benefiting from the venture, as their ideas are turned into a 
real business. In short, the true picture of a venture capital relationship can be depicted as: 
investors provide funds, venture capitalists make investment decisions and ensure the return 
on investments, and entrepreneurs generate profits and run the business in return for the funds 
provided by investors.   

Therefore, both VCs and entrepreneurs alike face serious consequences if their partnership 
fails. The failure of the venture will hinder the ability of VCs and VCFs to attract cheaper 
funds in the future. Besides, they have to pay penalty for any loss of the investors’ money. For 

entrepreneurs, failure will harm their opportunity to access financial funds to support their 
dreams. (Sahlman, 1990, pp. 513-514) Although the VC and the entrepreneur have aligned 
their interests in a mutual direction during the contractual phrase, “the commitments and 

intentions” of the entrepreneur are hard to control by the VC. Both VCs and EPs have 

different timelines of the venture as well. The VCs might not consider reinvesting the profits 
earned from the venture because they also have to pay back funds to investors when the time 
is ready. On the other hand, the entrepreneur does not solely expect “wealth maximization” 

but also running the company sustainably. (Higashide & Birley, 2002, p. 61)  In a venture 
capitalist-entrepreneur’s relationship, the VC is in charge of the money source in the venture 

investment as it is made in “stages” based on the company’s performance. The VC would not 

continually inject funds until the performance is good. The entrepreneur certainly needs to get 
additional funding to run the company. The current VC is the “most likely source of funding, 

rather than looking for new VCs. The entrepreneur has to be loyal to the VC in this context. 
The degree of control depends on the performance of the venture. “The power is strongest 

when the venture is performing poorly, and is weakest when the company is performing 
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well.” The company requires fewer funds with “good performance” (Fried & Hisrich, 1995, 
pp. 105-106) and vice versa. Conflicts can therefore vary, depending on the situation, which 
tends to be dynamic rather than stable.  

3.3.3 Task Conflict   

Task conflict is a “disagreement” among group members regarding what a task should be 

done, as well as how it should be done. (Forbes, Korsgaard, & Sapienza, 2010, p. 581) 
Although VCs and entrepreneurs have a mutual goal, which is to achieve a high return on 
investments, the entrepreneur might disagree with the VC regarding the way of approaching 
the goal. According to the data presented in Zacharakis, Erikson and George’s study (2010), 
the entrepreneur sees the conflict as stated below:  

“The most severe conflicts arose when we were supposed to ‘dress up the bride’ to sell the company. The VC 

pushed to achieve a better bottom line by cutting expenses. You can achieve quite a nice bottom line if you, for 

instance, get rid of your sales department and take away all product investments, etc. Your margins will improve 
in the short run, but you won’t [stay in business] very long. If you think that acquirers are buying the bottom line, 
then it is obviously the right thing to do from the VC’s perspective. But as the entrepreneur, if you’re planning 

on living with this company, then you have to think long term. If everybody could sell and run away, then it 
would be profit maximizing, but the entrepreneur is staying with the company after the liquidity event and has to 
live with the consequences.” (Zacharakis, Erikson, & George, 2010, p. 110) 

The above case is a typical task conflict in which VCs and entrepreneurs pursue a mutual goal 
in different ways. The expression of disagreement on how to approach the common objective 
is frustrating or anxiety-provoking. It may also cause personal negative emotions, which 
influence the level of confidence. Task conflict is also complex; either avoiding or 
suppressing task conflict may be counterproductive. (Forbes, Korsgaard, & Sapienza, 2010, 
pp. 581-582).  Confidence can be downgraded in the partnership if the conflict cannot be 
solved. The entrepreneurs may not fully or at all implement the approach because the 
disagreement still exists and will continually impede the partnership.  Carrying on the venture 
partnership with such a conflict will influence the future success of the venture. It eventually 
becomes the detriment of the partnership. With downgraded confidence in the cooperation, 
overall performances also tend to be influenced in a negative way. But VCs and entrepreneurs 
are able to solve such a conflict more easily, as they are experienced business people. It is 
more about the matter of methods of how to deal with it. (Zacharakis, Erikson, & George, 
2010, pp. 112-113)  

VCs are the “consultants with a financial interest” (Fried & Hisrich, 1995, p. 102). They are 
proud of being able to “nurse” companies rather than simply lend them money. (Hellmann, 
1998, p. 57) They provide various operating services too and are constantly involved in the 
businesses of venture-backed companies. It is part of their responsibilities to participate in 
ventured entrepreneurial operating businesses. By doing so, VCs can make sure the 
investments are following the right track. To entrepreneurs, VCs should not be too actively 
involved in the operating process, as they are not fully competent to “run a business”. (Fried 
& Hisrich, 1995, p. 102)  VCs cannot agree on this, however, because they bring in a positive 
influence to a venture, especially in the initial stage of a venture. (Gupta & Sapienza, 1992, p. 
350). What VCs consider to be operating services is different from the real business 
operations. VCs deal with the top management of the company, which is not really providing 
operating services to entrepreneurs. To a certain degree, VCs do not really see the whole 
picture of business operations but only part of the picture. Operations should include business 
activities with both internal and external aspects. VCs rarely have direct external contacts, 
other than meeting with the top management team of the company. However, there is an 
exception when it comes to arranging financing. VCs are considered to have “significant 
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expertise in this area”. The worst case scenario for the VCs is to “take over management of a 

company or to replace the CEO”. This is not a pride for VCs to do so, which demonstrates the 

inability to outperform a venture in a way. (Fried & Hisrich, 1995, pp. 102-103)  

3.3.4 Opportunism   

Opportunism is defined as “self-interest seeking with guile”. In that context, guile includes 

behaviors like “lying, stealing, cheating, and calculated efforts to mislead, distort, disguise, 
obfuscate, or otherwise confuse” (Williamson, 1975, p. 5; Wathne & Heide, 2000, p. 38). 
Opportunistic behavior is manifested through both (1) deliberate misrepresentation of various 
kinds during relationship initiation and (2) various forms of violations over the course of a 
relationship. (Wathne & Heide, 2000, p. 38) Moral hazard is a direct effect of the conflicts of 
interests between VCs and entrepreneurs. The term of moral hazard is often cited in 
economics to “describe situations where parties act in their self-interest, regardless of the 
effect it has on the other parties involved”. Moral hazard may be the consequence of 
opportunistic behaviors. (Elitzur & Gavious, 2003, p. 710).  

According to Wathne and Heide (2000), “opportunism in the ongoing relationship may also 
be active in nature.” (p. 38) Thus, contracts are often used to restrain certain actions in order 
to avoid opportunistic behavior. However, explicit contracts may be violated by inexplicit 
activities, since research has shown that contracts play a limited role in interorganizational 
relationships. (Ibid) Both VCs and entrepreneurs exhibit opportunism with respect to their 
choice. Thus, their relationship involves the moral hazard problem. In a venture capitalist-
entrepreneur’s relationship, the entrepreneur does not necessarily contribute with sufficient 

efforts as they can rely on the participation of the other players in this relationship. The same 
goes to VCs, as they put less effort than they should have because they can rely on the 
entrepreneur to “pick up the slack”. (Elitzur & Gavious, 2003, p. 710)  

It is a widely held opinion by VCs that entrepreneurs are prone to behave/ pursue actions that 
are in his/her personal interest as opposed to the VC’s interest. (Hellmann, 1998, p. 58) Some 
opportunistic behaviors are unobservable, although VCs work closely with entrepreneurs. 
These behaviors are usually exhibited in companies with intangible assets and whose 
performance is hard to asses, such as an early-stage, high technology business with a heavy 
reliance on Research & Development. If entrepreneurs choose to invest in strategies, research, 
or projects, the result might bring “high personal returns” but “low expected monetary returns” 
to investors. Biotechnology companies easily have opportunities to do so, by investing in a 
certain research which brings high recognition in scientific community, but providing little 
returns for the investor. (Gompers & Lerner, 2001, p. 155)    

Previous research argues that entrepreneurs have more possibilities of being slack because 
they are in charge of the funds invested by VCs. The investment effort is hard to observe by 
the VCs. (Bergemann & Hege, 1998, p. 704) The entrepreneur has the allocation right of 
funding in hand, and his/her investment effort is unobservable to the VC. Consequently, the 
entrepreneur is also in charge of the flow of information about the venture project. Suppose, in 
any given period, if the entrepreneur uses the capital flow for his/her private consumption, 
he/she needs to be “marginally” more optimistic about the future return in the following 

period, although he/she knows that the project could not generate success as the capital had 
been diverted to his/her own spending. (Ibid, p.704-705)  

However, the venture capital would not notice that and will continue to “believe” that the 

entrepreneur did as “instructed”. Consequently, the VC will explain the “no success” as “bad 

news”. (Ibid) To a large extent, success of a start-up firm depends on the effort of the 
entrepreneurs, which is not observed by financers. Such a situation offers the possibility for 
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“blatant opportunism”, which manifests itself in the form of shirking or evasion of obligations 

in the ongoing relationship (Wathne & Heide, 2000, p. 38).  Opportunism does not only take 
place as a “violation of an explicit contract”, but also includes violations during a relationship 
between two parties which is impossible to foresee. (Ibid, p36) These are certainly detrimental 
to the relationship between venture capitalists and entrepreneurs, as neither party is pursuing 
the common interests of both. The worst case is that such behaviors are unobservable, and no 
explicit laws could prevent it from happening. 

3.3.5 Management Style Conflict  

As touched upon previously in this literature review, differences in management styles 
between the funding entrepreneur and CEO on one end, and the venture capital firm on the 
other end, might be a potential source for a conflict, and could perhaps even result in the 
termination of the founder CEO or a decision not to finance the company by the venture 
capital firm. Generally speaking, different styles of management could be either a constructive 
force, or even a destructive force in venture-backed companies (Fried & Hisrich, 1995, p. 
102).  

In a venture capital-funded company, the founder CEO may have a shortage, or a perceived, 
shortage of administrative and/or leadership skills, but an abundance of scholarly skills, for 
example, in terms of being an expert in his or her scientific field. However, most venture 
capital firms tend to prefer CEOs with more focus on administrative and leadership skills and 
may thus seek to replace a founder CEO with primarily scholarly skills. This could lead to a 
conflict of interest between the entrepreneur and the venture capital firm based on 
management styles, and which management style and skills are valued. (Khanin, Baum, Turel, 
& Mahto, 2009, p. 25) 

To support this, it should furthermore be mentioned that a CEO’s profile of the 
entrepreneurial start-up, that has a large amount of industry experience, management 
experience as well as a management education, and who often has a management style similar 
to, and to the liking of the venture capital firm managers, has an easier task of acquiring 
higher amounts of venture capital financing, in all stages and rounds of investments provided 
by the venture capital firm, as compared to start-up CEOs with little management education, 
experience and industry experience. (Patzelt, 2010, p. 142) 

Other researchers, apart from Patzelt (2010) and Khanin et al. (2009), also point out to a lack 
of managerial background of a entrepreneur, which prompts venture capital firms to take an 
active part when it comes to making decisions and providing other non-financial value-added 
items, as previously discussed in this chapter. (Tykvová, 2007, p. 66) 

Similar to the management style conflict in a business discussed above by Khanin et al. 
(2009), research has also shown further general differences in management styles between 
entrepreneurs as managers and managers in more mature companies, such as venture capital 
firms, in general. For instance, entrepreneurs could be categorized as innovators in terms of 
their management style, meaning that they are creative in their thinking and problem solving, 
are willing to accept greater risk and also have a high degree of flexibility (Buttner & 
Gryskiewicz, 1993, p. 24), which are characteristics that are very much in line with our 
general profile of the entrepreneur, discussed previously in this chapter. 

At the other end of the spectrum in Buttner and Gryskiewicz’s (1993, p. 24) model, is the 
adaptor, who is the non-entrepreneur manager and which is characterized by efficiency, 
structured thinking and well-thought out problem solving. As a consequence of the difference 
in style, the innovators tend to consider the adaptors as conforming, predictable and being 
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constrained by the system. On the other side, the adaptors regard the innovators as being risky 
in their decision making as well as impractical, abrasive and dissonance creating. These 
differences in styles between an entrepreneur and a venture capital manager have the potential 
to lead to a conflict based on different management styles.   

3.4 Responses to Conflicts  

We have identified five possible conflicting areas, which might jeopardize the cooperation of 
the venture capitalist-entrepreneur’s partnership. Previous research identifies four theoretical 

categories of responses to frustration in an “exchange relationship”: exit, voice, loyalty and 
neglect (Farrell, 1983; Rousseau, 1995; Hagedoorn et al., 1999; applied in Parhankangas & 
Landström, 2006, pp. 777-778), as shown below in Figure.1.  
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        Figure 1: Venture capitalists’ responses to unmet expectations. 

(Parhankangas & Landström, 2006, p. 778) 

· According to organizational theory, exit equals to voluntary separation or turnover from 
the job. Employees may either choose to change to another task or job, or seek transfer 
within the same organization as a way to handle the conflict/problem. Making such a 
“painful decision to withdraw or switch” requires considerable effort by the employees. 

By choosing to exit, employees have given up beliefs that the situation is going to 
improve. In a venture capitalist-entrepreneur relationship, exit refers to one party choosing 
a voluntary termination of the relationship with another party. It is an attempt to avoid 
confrontation with entrepreneurs. (Farrell, 1983, pp. 597-598) In Parhankangas and 
Landström’s study (2006, pp. 777-778), exit refers to CEO replacement or exiting the 
investment in venture capital cooperation. 

· Voice is defined as “any attempt at all to change rather than to escape from an 

objectionable state of affairs”. (Hirschman, 1970, p. 30) Voice evolves from faint 
persuasion attempts to violent protests. This is like a graduate process. (Hirschman, 1970) 
Voice can be further divided into two types: “Considerate voice and Aggressive voice. 

Considerate voice shows attempts to solve a problem or conflicts in collaboration with the 
parties involved. It considers the expectations and interests of both parties. Aggressive 
voice, on the other hand, consists of the desire to win without taking other parties into 
consideration. It shows in the way one speaks out one’s views and opinions and expecting 

the other party to adjust his/her behavior or decisions accordingly. Alternatively, one party 
has more power to force the other party to solve the problem in his/her way. In the case of 
venture capital, employing aggressive voice may include using legal contracts or wanting 
to take major control of the board of directors to support one’s decisions. (Farrell, 1983, 
pp. 596-597)  
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· Loyalty means being silent or not giving any responses to the conflict. It is a form of 
“passivity” in association with a feeling of hoping the situation will be improved without 
“intervention”. Loyalty behavior may constitute an independent course of action between 

exit and voice or it may be a transitory form, giving way to other behaviors as the situation 
continues. This is a common behavior in all kinds of organizations. (Parhankangas & 
Landström, 2006, pp. 777-778) However, besides the feeling of hoping the situation will 
improve, there are no other motivations to be identified in association with this response 
in current literature.  
 

· Neglect refers to the ignoring of one’s responsibility in order to harm the interests of the 

other party in a relationship. It is a common dissatisfaction behavior in organizations 
which may cause in lax and disregardful actions. (Parhankangas & Landström, 2006, p. 
778) Neglect in organizational context aptly describes lax and disregardful behavior 
among employees. In reference to the venture capitalist-entrepreneur’s relationship, one of 

the parties could choose to respond to problems/conflicts in a neglect manner, simply by 
ignoring them. Neglect behavior, when it reaches a certain level, can lower organizational 
effectiveness. (Farrell, 1983, p. 598)  

These four responses to conflicts offer a route by which management can find out about its 
failures. It can serve as a foundational framework for analyzing the interrelationship between 
VCs and entrepreneurs. Attention to these expressions of all four responses can be further 
classified into two dimensions (See in Fig 1).  

The first dimension is activity vs. passivity of responses. The activity response deals directly 
with conflicting situations, whereas the passivity response ignores all the conflicts or 
disagreements without trying to solve them. Activity response refers to actions to resolve 
conflicts in the form of “problem solving and contending” manner. Considerate voice is a way 

of solving problems which entails efforts to develop a solution that appeals to both parties. 
However, contending is an attempt to resolve a conflict on one party’s own terms without 

regard to the other party’s interests. Therefore, problem solving-considerate voice is inclined 
to de-escalate a conflict, which is a positive factor in constructing a relationship. The 
contending-aggressive voice/exit has a tendency to escalate conflict, which is detrimental to a 
relationship. Exit takes place as the worst case when a party gives up on the relationship. 
(Hagedoorn, Yperen, Vliert, & Buunk, 1999, pp. 310-311)  

The second dimension is constructiveness vs. destructiveness. Considerate voice and loyalty 
belong to constructive responses, while neglect and aggressive voice/exit contribute to the 
destruction of the relationship. (Parhankangas & Landström, 2006, p. 778) Constructiveness 
means that both parties choose to act in a way which is considerate to both parties in a 
relationship. Therefore, conflicts would not be detrimental to venture capital cooperation. 
Destructive responses are those behaviors that consist of efforts to win, without taking 
consideration of both parties in a relationship. The consequence of destructiveness may lead 
to a collapse in the venture. (Hagedoorn, Yperen, Vliert, & Buunk, 1999, p. 311) Based on 
previous research and concepts, we have visualized a framework to present how we perceive 
the conflicts and their possible responses, following up with a discussion thereafter.   
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3.5 Literature Framework   

Figure 2: Conflicts arise in venture capital partnerships and possible responses.  

Figure is adapted from (Parhankangas & Landström, 2006, p. 778) 

This framework presents how we perceive the inherent links between existing literature and 
concepts in connection to our understanding about conflicts in venture capitalist-entrepreneur 
relationships. The original framework is applied in organizational areas (Hirschman, 1970; 
Farrell, 1983; Hagedoorn, Yperen, Vliert, & Buunk, 1999), with Parhankangas & Landström 
(2006) first employing the model in their study with regards to how venture capitalists deal 
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with unmet expectations in venture investments. We have modified the model in order to fit 
our research purpose and settings. We first refer to each conflict according to the four types 
below:  

· type I-task conflict  
· type II-power/ management style; power represents the contractual conflict 
· type III-opportunism 

· type IV-money; which represents the contextual conflict  

Having the four types of conflicts, we associate each type with a corresponding response. 
Type I and type II conflicts correspond to considerate voice and aggressive voice/exit 
respectively. In addition, considerate voice and aggressive voice/exit are categorized as 
activeness response behaviors. Type III and type IV conflicts correspond to neglect and 
loyalty separately. Neglect and loyalty belong to passivity response behaviors.  

Among the four response behaviors, aggressive/exit and neglect are destructive behaviors 
which may deteriorate venture capital partnerships and may lead VCs to exit from 
investments, eventually. Considerate voice and loyalty behaviors, however, may help to 
construct the partnership further, as these behaviors search for ways to either communicate the 
conflicts or try to let one party work on the situation improvements. Although the framework 
is constructed on the basis of previous research, we have optimized it to suit our study without 
simply transplanting the existing framework.  

3.6 Conclusion of the Theoretical Framework 
Conflicts are inevitable in relationships between VCs and entrepreneurs. Conflict does not 
necessarily indicate a negative impact; it can also have a positive impact, depending on the 
type of conflict that occurs. Conflict can sometimes improve decision quality as some better 
alternatives might be developed. However, conflict can also demolish the efforts built by the 
venture capitalist and entrepreneur. Hence, its impact could go either way. As conflicts cannot 
be fully eliminated in such a partnership (Zacharakis, Erikson, & George, 2010, p. 110), it is 
imperative for VCs and entrepreneurs to find optimal solutions to cope with it.  

We have started with a discussion of venture capital firms and venture capitalists at the 
beginning of this chapter. The purpose of doing so is to give readers a better understanding of 
how venture capital firms differ from other types of equity financing. The characteristics of 
venture capitalists are also explained in this chapter, as people tend to mix a business angel 
with a venture capitalist sometimes. The types of business interests and how VCs make 
venture investments, shape their relationship with entrepreneurs to a large extent. Thus, we 
have also given a brief discussion on this area in the literature.  

In the second section, entrepreneurs are the main thread of discussion here. It begins with the 
characteristics of entrepreneurs and what specific traits and profiles are associated with them. 
Literature has also associated the word passion with entrepreneurs, as they are considered to 
be a group of individuals owning ambitious ideas and visions of being successful in 
establishing their own businesses. Furthermore, they seek venture capital financing to finance 
their high risk/high reward ventures, which could suffer from both an equity gap and a 
knowledge gap, and thus may not be able to get debt financing. However, we have also 
mentioned that venture capital financing is associated with compromises and sacrifices for the 
entrepreneur, in terms of giving up a degree of control and equity of the company, as well as 
taking the risk of getting replaced quickly from the CEO position. 
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Differing from other types of financing, a venture capitalist does not only provide money, but 
also offers “substantial managerial contributions” to the venture business. (Bettignies & 
Brander, 2007) By entering the venture investment, VCs and entrepreneurs establish an 
interorganizational cooperative relationship, which is different from the traditional 
organization. VCs work for venture capital firms, representing an independent entity, whereas 
entrepreneurs represent another independent entity. The interorganizational cooperation 
provides them with the resources they need from each other. However, potential conflicts 
could be created in the meantime due to the respective organizations having very different 
characteristics. (Yitshaki, 2008) 

Furthermore, based on the achievements of previous research, we have identified five areas in 
which conflicts may arise in a VC-entrepreneur relationship: contractual process, contextual, 
task/performance, opportunism and management style. Hirschmann(1970) first concluded 
four types of responses- exit, voice, loyalty and neglect, to dissatisfaction in environment of 
an organization. Parhankangas and Landström (2006) further advanced these four types of 
responses to unmet expectations in an exchange relationship-the venture capitalist-
entrepreneur’s relationship. Based on their research, we have inherited the principle ideas of 

the four responses and matched each response to one or more potential conflict areas as 
discussed in the literature.  

As mentioned earlier, the venture capitalist-entrepreneur partnership is a form of 
interorganizationa cooperation. Theories originating from organizational areas are also 
applicable to the venture capital cooperation, although not yet prevailing. To a large extent, 
Parhankangas and Landström (2006) are the very first scholars who have transplanted 
organizational theories to the venture capital field, and therefore their contribution is vital to 
our framework and construction of our study.  
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CHAPTER 4 PRACTICAL METHODOLOGY 

4.1 Data Collection 

“Not everything that can be counted counts, and not everything that counts can be counted.” 

    -Albert Einstein (Patton, 2002, p. 12)  

We mentioned in section 2.7 and 2.9 that our empirical data will be collected by using a 
qualitative method. The use of qualitative method can better facilitate study of issues in depth 
and detail. (Patton, 2002, p. 14) Thus, it is an appropriate research method for our abductive 
approach.  

4.1.1 Sampling Method  

The feature of social enquiry is to design and select samples for study. This is also the 
difference between a qualitative method and a quantitative method. In a quantitative study, the 
usage of probability sampling is to be considered the most rigorous approach to sampling, 
which is an inappropriate approach for qualitative research. A qualitative research generally 
uses non-probability samples for “selecting the population for study”. In a non-probability 
sample, “units” are deliberately selected in order to accurately reflect “particular features” of 

or groups within the sampled population. The characteristics of the population are an 
important element to be considered by researchers, which their features should be suitable to a 
small-scale and in-depth study. (Ritchie & Lewis, 2003, pp. 78-79)   

Among all the sampling approaches methods for qualitative study, we chose to use the 
purposive sampling because of its most appropriate fit to our study. By using such a sampling 
approach, the selection of research participants is “criterion based or purposive (Mason, 2002; 
Patton, 2002; cited in Ritchie & Lewis p.78). To choose a particular sample unit, it is because 
of its certain features or characteristics met the purposes of a study.  These will enable 
detailed “exploration and understanding of the central themes and puzzles” which perfectly 
match to what researchers wish to study. In short, in judgment sampling, “researchers decide 
the purpose they want information to serve, and they go out and find some”. (Bernard 2000, 

p176 cited in Patton 2002, p230) Along with the arguments, we consider our sampling method 
is greatly matched with the purposive sample because of our specific focus on the conflicts 
between venture capitalists and entrepreneurs. The following section, we provide a discussion 
regarding the sample chosen in this study.  

4.1.2 Sample Context   

Choosing Sweden as our research setting is because of its high degree of cultural, social and 
historical homogeneity (Parhankangas & Landström, 2006, p. 785). We also take the 
consideration of the possibility to get prospective candidates for our interviews. The 
beginning of the Swedish venture capital industry dates back to 1973, with the establishment 
of the first venture capital firm- Företagskapital in Sweden. With the founding of seven more 
venture capital firms in the early 1980s, the venture capital boom started in Sweden. However 
the shakeout period in the late 1980s made most of the venture capitalists aborted the industry 
until the Swedish Government’s intervention in 1992 with the creation of two large venture 

Followed the concepts in theoretical methodology part, this chapter is gone beyond 
the theoretical basis to move up to the practical level. We will elaborate the process 

of respondent recruitment, development of the interview guide, as well as the basic 
profiles of all interviewees. Lastly, the truth criteria of the study are briefly 

discussed at the end of the chapter.  
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capital-oriented investment companies. Through the remainder of the 1990s, many investors 
realized the attractiveness of the venture market, mainly as a dramatic growth in high 
technology sectors.  

The Swedish venture capital industry today, has been recovering from the collapse of the 
dot.com industry in the early 2000s. Up to 2010, the Swedish Venture Capital Association has 
120 active investing members, managing capital of 482 billion Swedish Kronor and a total of 
700 portfolio companies. (Riskkapitalföreningen, 2010) All our interviews and data have been 
collected from the Swedish venture capital firms and entrepreneurs separately. We believe 
such an approach will yield the comprehensive findings for this study.  

4.1.3 Respondent Selection 

To gather the respondents of this study, the first step was to make a broad list of venture 
capital firms in Sweden. It was done by searching on the website of the Swedish Venture 
Capital Association. The contact information as well as other information, such as 
geographical area of operations and website link, about the Venture capital firms was then put 
into an excel document.  

The next step was to contact the venture capital firms, firstly through email, where we 
explained that we are students at Umeå School of Business, our research question and 
purposes and that we desired to conduct an interview in the upcoming weeks. The email was 
sent out to either CEOs or investment managers, as they are the people in the venture capital 
firm most likely to have the knowledge and experience to sufficiently answer our questions, 
of the venture capital firms. In the first batch we sent out email to approximately 20 venture 
capital firms and then we booked interviews with venture capital firms who answered first and 
early.  

For contacting the entrepreneurs, we collected information about the portfolio companies at 
the venture capital firms we made interview appointments with, to make sure we contacted 
currently venture capital backed companies. Again, we gathered the information in an excel 
sheet and contacted the CEOs or the founders (if currently actively working in the company) 
of each entrepreneurial company on our list through email, which contained essentially the 
same information as the email sent out to the venture capital firms. In the first batch of emails, 
we contacted approximately 10 venture capital backed companies, which yielded in total four 
successful interviews appointments with them, according to the same system as when we 
made interview appointment with the venture capital firms.  

4.1.4 Sample Size  

“Qualitative samples are usually small in size”. (Ritchie & Lewis, 2003, p. 83)  There are no 
specific rules for sample size in qualitative research. Sample size is greatly related to what a 
research wants to study, the purpose of the study, what will be useful, what will have 
credibility. Most importantly of all is what can be done within the amount of time available 
and resources. Researchers have to decide the trade-offs between breadth and depth in 
researches. A research with the purpose of seeking depth of a study, a small number of 
research samples can generate valuable and rich information. (Patton, 2002, p. 244)  In our 
study, we conducted in total eight interviews, which can be considered as a small sample size. 
In pursuing an in-depth research, we forgo seeking the breadth of a large sampling as a small 
size can provide us more meaningful results with the amount of time given.  

The sample size has a significant influence on the validity, credibility and generalization of a 
qualitative study. This is a main drawback of using a small sample size. We do not have an 
oversight the limitation regarding on the sample size in our study. However, the purposeful 
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sampling should also be judged according to the purpose and rationale of a study. (Ibid, p245) 
Besides a sample size, there are other things should be taken into account in determining an 
appropriate sample size. When conducting a qualitative study, researchers should also look at 
whether the population is heterogeneous or homogeneous. If the characteristics or features of 
the population are known to be very diverse in nature according to the purpose of the study, 
this requires a rather large sample size. In contrast, if the population shares very similar 
characteristics and features, “a smaller sample will include all the internal diversity that is 

needed”. (Ritchie & Lewis, 2003, p. 84)  Conflict is a natural outcome of human interaction 
that begins when two or more social entities come in contact. In that context, we deem the 
homogenous of the population in relation to the subject we study. Furthermore, “the validity, 

meaningfulness, and insight generated from a qualitative study have more to do with the 
information richness of the cases selected and the observational/analytical capabilities of the 
researchers than with sample size”. (Patton, 2002, p. 245) Thus, we believe that the sample 
size attained in this research is reflected the characteristics and features of the population. In 
addition, our knowledge and deep understanding of the subject will further enable us to 
contribute valuable findings to our study.   

4.2 Interview Process     

4.2.1 Interview Structure  

Qualitative research interviews are used to elicit research participants’ views of their 

experience, feelings and how they interact with others in social worlds. (Fossey, Harvey, 
McDermott, & Davidson, 2002, p. 727) Interviews are usually taken in either an unstructured 
or semi-structured way depending on a research process design. In an unstructured interview, 
the researcher applies at most an aide-mémoire as a brief set of prompts to him/herself to 
discuss a certain range of issues with the interviewee. The interviewer and the interviewee 
might only discuss a single question the whole time. Regarding the question, the interviewee 
is free to give response, but the interviewer might go into details regarding points which seem 
worthy of being followed up. It is very similar to a conversation. With an un-structured 
interview, the researcher intends to gain a genuine understanding of the world views of 
members of a social setting or people sharing common attributes. (Bryman & Bell, 2007, pp. 
474,477)  

In contrast to an unstructured interview, semi-structured interviews aim to facilitate more 
focused exploration of a specific subject, using a well-conceived interview guide. The 
interview guide usually includes a list of question related to the main topic. Interview guide 
should be promptly designed to lead the interview in a focused, yet flexible and 
conversational manner. With the facilitating of the interview guide, a semi-structured 
interview approach to data collection is advantageous in “ensuring sensitivity to participants’ 

language and privileging their knowledge” (McDermott, 2002, p. 727).  

From a brief comparison of these two types of interview, we see our interview procedure 
perfectly fitting to a semi-structured interview. Moreover, it is likely that interviews will be 
semi-structured ones if a fairly clear focus is decided upon at the beginning of a research. 
(Bryman & Bell, 2007, p. 479) This is exactly our case. We have a clear focus on the conflicts 
between venture capitalists and entrepreneurs’ relationships at the beginning. An interview 
guide is also developed to facilitate the interviews. Employing the semi-structured interview 
method, more specific issues regarding our topic can be addressed. And we deem a great deal 
of valuable interview results will be generated by excelling the semi-structure interview into 
our study.   
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Although semi-structured interviews provide us a way to collect comprehensive feedback 
while allowing interviewees answering in a flexible way, we shall not overlook limitations 
associated with it. With semi-structured interviews, the sample size is rather small and hard to 
represent the generalizability of the population. Also, generalizability is greatly subjective to 
many circumstances beyond our controls, such as interview environments, methods, or even 
human reactions during face-to-face interviews. Furthermore, validity is also a controversial   
issue in a qualitative research, as researchers are not able to testify whether respondents are 
telling all the truth. Respondents may not feel comfortable in disclosing everything to 
interviewers as some topics may be sensitive. Besides, researchers have no black and white 
evidence to prove validity of the study. It can only be judged subjectively.    

4.2.2 Interview Guide  

The interview guide used in the empirical data collection is coherent with the structure of the 
theoretical framework. The interview guide is nearly the same for both venture capital firms 
and entrepreneur interviewees, except some small modifications that are tailored for each type 
of respondents.    

There are in total five sections in the interview guide. The first section is the introduction part, 
consisting three questions about the venture capital business situations in Sweden and risk   
handling. The second part concerns the side of the venture capital firms, which includes four 
questions regarding venture interest, portfolio companies, venture cycle and venture stage 
preference. The third part consists of questions about the conflicts in cooperation with 
entrepreneurs, which includes four questions from venture investment evaluation, difficulties 
in a partnership, main areas of conflict to responsibilities of conflicts. Part four has one lead 
question about how VCs respond to conflicts, in which interviewees can freely elaborate their 
experience. In the last part, we ask interviewees to provide some solutions to conflicts. 
Altogether five questions are designed regarding; solutions, worst case scenario, founder 
CEO’s ability, CEO replacement and additional information.  

The interview guide for the entrepreneurial interviewees is similar to the one used for the VCF 
respondents, except it only has four sections instead of five sections. The first section consists 
of questions regarding the side of entrepreneurs. The five questions include reasons for 
choosing venture capital, other types of financing approaching, benefits bring in by VCs, 
current stage of the venture, and opinions of the development of the venture. Questions in the 
left three sections are the same as mentioned above.  

4.2.3 Interview Method 

Our interviews are conducted primarily through telephone calls in combination with one face-
to-face meeting. Also, considering the accessibility factor, we have mostly chosen companies 
located in Northern Sweden, and a few located in Stockholm area as additional supplements 
due to the large numbers of venture capital companies and entrepreneurial start-up companies 
located in Stockholm. The four venture capital firms and four entrepreneurial interviewees are 
chosen independently of possible partnerships between them, as the aim of our study is not to 
look at specific partnerships.     

The lengths of the interviews, regardless of whether they have been conducted over the 
telephone or face-to-face, varied between 40 to 60 minutes. There might be methodological 
problems by conducting telephone interviews, such as unclear connection and the problem of 
recording the data while conducting the interview. However, this issue has been mitigated by 
recording the conversation on the telephone memory as well as typing in the answers provided 
by the interviewee in a word document directly during the interview. The issue of unclear 
connection has not been an occurrence for us during this thesis project.  
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4.2.4 Interview Procedure  

All of the interviews were conducted during 18th April 2011 until 29th April 2011 and took 
place during normal business hours. The interviewer prepared for each interview by reviewing 
the list of questions carefully and by studying literature used in our theoretical framework, to 
keep the knowledge of the area fresh in mind. The option of recording the conversations was 
used when allowed by the respondents. However, all of our respondents did not allow 
recording. Thus, only one interview was being recorded.  

The approximate length of each interview could be seen below: 

Ackra Invest: 40 minutes 
Investa Företagskapital: 40 minutes 
Partnerinvest: 60 minutes 
Uminova Invest: 45 minutes 
Mobenga: 45 minutes 
Anonymous Company: 60 minutes 
UmanDiagnostics: 40 minutes 
Umbio: 45 minutes 

4.3 Respondent Profiles  

4.3.1 Venture Capital Firms and Venture Capitalists  

We interviewed the four venture capitalist firms for the study. They are actively involved in a 
number of businesses in different types of industries, with four out of four companies located 
in Northern Sweden. In below, we give a short brief about the background and introduction of 
each venture capital firm and how they in general conduct their business:   

(A)-Venture Capital Firm: Ackra Invest 

Ackra Invest, where we interviewed the CEO Arne Morén, is located in Skellefteå and mainly 
makes its investments in the entire regions of Västerbotten and Norrbotten in Northern 
Sweden. The venture capital firm has 88 million Swedish Kronor invested and its current 
portfolio consists of 11 companies. 

Just as the case with Investa and Partnerinvest, Ackra Invest is not focused on a specific 
industry, but rather the specific qualities of the concept and of the entrepreneur. “We are 
primarily investing in the jockey, not the horse, so to speak”, says Arne Morén. Mr. Morén 
also believes that the venture capital industry as a whole might be stagnant in Sweden overall, 
but growing in Northern Sweden, primarily due to investment made by funding coming from 
the Swedish government and the ministry of industry.  

As for the importance of venture capital, our respondent thinks it fills a void due to the 
generally very risk averse behavior of commercial banks in providing debt finance, which 
makes venture capital an attractive options for entrepreneurs. Just as Investa, Ackra Invest 
generally makes its investments in a later stage of the company’s development. Generally the 

companies targeted for investment should have made sales for a couple of years and have a 
cash flow. “Basically they need to show us that they are a real business before we make an 

investment”, said by Mr. Morén.  

This strategy of choosing a later investment stage is fairly new for Ackra Invest and is due to 
the fact that the venture capital firm encountered quite a bit unprofitable exits when investing 
in earlier stages. Hence, Ackra Invest, since Arne Morén took over as CEO about a year ago, 
is trying to reduce the risk in its portfolio by making the investments in a later stage and they 
have also recently been working hard in getting out of bad investments made in the past.  
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(B)-Venture Capital Firm: Investa Företagskapital 

Investa Företagskapital is located in Sundsvall and there we had the opportunity to interview 
Investment Manager, Mats Lundqvist. Investa mainly makes its investments in the Southern 
part of Northern Sweden, in geographical areas such as Sundsvall, Östersund, Gävle and 
others. The company has 100 million Swedish Kronor of investments and at present 7 
companies in its portfolios. 

For Investa, the industry rarely matters when making an investment. Instead, their focus is on 
the entrepreneur, who they want to trust and believe in. “Industry attractiveness is cyclical”, 
said by Mats Lundqvist and because of that belief, Investa chooses to focus more on the 
entrepreneur’s qualities rather than the perceived industry attractiveness, as that could be 

changed over time.  

Mats Lundqvist furthermore believes that the Swedish venture capital market is growing and 
that there is a trend towards investing more in traditional manufacturing industries today 
compared to 3-4 years ago, when there generally was a higher focus on the service industry. 
According to Mr. Lundqvist, venture capital is an immensely important form of financing for 
entrepreneurs, as venture capital firms also brings a board presence into the company and 
access to business networks and overall business skills.  

Investa’s investment cycle depends on the industry in which they invest. For instance, service 
companies in the IT sector with, for example, a good software product, often have short 
investment cycles. While others may take longer to get to the market and therefore have a 
cycle lasting up to 7 years. As for investment stage, Investa is mainly focusing on the 
expansion stage, when the company has entered a larger market, but they do however invest 
occasionally in earlier stages as well.  

(C)-Venture Capital Firm: Partnerinvest 

Partnerinvest is a fairly new venture capital firm, who started its business about a year ago, 
and has 200 million Swedish Kronor available for investment and so far has 7 portfolio 
companies, with an estimated target of 45-50 portfolio companies by 2014.  

At Partnerinvest we interviewed Senior Investment Manager, Monica Wikström-Johansson, 
who believed that venture capital is a growing business in Sweden in general and in Northern 
Sweden in particular. Mrs. Wikström-Johansson largely concurred with the other venture 
capital representatives about the role of venture capital compared to other sources of financing 
for entrepreneurs and the fact that the venture capital firm has the ability to add competence to 
the company they invest in. 

When it comes to managing the risks of investments, Partnerinvest is a too new player in the 
market to yet see the effects of its investment and how they will play out, according to our 
respondent, but generally they are planning for an investment cycle of 3-7 years, depending 
on the industry of the company. She further adds that Partnerinvest is making a careful 
analysis and due diligence of all aspects of the company and also the entrepreneur as an 
individual, who they are targeting for investment. 

Just as Investa and Ackra Invest, Partnerinvest is not looking at investing in a particular 
industry, but in the entrepreneur and the idea of the entrepreneur. Furthermore, also 
Partnerinvest wants to primarily make its investment in a later stage of early expansion.  

“The business should have been running for a couple of years or so and you should have 

evidence that the business model is working, that there is a market and that the company is 
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getting revenue. Not necessarily making a profit, but having a cash flow. We should provide a 
push towards further expansion”,  
-Explained by Mrs. Wikström-Johansson regarding when Partnerinvest prefers to invest.  

However, Partnerinvest could also make early stage investment in companies, but then they 
normally demand a letter of intent from customers to prove that the company is about to get 
revenue in the short term.  

(D)-Venture Capital Firm: Uminova Invest 

At Uminova Invest we interviewed the company’s CEO, Mr. Patrik Stafshede. Uminova 
Invest is located in Umeå. It has currently 50 million Swedish Kronor invested in 14 portfolio 
companies. The venture capital firm mainly targets companies in a very early stage of 
development, which makes the risk profiles of those companies very high, and mostly the 
companies they invest have some connections to Umeå University. Regarding industry 
preference, Uminova Invest mainly invests in areas such as life science and biotechnology, 
which is due to the fact that Umeå as a strong scientific competence in those areas and thus 
ventures could be created based on that, according to Patrik Stafshede. 

As for the Swedish venture capital market in general, Mr. Stafshede believes that we are 
moving towards a trend where fewer players control a large part of the overall market. When 
discussing the importance of the venture capital market, our respondent points out that an 
entrepreneur should take every financing option into consideration when starting a new 
venture, but also says that for the companies in real need for venture capital firm, the 
existence of venture capital is vital.  

Given the long cycles for product development and sales that may occur in industries such as 
biotech and life science, the investment cycle for Uminova Invest is quite long, according to 
Mr. Stafshede, it could take 7-10 years to make a successful exit. But obviously, some 
ventures are not successful and it is not uncommon that Uminova Invest makes an exit after 3-
5 years and then sale back their shares of the company to the founders.  

4.3.2 Entrepreneurs  

Corresponding to the four interviews with the venture capitalist firms, we also have four 
interviews with four entrepreneurs, where three out of four of the companies are located in 
Northern Sweden and the other in Stockholm and Malmö. It should also be noted that one 
entrepreneur requested that his name and the name of the company should be anonymous for 
the purpose of this study. Profiles of each entrepreneur’s company are given below:  

(a)-Entrepreneur company: Mobenga 

Mobenga is an IT company, focusing on creating mobile applications for gaming and betting 
companies. The company has offices in both Stockholm and Malmö and we interviewed 
Johan Ejermark, who is the co-founder, co-owner, former chairman of the board and current 
board member of Mobenga. Mr. Ejermark has a business management education from 
Stockholm University and is furthermore co-owner and/or the CEO of a number of other 
SMEs in the Stockholm area.  

According to Mr. Ejermark, Mobenga choose venture capital financing to accelerate the 
development of the company. He said: 
 
“We noticed that things were starting to happen at other players in the market and we 
therefore wanted to avoid being left behind with a too small organization and miss 

opportunities. 
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Mobenga also explored a number of other forms of financing before turning to venture capital, 
such as financing through customers, meaning getting revenue before the costs and  
something Mr. Ejermark refers to as ”oatmeal financing”, which is trying to have as low costs 

as possible, get paid as soon as possible, share resources and co-operate with others. Debt 
equity was not an option due to lack of collateral. 

Mr. Ejermark also points out the benefits of venture capital financing, besides from money, 
being increased skills and competences brought into the company through the venture capital 
firms’ board presence. He exemplified: 

“For example, we needed experience and knowledge in the area of international marketing, 

which we have gained through this”.  

Currently Mobenga is expanding its sales efforts and are trying to open up new international 
markets. The company has a finance plan, covering the next three years, where the company 
expects to receive 8 million Swedish Kronor in a new round of financing this year. No further 
external equity is expected to be needed for the company after that financing round.  

(b)-Entrepreneur company: Anonymous Company 

The Anonymous Company is located in Northern Sweden, started its business in 2006, based 
on research and has a founding and current CEO with a degree in engineering. The company 
is an OEM software developer and decided to go with venture capital financing due to the 
business being complicated, with long sales cycles, making it impossible for the company to 
initially survive on a single deal. Furthermore, venture capital gives the company a greater 
leverage for growth according to the CEO. 

In terms of other financing options, Anonymous Company received public funding of 
5,5million Swedish Kronor from Länsstyrelsen in its county and also considered customer 
financing, such as Mobenga, but rejected it due to the nature of the business idea. Also, debt 
equity through banks was never seen as a real option. 

As for what venture capital firms may bring aside from money, the CEO of Anonymous 
Company sees advantages in the board representation, which strengthen the company by 
having a representative who understands the company and the product. But also 
disadvantages, such as demands of what the CEO considers to be too detailed financial 
reporting, such as projected balance sheets, and demands of close co-operation with other 
companies in the venture capital firm’s portfolio, even though that may not be the best 

business for Anonymous Company.  

For Anonymous Company to take the next step, the CEO anticipates that further financing 
will be needed, as the company currently lacks resources to pursue some customers and have 
been forced to scale down on certain market activities. “I think we will explode with a new 
round of financing”, says the CEO. Overall, the CEO sees the potential for some major deals 
happening for the company, and looking more long-term, he further believes that the company 
may be bought by some bigger player on the market, before it will get profitable on its own. 
According to the CEO, large software companies in the database market, such as SAP and 
Oracle, could be potential buyers of Anonymous Company eventually.   

(c)-Entrepreneur company: UmanDiagnostics 

Just as Umbio, UmanDiagnostics is an Umeå based company, working in the biotechnology 
field. UmanDiagnostics is a research based company which was launched in 2008 and we had 
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the opportunity to interview the company’s co-founder, co-owner and advisor, Torgny 
Stigbrant, who has a background in this area.  

UmanDiagnostics needed venture capital financing to give employment to the PhD student 
who came up with the product and then to have the opportunity to further market and 
commercialize the product. The company also unsuccessfully tried to approach other kind of 
financing, including research funds available from Umeå University. According to Mr. 
Stigbrant, a venture capital firm, such as Uminova Invest, has, besides from money, 
contributed to UmanDiagnostics with know-how regarding legal issues, management 
accounting and through their seat on the board, also in areas such as strategy and overall 
business knowledge. 

Last year, UmanDiagnostics started to make sales and have sales contracts ready. The 
estimated revenue for 2011 is 1,6 million Swedish Kronor and the company will try to expand 
and move on the European market. Furthermore, the company is awaiting a certification from 
the Food and Drug Administration board, which is necessary to get sales agents in Europe and 
through that further expand. With such an expansion and growth in sales as a certification 
would provide, Mr. Stigbrant doubts that further external equity will be necessary for 
financing the company. That may however depend on what type of further up scaling the 
business may undergo in the future. 

(d)-Entrepreneur company: Umbio 

Umbio is an Umeå based company in the biotechnology field and it was founded in 2002, but 
did not receive venture capital financing until a couple of years ago. Around that point, the 
company also appointed Stefan Nordin, who among other things also had worked as a 
business consultant before, as the CEO. Mr. Nordin was furthermore our respondent in this 
interview.  

When looking at the reasons for taking in venture capital financing, Mr. Nordin points to it as 
being a necessity for the company’s ambition of providing more packaged and integrated 

solutions of its product, as that requires investment in new hardware for Umbio. In that 
financing process, Umbio have also received money from business angels as well as the 
regional business development fund called Norrlandsfonden, which have provided Umbio 
with some debt equity. 

Mr. Nordin further believes that the venture capital investors in Umbio are providing access to 
valuable business networks and he also believes that the venture capital investors are 
committed and they are pushing the company to perform. As mentioned before, Umbio is 
looking at more packaged solutions of its product at this point and is at an early stage of 
entering that market, where they are looking at the food industry to begin with and from that 
opening up new markets. 

In terms of financing, Umbio wants to attract a larger industrial investor and they are looking 
to have one new issue of stock during 2011 and from that point on being self-financed. The 
long term budget goal of Umbio is to increase the revenue ten times in five years, from 5 to 50 
million Swedish Kronor and to reach break-even in 2013.  
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4.4 Truth Criteria 

Lincoln and Guba (1994, cited in Bryman and Bell 2007, p. 411) proposed that it is important 
to specify terms and ways of establishing and assessing the quality of qualitative research that 
provide an alternative to reliability and validity. They suggested a qualitative study should 
consist of trustworthiness and authenticity. Regarding trustworthiness, researchers should be 
able to properly address four criteria which each one has an equivalent criterion in 
quantitative research, named qualitative validity, transferability, dependability and 

confirmability. (Bryman and Bell, 2007, p.411) We will provide discussion based on these 
four criteria in relation to our study.  

4.4.1 Validity 

 “Validity is a process whereby the researcher earns the confidence of the reader that he or she 

has got it right.” However, this is not a specific thing which a qualitative study can easily 
achieve. (Hesse-Biber, 2010, p. 48) A study is considered valid if it measures what it is 
supposed to measure. (Graziano & Raulin, 2010, p. 162) Validity has long been an issue in 
debates over the legitimacy of qualitative research, as this concept is highly subjective instead 
of being statistically measureable like quantitative research. Critiques say that if qualitative 
studies cannot consistently produce valid results, then policies, programs or even predictions 
based on these studies are not trustworthy. (Maxewell, 1992, p. 279)  

However, many different opinions react to those critiques about the trustworthiness of 
qualitative research. “Validity is not a commodity that can be purchased with techniques. 

Rather, validity is like integrity, character, and quality, to be assessed relative to purposes and 
circumstances”. We are deeply convinced by McGrath’s saying (McGrath, 1985, p.13, cited in 
Maxewell, 1992, pp.280-281). We are aware of not all possible cases of some individual, 
situation, phenomenon, activity, text, institution, or programs are equally useful, credible, or 
legitimate. Furthermore, “data in themselves cannot be valid or invalid; what are at issue are 
the inferences drawn from them.” (Maxewell, 1992, pp. 282-283)  

Validity, as a craftsmanship, is greatly depending on how readers perceive the credibility of 
the researcher and his/her study. (Hesse-Biber, 2010, p. 48) To achieve validity in a research, 
authors must have a great understanding about the topic and the concept. Theories should be 
precisely related to the research methodologies, which mean the research design must be 
inherent to the literatures. Interview questions are rigorously developed in to order to facilitate 
what the research aims to measure. With the implementation of triangulation in the data, 
investigator and theory gathering, we see our study process having all these qualities and each 
step is carefully executed. We firmly believe that our research processes are valid since the 
results and recommendations have great contributions on the area of conflicts in venture 
capitalists-entrepreneur partnership. However, what we believe do not mean what others also 
believe, which is beyond our ability to control. Our results and conclusions speak for 
themselves and certainly having a great deal of value for further in-depth research.  

4.4.2 Transferability 

The concept of transferability is referred to the degree to which particular findings from an 
interpretive study can be held in other research context having similar situation and still 
preserve the “particularized meanings, interpretations and inferences”.(Leininger, 1994, 

(Hilary Byrne Armstrong, 2001, p. 37) In a quantitative research, transferability could be 
generated from a “random sample to a population via methodology of statistics” (Lukka & 
Kasanen, 1995, p. 72), whereas a qualitative research has the difficulty of transferring the 
findings due to its small amount of sample size.  
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The difficulty of transferring in social sciences is linked to the difficulty of “predicting human 

behavior”, which according to MacIntyre (Alasdair, 1990; Lukka & Kasanen, 1995) involves 
a dilemma:  

“To make our life meaningful we should simultaneously be able to make valid transformation of the behavior of 
others-because otherwise an engagement in long-term projects would be inconvenient for us-and preserve our 

independence and our freedom to choose our own courses of action, i.e. to keep ourselves unpredictable”. 
(Lukka & Kasanen, 1995, p. 73)  

The aim of a qualitative research is to address questions related to developing and 
understanding “the meaning and experience dimensions” of our lives and social worlds. The 

essence of a good qualitative research is whether researchers can best understand and 
illuminate the researcher participants’ subjective meanings, actions and their social contexts. 

(Fossey, Harvey, McDermott, & Davidson, 2002, p. 717) In line with all these arguments, we 
consider we do no limit the transformation of our study to encompass statistical 
transferability, but interpreting the notion through another manner accomplishing by the well 
developed semi-constructed interviews with venture capitalists and entrepreneurs separately. 
Although we cannot transfer our findings to all other milieux completely, we firmly believe 
our findings represent similar phenomena in the venture capitalists-entrepreneur partnership. 
“Conflict is inevitable among humans, which is a natural outcome of human interaction that 

begins when two or more social entities come in contact with one another in attaining their 
objectives.” (Rahim, 2010, p. 1) 

4.4.3 Dependability 

Parallel to validity in social science research, the concept of dependability involves 
accommodating changes in the environment studied and in the research design itself. This 
requires researchers constantly refine over the course of research process, from research 
design, data collection to analysis. For qualitative research, “there is not an unchanging 
universe where pure replication is possible and desirable”. Instead, in qualitative research “the 
social world is always being constructed and...the concept of replication is itself problematic” 
(Marshall & Rossman, 1999, cited in Conrad & Serlin, 2006, p.416) Researchers might 
reshape research question outset at the beginning, as it tends to evolve along with the 
emerging data during the research process. However, researchers should always report results 
with reference to possible change over time. This requires the findings are gone beyond a 
snapshot. (Conrad & Serlin, 2006, p. 416)   

Qualitative designs evolve in response to research findings, Miles and Huberman (1994) state 
dependability as “whether the process of the study is consistent, reasonable stable over time 
and across researchers and methods” (p.278, cited in Conrad & Serlin, 2006, p.416). There are 
certain elements contribute to increase dependability in qualitative study: “(a) a study design 
congruent with clear research questions; (b) an explicit explanation of the status and roles of 
the researcher within the site; (c) findings showing meaningful parallelism across data sources; 
(d) specifying basic theoretical constructs and analytical frameworks; (f) the presence of peer, 
colleague or supervisor review”. Furthermore, Morse (1994) suggests the selection of 
information according to the theoretical needs of a study (appropriateness) and the collected 
data (adequacy) respectively, as barometers of rigor related to dependability. (Conrad & 
Serlin, 2006, p. 416)  

An audit-oriented approach, if to develop the concept, means that the research should be 
reviewed both in terms of process and product to ensure consistency. (Hoepfl, 1997, p. 59) 
Regarding our research, it has been constantly reviewed by our supervisor and further 
reviewed by our student peers throughout the process, which will give the work additional 
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dependability. To facilitate this review, we as researchers have made sure that the process of 
finding respondents and the interview transcripts are available for review within this study 
(See Appendix 3&4).  

4.4.4 Confirmability  

The concept of confirmability is concerned with ensuring the objectivity of researchers in 
conduct of business research. It should always be based on the acknowledgement that a 
research is never objective. Its core issue is that “findings should represent, as far as is 

(humanly) possible, the situation being researched rather than the beliefs, pet theories, or 
biases of the researcher” (Gasson, 2004, p.93, Morrow, 2005, p.252) Confirmability strongly 
emphasizes the research must properly address and link data, analytic processes and findings 
in a way which the research is able to confirm the adequacy of the findings. (Morrow, 2005)  

In responding this criterion, we deem our research strictly followed a rigid scientific path 
without being influenced by any of our personal values or theoretical inclinations. Being 
objective and respectful to researchers contributed to the same topic, we consider our findings 
and analyze are unbiased and confirmable.   
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CHAPTER 5 EMPIRICAL FINDINGS 

5.1 Conflict of Venture Cooperation  

To provide an easy reference for all respondents, we give each of the four venture capitalists 
with the uppercase A, B, C and D respectively. The same goes to entrepreneurial interviewees, 
we give each of the four entrepreneurs with the lowercase a, b, c and d separately. 

5.1.1 Conflicts from Venture Capitalists  

It is common that VCs have seats on the board of their portfolio companies in order to 
monitor day-to-day business operations. During our interviews with the VCs, they confirmed 
that they all have board practices in their venture investments, which they considered having 
seats on the board is important and necessary in a venture partnership. Besides monitoring 
function, both VC B and VC D also consider the board practice is “how we mainly 

communicate with the portfolio companies”, which makes their relationship closer and easy to 
solve conflicts. Furthermore, VC A described: “there should be a solid existing business plan 

as a prerequisite to evaluate the portfolio companies. We want to monitor the company based 
on the set performance targets according to the business plan.” 

When discussed conflicts areas with the four VCs, they expressed conflicts are inevitable as 
they are part of the venture. Each VC shared with us different kinds of conflict within their 
portfolio companies. VC A heavily emphasized on performance conflict is what he considers 
as a main conflict with entrepreneurs since some of his previous venture investments could 
not generate sufficient profits to meet the targets. He stated: in the past, we had those portfolio 

companies that failed to generate revenue and cash flow for a long period of time. These are 
simply unacceptable for us”.  

VC B considers the main conflict he faces is the problem with founder CEOs, although 
anything else could also go wrong. He has replaced several CEOs before, because “they just 

did not work out the way we expected”.   

VC C expressed that “you have to be aware of any kind of potential risks in a venture 
investments in general”. To be more specific, she pointed out that contract terms may be a 
conflict issue as it is difficult to reach a satisfied agreement with entrepreneurs sometimes. It 
is the policy of VC C to have a contract which locks up the entrepreneur into working for the 
company for certain years. This can prevent entrepreneurs quite all of sudden in a venture 
partnership. Many details are needed to be addressed properly in a contract because it is a way 
to restrict how entrepreneurs act according to the standards investors wish for.  

According to VC D, he has difficulties to compromise his targets with entrepreneurs’, as they 
have different priorities of running businesses. Sometimes, entrepreneurs have different 
opinions or actions compared to what he thinks, especially regarding some market activities 
and operational issues. These are the problems for him to keep up with entrepreneurs. Besides 
that, he is also concerned about the opportunistic behavior of entrepreneurs, as some 
entrepreneurs “have the attitude of just spending the money without having good performance 

after being financed”, he said. He considers portfolio companies may spend too much money 

In this chapter, we will only present the essence of the interview results with venture 

capitalists and entrepreneurs respectively. The findings are going to be discussed 
following the same sequences of the theoretical framework chapter. In this way, the 

findings can be well aligned with following analysis chapter.  
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on hiring unnecessary staffs or product developments instead of focusing on selling activities. 
That is also a main conflict he perceived from his experience.   

5.1.2 Conflicts from Entrepreneurs  

From the side of entrepreneurs, they all mentioned that board meetings provide them 
opportunities to discuss major issues and problems with VCs, including negotiating ownership 
issues and business goals. Frequency of meetings with VCs is different from company to 
company, but usually such a meeting takes place at least twice a year. All entrepreneurs 
emphasized the importance of having mutual interests and common goals with VCs.  
Entrepreneur c told us that he usually has no other issues than money to communicate with 
VCs. All of them spoke about how it is necessary to agree on common goals and sharing 
mutual understandings before making a deal with VCs.   

Entrepreneur a seems having a smooth relationship with his investors, as he indicated of no 
conflicts in working with VCs so far. However, he is aware of potential conflicts in the future, 
as currently he is in the early stage of the venture partnership. Entrepreneur d also consider 
his partnership with VCs is going well, except some issues regarding profits generating due to 
the long sales cycle. At this point, VCs expect faster profits generating than the actual sales 
capability. That is the major issue he has with his investors.  

Both Entrepreneur b and c expressed their frustrations with VCs regarding the poor 
communication. Both of them think VCs do not really understand the product concept. 
Entrepreneur b is extremely frustrated when we discussed this topic. Because of his 
engineering background, he has a lack of knowledge about business vocabularies, which make 
his communication with the VCs even harder. He explained in this way: 

 “I have the feeling that we come from different worlds and speaking different languages”. 
“VCs focus too much on the business plan and different kind of budgets, plans and financial 

tables.” “I spend 95% of my time working on these plans and tables making my investors 
happy. Clearly, I have no time to improve the product and doing other more important 

things”.  

In our conversation with Entrepreneur b, he also mentioned he was confused about the 
allocation of funding from the investors.  He told us that “we have also been in strange 

situations where we had raised 2,5 million Swedish Kronor, but only been allowed to use 2 
million Swedish Kronor.” His investors did not give any explanation about the only 2 million 
funding allocation. And that is also not stated in the contract.  

With early funding withdrawal, entrepreneur c felt a little bit stress because he does not know 
when investors want their money back. Without sufficient money, it is hard to keep the 
venture going, not even thinking about generating profits.  

5.2 Responses to Conflicts  

Here, we provide our interviews findings regarding how VCs and entrepreneurs respond to the 
conflicts separately.  

5.2.1 VCs’ Responses to Conflicts  

Our four interviews with the VCs indicated that they all responded to the conflicts/problems 
with portfolio companies through the board presences and using control powers. That is how 
they consider of communication with entrepreneurs. VC A, however, told us that “sometimes it 
is difficult to get through, since we are only a minority owner of the company. If the CEO has 

51 percent of the share, we might not always get the result we want”. All of them do not 
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provide us any detailed responses to the conflicts, although they emphasized the importance 
of open communication with their portfolio companies. Furthermore, according to VC B, CEO 
replacement is usually how he responds conflicts when he cannot deal with the current CEOs. 
As we asked about what would be the worst case if conflicts cannot be solved, All VCs 
indicated that either exit the venture partnership or liquidate the portfolio company as they 
have no other options from their stances.   

5.2.2 Entrepreneurs’ Responses to Conflicts  

From the interviews with the four entrepreneurs, they all stated the importance of 
communication in solving conflicts with VCs. Entrepreneur a said: “our intention in dealing 
with potential conflicts is by having dialogues with our investors”. Besides, he considers 
contract has the function of limiting the conflicts arose as “the contract covers up for our side 
in the event of conflicts”. He further emphasized that the contract also has the function of 
preventing the partnership from ending up in a legal court conflict. Entrepreneur d also talked 
about conflicts should be solved in the manner of case by case, as different situations require 
different solutions. In taking about this topic, entrepreneur b expressed his attitude of 
ignoring, said:  

“I simply stopped doing the elaborate reporting. Currently I have an administrative assistant 

who just gives the information straight from our accounting system and I also provide some 
information through email”. But I am no longer providing monthly financial reports due to a 

lack of time. I have more important things to do, such as working with customer projects.”  

5.2.3 Who Is Responsible for the Conflicts  

With each respondent, we asked the question about who is responsible for the conflicts.  

Four VCs all considered the conflicts are mostly caused by the fact of inability of 
entrepreneurs. They told us the main interest for them is to generate profits from the 
investments. Therefore, we need to look for our own interests said by VC A.  

Adding pressure is considered as a way to push the portfolio companies making satisfied 
performances. VC B conveyed “To achieve goals we need to apply some pressure sometimes, 

by withholding some funding until certain targets are met”. When portfolio companies do not 
meet the targets based on the pre-determined agreements, entrepreneurs should be responsible 
for that as they are not able to make the business work. Different from the rest of three VCs, 
VC C considered that she is offering “kind money” to the portfolio companies, which is 

different from many of his peers whom have very high demand for “fast growth profitability”. 

Thus, she thinks that she has few conflicts with her portfolio companies. VCs have very 
strong comments about the inability of entrepreneurs in many cases. That is the main concern 
they have when screening venture investments propositions. Even though VCs are careful 
screening procedures of all business ideas, it is still very difficult for them to determine the 
competence of all the entrepreneurs.   

Entrepreneurs, however, concluded that VCs should be account for major responsibilities of 
conflicts in the partnerships. Both lack of understanding and early investment withdrawals are 
the two main problems are detrimental the venture partnerships. Entrepreneur a said that 
sometimes VCs offer the funding with “a hidden agenda” which cause conflicts later in the 

relationship. This essentially means that they might be dishonest with their rationales for 
making an investment in some cases. Entrepreneur d considered that the board is responsible 
to meditate the conflicts between VCs and the entrepreneurs, which the CEO’s job is to 

support the board. At the same time, he is also concerned about the justice of board members 
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since VCs also have seats on the board. Consequently, VC’s presence on the board may have 

an unfair influence on how the board reacts in a conflict situation.    

5.3 Solutions  

VCs and entrepreneurs gave us some practical solutions regarding solving the conflicts in 
their partnership. We summarize the solutions mentioned in the interviews as follow.  

When the VCs were asked to provide some solutions in solving conflicts with entrepreneurs, 
they all mentioned CEO replacement as the main solution to solve problems. Also, they also 
perceived one of the functions of the board is to coordinate conflicts between VCs and 
entrepreneurs. Besides those, VC A also proposed that finding another suitable position in the 
portfolio company for the founder CEO might also be a solution to solve the conflict. In this 
way, the company can keep the founder’s know-how and competence within the company. 
They think it is hard to force the founders to make the ventures work out if they are not 
“made for being a leader”. “Having only ambitions is not enough to achieve great 

performance in company if CEOs do not process certain competences in running a business.”  

All the entrepreneurs believe that having common interests, mutual understanding and 
frequent communications will make the partnership last longer and successful. They are aware 
of the possibility of being replaced as CEO’s by the VCs, which is out of their abilities to 
control since it is part of the deal, although they however hope that if they work hard and meet 
the set performance targets, they should be able to retain their positions. They furthermore all 
showed a positive belief in solving conflicts by more open communications.  

5.4 Additional Information 

At the end of each interview, we asked respondents to give some additional 
suggestions/advices. We present information given by them in this section as supplement 
information to support our empirical analysis later.  

Three VCs out of four provided us additional information. VC B, C and D all felt that many 
entrepreneurs have a lack of proficient educational backgrounds to manage a company. It is 
undeniable that entrepreneurs are innovative and ambitious. However, those qualities are not 
enough to keep a business profitable and sustainable, especially if the objective is to achieve a 
high growth and an international expansion. VC B talked about the underestimation of the 
need of venture capital industry in Swedish economy, which hinders a further growth of the 
industry and the Swedish economy as a whole. Also, he conveyed his disappointments about 
how entrepreneurs sometimes completely failed to understand what a venture capital investor 
generally requires and demands from entrepreneurs. Entrepreneurs could be benefited of 
being educated on that subject in some way, as he noted that this is a major knowledge gap 
about venture capital among entrepreneurs.   

VC C suggested that entrepreneurs should have a more commercial focus such as thinking 
more about potential customers and sales strategies when writing a business plan. Sometimes 
they have too many unnecessary focuses on the technical and product aspects which make 
VCs wonder how the product could generate profits and what customers need the product for. 
VC D talked about entrepreneurs should keep expectations in line with VCs’. Of having 
mutual expectations and common goals, a venture partnership could work out better since 
both sides work towards in the same direction. Besides, he mentioned that both VCs and 
entrepreneurs should agree on how to allocate the funds in order to sufficiently spend the 
money.  
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Both entrepreneur a and b suggested that venture capital would not be their first choice if 
they had other options. According to them, they perceive that venture capital firms require a 
perfect business plan with a lot of unrealistic numbers. Entrepreneur a also pointed out that 
tying the business strategy to too tight to a business plan may cause the company miss other 
business opportunities which arise on the market. Profits and sales figures are hard to predict 
without having a step by step of operating the business. Besides, different management style 
and educational backgrounds also pose problems in their relationship with VCs. Entrepreneur 
b does not know much of business vocabularies which make him have more difficulties to 
communicate with VCs. In his opinion, having a successful business is not only about fancy 
words, but also about having the ability to understand your business concept, products and 
customers. But he got too many disappointments working with VCs, which made him wonder 
whether he made the right choice of having the partnership with the VCs.  

Entrepreneur c mentioned the imbalance of funding among different types of businesses is a 
problem in this industry. Venture investments in bio technology business in southern part of 
Sweden could easy lose several hundred million of Swedish Kronor, whereas his business is 
constantly fighting to get sufficient capital for only keeping the company running. He 
subsequently feels that there is a lack of overall equity available for entrepreneurs in northern 
Sweden. Situation seems better in southern Sweden, where most of the venture capital firms 
are located. Entrepreneur d suggested that the board of a venture portfolio company should 
also recruit outside members to keep the company working more functional, which it also has 
a positive impact on minimizing the conflicts between the VCs and entrepreneurs.   
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CHAPTER 6 EMPIRICAL ANALYSIS 

6.1 Venture Capitalists 

Venture capital firms invest in almost every stage of a venture cycle, from seed funding to 
later stage investment. Venture capitalists have various preferences in industries, for example 
computer/software, biotechnology or retail businesses. (Sahlman, 1990, p. 489) Our findings 
indicate all of the VCFs in the study have a similar investment pattern, from minimum 3 years 
up to maximum 10 years. One interviewee with the investment focused on biotechnology and 
life science told us his venture cycle usually takes longer than other types of business because 
science or laboratory related ventures spend longer time in product development process 
before making profit. Three out of four venture capital firms primarily prefer to invest in later 
or expansion stages of a venture, rather than investing in early-stage due to a high potential 
risk involved. Three out of four venture capital firms claimed they are industry neutral, saying 
that they do not target at any specific industry since they are “investing in the jockey not in 
the horse”. The traits of entrepreneurs are more important than types of industries, as one 
interviewee said “Industry attractiveness is cyclical”.  

VCFs face pressure from limited partners. They are cautious in making investment decisions 
and also having high expectations of returns on investments within a certain period. (Winton 
& Yerramilli, 2008, p. 52) Not every VC has the patience to wait too long for profits. They 
either choose an early exit or to liquidate their shares in portfolio companies. One of the 
interviewees explicitly told us he expects sales made from the portfolio companies along with 
a cash flow generated within a couple of years. And he needs to see profits before further 
providing funding. Without these, he would not believe the portfolio companies are doing real 
business. Another VC interviewee told us that she is willing to invest in early stage only when 
entrepreneurs can prove that profits will be generated in the short term. As late stage 
investment, it serves as evidence that the business is reliable for investment. The findings 
further confirm the priority for VCs is to secure the value of the investment and to maximize 
the returns they invest in. (Gorman & Sahlman, 1989, p. 241) 

VCs are not only bringing funding into an investment, but also bringing their business 
knowledge along with the money. Thus, they are called consultants with a financial interest. 
(Fried & Hisrich, 1995, p. 102) This also makes venture capital different from traditional debt 
finance such as banks loans. In our interviews, two VCFs stated that they are playing more 
than the role of financers, but also being business consultants of their portfolio companies by 
bringing other values besides the money into the portfolio companies, such as business skills 
and access to networks. All our VC interviewees believe that venture capital is beneficial for 
entrepreneurs compared to other types of financing from one way to another. With these 
value-added inputs, venture capitalists have gone beyond the traditional financial 
intermediation theories. (Hellmann & Puri, 2002, p. 170) 

6.2 Entrepreneurs 

According to the reviewed literature in the study, entrepreneurs choose venture capital 
because of reasons such as to facilitate a high and fast growth of the venture (Inderst & 
Muller, 2009, p. 277). It also helps to gain a competitive advantage in the market place 

In this chapter, we will analyze the connection between the theoretical framework 

and the empirical findings. This is to test how well the findings are in line with the 
theoretical foundation. Reciprocally, the findings can be used to test the 

framework built earlier and suggesting for a further revision if needed.  
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through the venture capital financier’s input of equity (Ibid) and knowledge (non-financial 
value adding) Isaksson (2006, p. 57). Besides, few other financing options might be available 
for entrepreneurs and their companies. This is due to the difficulties, like lack of knowledge 
and reluctance among banks to provide them with the necessary debt equity which they need 
to go forward. (Ueda, 2004, p. 620). Isaksson (2006, p. 14) also mentions self-financing as a 
mean to finance an entrepreneurial company. But he also points out the obvious drawbacks 
with this strategy which is a very limited mean available for entrepreneurs.  

These arguments are in line with our empirical findings. All the interviewed entrepreneurs 
mentioned that they chose venture capital financing because of difficulties in finding debt 
equity from banks, as well as a lack of sufficient collaterals. Another fact is that the 
entrepreneurial firms are in need of an influx of equity in order to keep them growing fast, not 
to lose opportunities in the market, also gaining or trying to hold on to a competitive 
advantage.  

All of the entrepreneurial interviewees further mentioned that they also had searched for 
and/or trying other means of financing aside from debt finance and venture capital, such as 
self-financing, governmental finance or customer financing. They realized those means are 
too insufficient to achieve their goals of growth in sustaining or building a competitive 
advantage. In fact, all of the companies, in this study, are actually looking for more than 
venture capital funding, which they deem necessary to reach their set growth and expansion 
targets, since they are all in the phase of expansion domestically, internationally or in new 
segments. 

Large and Muegge (2007), as well as Isaksson (2006) list several benefits that venture capital 
firms could bring into entrepreneurial companies aside from money, namely the non-financial 
value-added services. All entrepreneurs in the interviews concurred with the theories and 
mentioned that they do get various non-financial value-added services from the VCFs, such as 
board presence and business advice in different operational aspects. These provide the 
companies with new competence and experience. And VCFs also bring access to business 
networks and new partnerships with other companies in their portfolios. One entrepreneur, 
however, wished for even more assistances from the VCs when it comes to the day-to-day 
management of the company.  

6.3 Conflicts of a Venture Capital Partnership  

Conflicts arise because of the consequences of different characteristics, dissimilar attitudes 
towards means, ends and other disagreements. In theoretical framework chapter, we identified 
five possible conflicts exhibiting in a venture capital partnership. Our empirical findings have 
positively confirmed the existence of all.  

6.3.1 Contractual Conflict 

Venture capital contract serves as a covenant between the two interest groups, stating 
expectations and obligations for both of them. The contract is also the symbol of “power 

distribution”, as it is used as a control mechanism to ensure bother parties fulfilling their 
responsibilities. (Yitshaki, 2008, pp. 265-266) The control power can be expressed in various 
ways, from explicit to inexplicit. Commonly, VCs exert their power through their board 
practices, as the shareholder agreement is included in part of the contract. (Hellmann, 1998, p. 
57) In our empirical findings, all VCs have seats on the board of their portfolio companies, so 
do all entrepreneurial interviewees’ investors. VCs interviewees consider board presence 
gives their rights to participate in their portfolio companies and to monitor performance. 
Moreover, they think communication through the board is efficient and direct. The same 
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feedbacks from the entrepreneurial interviewees also indicate they discuss main 
issues/problems on the board meetings with their investors.  

As part of the deal, the venture capital contract also includes the employment agreement, 
which allows VCs to replace the founder CEO with a new one if conflicts remain unsolved, or 
because of disappointing performance. In such a case, entrepreneurs have little protection as it 
is part of the contract. And the reason for entrepreneurs to accept the venture capital deal is 
mainly because of difficulties to get funding. (Hellmann, 1998, p. 58) Banks are usually 
reluctant to take the extreme risks to lend money to young and innovative firms. These start-
up firms who are lacking of experience do not tend to “engage” in public equity sector or debt 

underwriting. Thus, venture capital is the most appropriate finance source in this context. 
(Tykvová, 2007, p. 65) Aligned with this argument, all VC interviewees expressed CEO 
replacement is an option for them if they perceive the founders are incompetent of running the 
company, or the performance is not met the requirements. The entrepreneurial interviewees 
are also aware of the possibility of being replaced or fired which may happen in their 
partnerships with the VCs. Regarding the funding, all the interviewees emphasize that venture 
capital acts as an important form of funding for entrepreneurs due to the extreme conservative 
of commercial banks in Sweden. Except having difficulties to approach other types of finance, 
such as no collateral to attain debt finance, entrepreneurs also take consideration of VCs’ 

business experience in various aspects when they look for finance resources. Our 
entrepreneurial interviewees all confirmed that they need some professionals like VCs who 
could advice them in many business areas of which they have insufficient knowledge or 
experience.  

6.3.2 Contextual Conflict 

The contextual conflict in a venture capital partnership refers to the context in which the 
relationship between VCs and entrepreneurs is interacting. Specifically, it is the level of VCs’ 
involvement and how they perceive the performance of their portfolio companies. VCs’ 

involvement in portfolio companies, from the board presence to participating in all kinds of 
decision-making, serves as an active control mechanism to reduce the diverge interests 
between VCs and entrepreneurs. (Yitshaki, 2008, p. 266) Along with the empirical findings, 
VCs heavily emphasized the importance of performance of their portfolio companies. A VC 
interviewee perceived that a successful venture should be judged based on profits, which he 
had several previous experience with unprofitable portfolio companies. VCs consider 
performance should be kept up with the targets according to the agreements. At the same time, 
some entrepreneurial interviewees are also aware of such conflicts, as some of them have 
longer sales cycles. They are concerned that their investors are too much focused on the 
performance, which they cannot prove it at the moment.   

When VCs perceive the portfolio companies are under-performing, they may enforce their 
power to ensure the cooperation functional, which means to fire or replace the founder CEO. 
An exit or defect strategy is also an option, as profit is an ultimate goal to assess the success 
of a venture investment. But the employment control mechanism by VCs may de-motivate 
entrepreneurs which make them have the feeling of hanging by a threat. (Ibid) Back to our 
findings, VCs did mention CEO replacement is an action taken by the consequence of 
underperformance of the portfolio companies. Besides that, they might also consider to either 
exit the partnership or to liquidate their shares when they are no longer interested in the deal. 
Entrepreneurial interviewees are worried about funding early withdrawal from the VCs’ side, 
as they are feeling not being given sufficient time and money to keep companies running 
properly. In the interviews, VCs explicitly expressed the importance of performance, profits 
and sales figures in judging a successful venture, whereas entrepreneurs are concerned about 
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the insufficient finance sources and a lack of time to prove their concepts and ideas.  Although 
having mutual interests is a perquisite of the deal, divergent interests have shown when the 
relationship has taken place. This is clearly exhibited in our findings. As discussed earlier, 
even though VCs and entrepreneurs tend to align their interests in a mutual direction during 
the contractual phase, VCs have difficulties to keep their interests the same as entrepreneurs 
when they enter into the contextual phase. (Higashide & Birley, 2002, p. 61)  

6.3.3 Task Conflict 

Task conflict is considered as a disagreement between VCs and entrepreneurs regarding what 
a task should be done and how should it be done. (Forbes, Korsgaard, & Sapienza, 2010, p. 
581) The venture capital partnership is built on the basis of sharing mutual goals. However, 
VCs and entrepreneurs may have disagreements on the means of approaching the goals during 
the cooperation. Along with the literatures, all interviewees mentioned their difficulties in 
compromising each other in running the company. One VC interviewee said he does not agree 
the activities taken by the entrepreneurs. It seems the CEOs of his portfolio companies have 
different ways of thinking compared to his. He has a hard time to keep up with them. The 
same problem goes to one entrepreneurial interviewee, as he has been struggled with 
satisfying his investors instead of creating values for the company. Both the VCs and the 
entrepreneurs found it is hard to reach a compromise on this conflict.  

VCs are the consultants with a financial interest. Although entrepreneurs need VCs’ expertise 

and experience in running the business, they do not appreciate VCs too much involved in 
business operation because they think VCs are lacking of knowledge of the product/the 
service. VCs and entrepreneurs have different opinions on priorities in executing the 
company, if an agreement could not be reached, the conflict may be deteriorated further. 
When the conflict remains unsolved, VCs may choose to replace CEOs or refuse to provide 
more funding. (Fried & Hisrich, 1995, p. 102)  

Both VC and entrepreneurial respondents further confirm this argument in the interviews. The 
VCs are concerned about entrepreneurs dedicated too much time on things irrelevant, rather 
than making sales or progresses related to generate profits. The entrepreneurs expressed that 
the VCs are not only lacking of knowledge of the product, but also having no interests in 
understanding it. Some products have longer product development cycle, as well as longer 
sales cycle. Their investors seem to be impatient of waiting, wanting them to generate profits 
as soon as possible. Entrepreneurial interviewees consider product development is vital for a 
venture backed company, whereas VCs believe a well-written business plan and detailed 
financial reports are rather promising. If entrepreneurs take too long to bring in profits, VCs 
will lose their patience of waiting. All VCs conveyed that they would rather choose to early 
exit or to cash out their ownerships if the portfolios companies do not bring them benefits 
soon enough. The disagreement on tasks may hinder the VCs and entrepreneurs to retain their 
goals aligned, which leads an inefficient partnership.   

6.3.4 Opportunism  

Discussed in the theoretical framework part, opportunism is self-interest seeking with guile. 
(Williamson, 1975; Wathne & Heide, 2000, p. 38). As consequences, opportunistic behaviors 
may lead to moral hazard, which one party seeks his/her best interest by ignoring the other 
party’s interest. (Elitzur & Gavious, 2003, p. 710) Contract is often used to retrain 
actions/behaviors in order to minimize opportunism, but not being able to eliminate at all 
levels. (Wathne & Heide, 2000, p. 38) One of our VC interviewees told he is concerned about 
the opportunistic behaviors of the entrepreneurs, as he is worried about that the portfolio 
companies spend the money on something irrelevant after receiving the funding. He added 
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that the CEOs do not seem to care about how to improve the performance or sales, which is 
not in his interest.  

Due to some opportunistic behaviors are unobservable, VCs are hard to control at all time. 
Unobservable behaviors are usually exhibited in companies which are heavily relied on 
Research &Development, and have a lengthy product development phase, for example high 
technology business and biotechnology industry. (Gompers & Lerner, 2001, p. 155) Some of 
the entrepreneurs in the interviews explained that they have a long product and sales cycle, 
which is hard to quickly provide the performance according to their investors’ expectations. 

One VC interviewee who is in life science and biotechnology business told us that his 
portfolio companies usually has a longer investment cycle up to 10 years. Even with 
unsuccessful ventures he had in the past, exit usually happened after 3 or 5 years. Because 
entrepreneurs are usually in charge of the money invested by VCs, they do have the chance of 
acting opportunistic, especially when the investment effort is hard to observe. (Bergemann & 
Hege, 1998, p. 704) 

Both VCs and entrepreneurs exhibit opportunistic behaviors with respect to their choices. 
(Graziano & Raulin, 2010, p. 710) Findings from one entrepreneurial interviewee, on the 
other hand, demonstrated he might exhibit unintentional opportunistic behaviors, which he 
has no other options in his situation. He has a difficult time in keeping up with his investors’ 

expectations and targets. Because of his engineering background, he has difficulties to 
communicate with the VCs as he has insufficient business educational background. His 
investors heavily focus on business plans and monthly financial results, as well as all kinds of 
budgeting. In order to satisfy them, he has spent up to 95 percent of his time on making 
financial reports and all kinds of budgets or plants, which occupy most of his time to develop 
product and make sales. Currently, he even has to hire an additional business graduate to take 
in charge the administration stuffs. All these paper works kept him from spending sufficient 
time on product development and getting contacts with customers, not even to mention the 
company is ready to generate profit in order to satisfy the investors. The findings are 
positively in line with the literature mentioned earlier that both VCs and entrepreneurs exhibit 
opportunistic behaviors with respect to their choices and interest. (Graziano & Raulin, 2010, 
p. 710) 

6.3.5 Management Style Conflict  

In respect to management style, the literature discussed in theoretical framework chapter 
states that entrepreneurs and VCs, may also have conflicts based on management style. The 
entrepreneurial leadership style is considered to be more an innovator, whereas the venture 
capital manager could be considered an adaptor, which these two styles have a tendency to 
clash. (Buttner & Gryskiewicz, 1993, p. 24) 

Furthermore, VCFs generally prefer a founder CEO to have more skills in leadership and 
business administration compared to scholarly or scientific skills. This may be a reason for 
why VC’s look to replace a CEO with mainly scholarly skills, which obviously is a ground for 
conflict.(Khanin, Baum, Turel, & Mahto, 2009, p. 25). In addition, the greater the relevant 
industry skill a founder CEO possesses, along with managerial education, the easier for 
him/her to raise money from VCFs compared to CEOs without these skills. (Patzelt, 2010, p. 
142) Hence it is likely that the former CEO type mentioned here has a management style 
similar to the managers of the venture capital firms, which thus makes it easier to actually 
raise money.   

Our empirical findings indicate that all VC interviewees consider entrepreneurs are lacking of 
management skills. Specifically, they do not understand how collaboration with VCs works, 
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being too focused on product development, possessing insufficient business communication 
skills. All of the VCFs in the study further concur that the founder CEO may have too much 
of a technical background and being too much of an inventor rather than a businessman. Thus 
they strongly believe that the founder CEO is not always the right person to lead the company 
towards a further growth and expansion.   

Entrepreneurs, on the other hand, pointed out things as a clash between entrepreneurs with an 
engineering and/or scientific background of entrepreneurial CEOs and venture capital 
managers, who primarily have business backgrounds and business degrees. The entrepreneurs 
stated a lack of understanding by the venture capital managers in the product and its sales 
cycles, demanding too detailed financial reporting. There are also overall communication 
problems regarding forecasts, performance and business plans. All of these findings and in the 
above paragraph are cohesively aligned with theories in the theoretical framework, such as 
Buttner and Gryskiewicz (1993) and Khanin et. al (2009), which are previosuly discussed in 
this section.  

Nonetherless, two entrepreneurial respondents who both have business background and/or 
degrees seemed to have less management style conflict compared to entrepreneurs with 
technical backgrounds. This is further in line with existing literature, such as Patzelt (2010), 
whom, as mentioned before, states that entrepreneurs with a management and business 
background are easier to deal with venture capitalist than those who do not.  

6.4 The Literature Framework   

It is in our intention to analyze both VC and entrepreneurial interviewees’ responses to the 
conflicts together in this section. The framework established earlier at the end of chapter three 
will be revised accordingly based on our empirical findings.   

We discussed four possible responses to the conflicts (Section 3.5). According to the 
interview findings, interviewees’ responses to the conflicts are not fully matched with all the 
four responses. The findings only illustrated the responses of exit, voice (considerate voice) 
and neglect. There is no feedback that could be associated with the loyalty response and 
aggressive voice.  

Exit is equal to a voluntary separation or turnover from the job. Change to another task/job, or 
seeking transfer within the same organization are all considered as ways to deal with the 
conflicts. (Farrell, 1983, pp. 597-598) Furthermore, an exit, in a venture capital partnership, 
also refers to one party choosing a voluntary termination of the cooperation with another 
party. (Parhankangas & Landström, 2006, p. 777) All VCs indicated an exit and liquidation 
are their responses to the conflicts which cannot be solved eventually. One VC added that 
CEO replacement is also how he handled unsolved conflicts. As well, all entrepreneurial 
interviewees expressed their awareness of being replaced/fired, which is out of their abilities 
to control since it is part of the deal.  

“Voice is any attempt at all to change rather than to escape from an objectionable state of 
affairs” (Hirschman, 1970, p. 30). Voice should be further divided into considerate voice and 
aggressive voice in respond to the conflicts. Considerate voice shows an attempt to solve 
conflicts in collaboration with the parties involved. (Farrell, 1983, p. 596) Our findings 
demonstrated the attempts from both VCs and entrepreneurs in communicating the conflicts 
through the board. One entrepreneur said that open and honest dialogues with the VCs are 
also essential to solve conflicts. In addition, another entrepreneur stated that conflicts should 
be solved differently based on situations, although communication through the board is one 
way. We did not identify the response of aggressive voice in the interviews, which is a desire 
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to win without taking other parties into consideration. One entrepreneur considered that the 
contract covers up his side in case of conflicts, as well as preventing that partnership ends 
unsuccessfully because of the unsolved conflicts.  

Neglect is the response of ignoring one’s responsibility as a result to harm the interests of the 

other party in a partnership. Neglect, in organizations, may cause in lax and disregardful 
actions. (Parhankangas & Landström, 2006, p. 778) Along with our findings, one 
entrepreneurial interviewee demonstrated his attitude of ignoring in dealing with all kinds of 
tables and plans required by from investors. He is dissatisfied all the pressure coming from the 
VC, making him lack of time to improve the product and contact customers. His 
dissatisfaction and the conflicts with the VC make him frustrated and acting neglecting, as he 
does not deliver the detailed reports/plans based on what the VC expects for.  

In summation, all the five types of conflict can be clearly identified in the empirical finding. 
However, the responses to conflicts stated by the interviewees are not completely matching 
with the types of conflict as we discussed in chapter three, as one of the responses (loyalty) is 
not being mentioned by any respondents. Both type II-power/management style and type IV 
contextual conflict lead to the response of exit, according to the findings show. This is also 
different from the early discussion. The empirical findings indicate that responses to conflicts 
precisely fall into both activity and passivity side respectively. Exit and voice are at the side of 
activity, whereas neglect falls into the passivity side. The second category, as discussed, is 
constructiveness and destructiveness. Based on the findings, two destructive responses are all 
identifiable, exit and neglect. Only one constructive response is exhibited from our 
interviewees, which is the considerate voice.  

Furthermore, discussed earlier, our research is rooted in an abductive approach. The fairly 
common experience of observing an unexpected, anomalous and strategic datum followed the 
abduction pattern can lead to a result of developing a new theory or for extending an existing 
one. The strategic data, in our case, is the empirical findings gathered through semi-structured 

interviews. With the observation of the set sample, the result can be “anomalous, surprising, 

seemingly inconsistent either with the existing theory or with other established facts”. 
(Andreewsky & Bourcier, 2000, p. 839) The social world and what passes as reality is a 
projection of individual consciousness. (Morgan & Smircich, 1980, pp. 493-494) Due to the 
inconsistency between the empirical findings and the existing framework, the constructionsm 
standpoint provokes curiosity inside us to extend the existing theory/framework incorporated 
with what we found out from the interviews. In line with the abductive approach and the 
constructionism stance, the framework is revised accordingly in order to advance the existing 
one to a further extent. Following the revised framework, a comparison between the 
framework before the empirical findings and after is given. This provides readers a better 
visualization on what has been changed before and after the revision.   
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Figure 3: Modified framework based on empirical findings  
Figure is adapted from (Parhankangas & Landström, 2006, p. 778), revised according to the 

empirical finding
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Figure 4: A Comparison of the Frameworks 
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In Figure 4, we provide a comparison between the revised framework and the after revised framework. 
According to our empirical findings, the loyalty response does not exist, which the considerate voice 
becomes the only constructive response in the category of activeness. The aggressive voice does not 
indicate in the interviews as well. Moreover, results from the interviews demonstrated that the 
contractual conflict (power), the contextual conflict and the management style conflict all eventually 
lead to an exit as the response to the conflicts. In the revised framework, we switch type III 
opportunism and type IV contextual conflicts in order to better fit them into the framework. Thus, type 
II and type III conflicts belong to the activeness category. The responses to task conflict (type I) and 
opportunism (type IV) remain unchanged.   



 

 

Page 60 

 

CHAPTER 7 CONCLUSION AND FURTURE RESEARCH 

7.1 Research Question  

In introduction chapter, literatures regarding venture capital, entrepreneurs and financing new 
ventures were briefly reviewed. Through the review, knowledge gaps in regard to conflicts 
between venture capital firms and entrepreneurs in their partnership were identified. In this 
section, our research question will be answered according to the reviewed literature, our 
emerged theoretical framework, the empirical findings and the subsequent analysis of the 
findings in previous chapters. Hence, this chapter is where our research comes together as a 
whole based on the abductive approach we pursued.  

How are venture capital firms and entrepreneurs dealing with conflicts of interest? 

As discussed in the findings, venture capital firms and entrepreneurs enter the venture capital 
partnership with different expectations and different objectives. Furthermore, they have 
different management style, ways of conducting tasks, different views of the legal terms in the 
partnership. Each of the parties could also be opportunistic in the partnership and only look 
for his/her own interests.  

From this research, a number of ways in which entrepreneurs and venture capital firms are 
dealing with these conflicts were identified. 

Firstly, from the side of the venture capital firms, we have identified the following ways of 
dealing with the conflicts: 

· Board control – The venture capital firms in our study view the presence of the board as a 
vital way to handle conflicts with their portfolio companies, as the board members 
represent the views of the venture capital firm. Thus, the board should execute influence 
as well as being credible in his suggestions due to the competence the board member 
brings into the company. This is a prevalent option for venture capital firms in dealing 
with conflicts and also a highly preferred way in solving it in our study. 
 

· CEO replacement – The VC interviewees mention the lack in management skills of 
founder CEOs as a major problem in taking the company forward and developing it. The 
clashes of management style and ways of doing business between an entrepreneur and the 
venture capital firm may be due to the differences in personalities, experiences and 
education (technical vs. business). However, these conflicts often result in the replacement 
of the founder CEO and a new role may or may not be created for the founder in the 
company afterwards.  
 

· Early exit – In case of the conflict solving through the board control and presence does not 
work; the portfolio companies do not meet their performance targets and the venture 
capital firms generally see no ways to improve. Under these circumstances, there is no any 
remaining option but to exit the partnership early, as the conflicts are considered almost 
unbearable for the venture capital firms to make it worthwhile for them.  

Through constructing the theoretical framework and findings from the interviews, 
we will answer our research questions and sub-questions in the research purposes. 

In addition, managerial recommendations will also be proposed which adds value to 
our research. Last but not least, we see that it is imperative to suggest future 

research recommendations for scholars whom wish to further explore this topic.  
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· Liquidating – Similar to the solution of early exit, with the difference here being that the 
whole company needs to be liquidated when the venture capital firm chooses to leave the 
partnership. This could be due to its financial situation and whether there is a buyer 
available.  

As for the side of the entrepreneurs, the following ways are specified in dealing conflicts with 
the venture capital firms: 

· Communication – Overall, the entrepreneurs in our study wishes to have the best possible 
communication channels as possible with their venture capital partners. Therefore, they 
perceive communication with the venture capital firms as the main avenue for avoiding 
and solving conflicts. Communication could be more informal like personal dialogues, or 
more formal, such as board and shareholder meetings.  
 

· Performance – Entrepreneurs in our research believe that performance according to the set 
targets by the venture capital firms could be formalized in an owner’s directive and/or 

business plans, as an additional way of dealing conflicts. This is based on the thought that 
both the entrepreneurs and venture capital firms are ‘sitting in the same boat’, and as long 

as the boat is sailing in the right direction and speed, there is no need for conflicts.  
 

· Neglect –is a way of dealing with the conflict by essentially ignoring the conflict itself. 
For instance, if a conflict arises through heavy demand for financial reporting from the 
venture capital firm, the entrepreneur could respond by ignoring or neglecting that 
demand.   
 

· Contractual protection – Another alternative way of dealing with conflicts, mentioned by 
entrepreneurs, is to have a detailed contract in which it outlines how conflicts and exits 
should be handled. For example, by having external mediators involved or to have set 
financial terms, provide the entrepreneur with protection in case of an early exit or a 
replacement of the founder CEO.  

7.2 Research Purpose  

The overall purposes of this study are to describe and explore the potential conflicts of interest 
between entrepreneurs and venture capitalists. In addition, how these conflicts may be 
transformed into a success is analyzed.   

To accomplish the set purposes, we have, aside from our research question, a set of sub-
purposes to answer. The sub-purposes, which are all connected to the main research question 
in its design, will be addressed below:  

· What are the main areas of conflict in between venture capital firms and 

entrepreneurs? 

In our research we have identified five conflict areas between the two parties. The main issue 
seems to be an overall lack of understanding between entrepreneurs and venture capital firms, 
which is mainly due to different backgrounds of the people involved on each side. 
Furthermore, the other main conflict areas are opportunism, management style, task conflicts 
and power conflict, in terms of the issue of replacement of the founder CEO by the venture 
capital firm. 
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· Why do these conflicts arise? 

As mentioned, entrepreneurs and venture capital firms enter the partnership with different 
backgrounds (technical vs. business backgrounds) and also different goals and objectives with 
the partnership. The entrepreneur might look for funding to develop the product more, whilst 
the venture capital firm has the need to hit the market and begin making sales, growth and 
generating profits rather soon. Besides, due to the difference of backgrounds of entrepreneurs 
and venture capitalists, entrepreneurs may have difficulties in writing business plans the way 
venture capital firms want them and also in having the right vocabulary to communicate 
effectively with them. 

· How the conflicts influence the companies’ performance?  

The conflicts may affect the entrepreneurial companies’ performance because of delayed or 

cancelled funding, which could severely stagnate expansion and further growth. In the worst 
case, it drives the company to bankruptcy due to lack of ability or resources to make necessary 
sales revenue. Furthermore, conflicts may influence the venture capital firms’ performance, as 

the number of early and unprofitable exits may increase. In some cases, it may take longer for 
a portfolio company to grow and reach its potentials due derailing conflicts. However, 
conflicts may also, in the end, improve the performance for both the entrepreneurial company 
and the venture capital firm, by finding a better suited CEO to lead the venture towards 
growth.  

· Do they want to solve the conflicts? 

Overall, the results from our study indicate that both parties are willing to work on solving the 
conflicts. However, the willingness may vary depending on the conflicts, the duration of the 
conflicts (such as a long time of not reaching set performance targets) and the parties 
involved. Generally, in this study, entrepreneurs seem to be more patient in the solving of 
conflicts, while the venture capital firms could appear to be more impatient.  

· If yes above, how do venture capital firms and entrepreneurs solve the conflicts? 

For both entrepreneurs and venture capital firms, the most common solution for conflicts is 
through communication with each other. From the venture capital side it might be more 
formal communication through their board presence, whilst entrepreneurs seem to emphasize 
more informal ways of communication in this process. Additionally, the contract between the 
parties may contain formal ways in solving conflicts, for example, through mediators and for 
the venture capital firm, replacing the founder CEO of the company is a common solution to a 
conflict.  

7.3 Research Contribution  

This study contributes to the understanding of the conflicts of a venture capital partnership in 
several aspects. Our study is pioneering in matching the types of conflict arising between 
venture capitalists and entrepreneurs with specific responses, which provides possible routes 
to solve the conflicts. Along with the five types of conflict identified, our study has broadened 
the focus beyond the conventional conflict area for VCs and entrepreneurs to look after. The 
study also contributes to the understanding of the venture partnership at an interorganizational 
level, taking both VCs and entrepreneurs into consideration. In respect to the framework 
adapted from Parhankangas & Landström (2006), the empirical findings enable us to further 
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extend the framework within an abductive approach and the perception of the 
constructionism.   

7.4 Managerial Recommendation 

Our study has shown how a venture capital partnership is constructed on the basis of mutual 
interests along with diverging conflicts. The findings provide insight into VCs’ and 

entrepreneurs’ perception of real conflicts and responses to conflicts. Besides the research 

question and the research purposes, we, from the constructionist stance, have perceived some 
managerial recommendations through the research process.  

Furthermore, back to the knowledge gap section, we stated the aim of this thesis that should 
be valuable for managers in venture capital firms, entrepreneurs, financial analysts and other 
target audiences interested in new venture creation and the financing of new ventures. 
Followed by the premises, we deem the responsibility and importance to provide some 
constructive recommendations for our potential readers, which would also be a great 
accomplishment of the study.  

As discussed earlier, the problem in overall communication between entrepreneurs and 
venture capitalists among the respondents is mainly due to the differences in professional 
backgrounds and experience. One way to mitigate that gap of understanding could be for 
venture capital firms to hire former successful entrepreneurs, as well as technical experts, to 
support the evaluation of an entrepreneur and a business concept. The professionals may see it 
with different perspectives and bring a valuable input to further complement the solid 
business skills that venture capital managers normally possess. Thus, the successful exit rate 
of venture capital investments may increase greatly.  

For entrepreneurs, it is needed to create an understanding of what the potential problems in 
which may occur when bringing in venture capital financing. This could help to avoid and 
lessen the impacts of conflicts. To minimize conflicts, it might not be enough that VCs and 
entrepreneurs create mutual interests and a shared vision at the beginning of their partnership. 
As indicated, mutual interests can become diverging conflicts during the cooperation because 
the circumstances are dynamic. Their interests and the shared vision may have faded, since 
the social phenomena surround them as external facts that are beyond their ability to control 
or influence. More important than having static interests throughout the whole partnership, 
VCs and entrepreneurs should frequently update and share their interests along with its 
dynamic environment.  

Based on the empirical findings, it could be that VCs prefer to have set business plans with a 
long-term perspective, such as three years ahead. This may prevent the business from adapting 
to a dynamic business environment, as well as miss other potential opportunities in the 
market. Thus, they may consider to revise business plans once a year, including updating new 
goals expected from each other, so as to environmental change. 

Nevertheless, it could be argued that government and public bodies, and organizations of 
business support, could provide information and training for entrepreneurs to educate them 
about the venture capital financing process. In addition, to support in writing business plans 
and creating a basic business vocabulary that is sought after by venture capital firms in our 
study.   

The target audience of financial analysts and others studying start-ups, and entrepreneurial 
companies from a commercial perspective, could also benefit from this study as it provides an 
insight into problems and obstacles in the venture capital partnership. Furthermore, how this 
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may exert an impact on the company’s performance in term of finance, sales and growth is 

provided.   

7.5 Future Research Recommendation 

Although plenty of researches have extensively studied conflicts arising at an intra-
organizational level, few studies pay attention to the conflicts existing at the 
interorganizational level, such as venture capitalist-entrepreneur relationships. (Yitshaki, 
2008) A venture partnership constitutes on the basis of dependency, where one party is 
depend on the other party in return for resources they require. Studies often emphasize the 
possibilities of asymmetry information and agency theory may overlook other conflicts areas 
which exert negative impacts on the relationship between VCs and entrepreneurs.  

Conflicts that arise in a venture capitalist-entrepreneur relationship are interrelated to their 
ability to coordinate their relations towards either a constructive or destructive direction. Our 
findings only indicate conflict coordination through the board as the only mean to 
communicate the conflicts. Further research could consider exploring other types of 
coordination mechanisms in order to further enhance the relationship.  

Conflicts may also be different among different types of financers (corporate venture capitals, 
business angels) and entrepreneurs. The social environment shall have an important influence 
on the venture relationship. In the same vein, conflicts are varied as culture differs.  Further 
studies could consider comparing conflicts in different cultures and continents, since 
Parhankangas & Landström found VCs and entrepreneurs  have similar responses to conflicts 
in Finland and Sweden, the Nordic countries. (Parhankangas & Landström, 2006). 
Furthermore, conflicts between venture capitalists and entrepreneurs also exist at the 
interpersonal level, which conflicts are usually dynamic (Barki & Hartwick, 2004). Thus, as 
the dynamic interpersonal conflicts change over time, it may lead to a venture relationship 
becoming efficient or inefficient. This also provides a new path for future researchers to 
explore.  

Our study has a good start by conducting a dyadic examination in comparing the conflicts 
from both the VCs’ and the entrepreneurs’ points of view, as their relationships are built at the 

interorganizational level. We wish to enlarge the sample size further, although the empirical 
findings are creditworthy. With a larger number of respondents, researchers could attain more 
solid findings, as well as more solutions to solve conflict. Future researchers could also use a 
methodological triangulation when collecting research data. This can further improve the 
reliability and validity of a study. Furthermore, it helps to eliminate the bias by using a single 
research method. Last but not least, we strongly encourage that future research opts for a 
longitudinal research. This will enable researchers to discover the interorganizational 
relationship between VCs and entrepreneurs to a broader and deeper extent. It would be an 
important area to explore as conflicts may be subject to changes in circumstances.  
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Appendix 

Appendix 1 Interview Guide-Venture Capital Firms 

Interview Questions/Venture Capital Firms  

1. Introduction 

· Is venture capital a growing business in Sweden? 

· How important is the venture capital industry in Sweden compared to other financing 

options? 

· How do you manage financial risks? 

2. Venture Capital Business 

· What specific business or ventures you look for to invest in? 

· On average, how many portfolio companies you usually in charge of at one time? 

· How long is your average investment cycle?  

· Which stage of venture capital are you particularly focusing on? (Seed, funding, early 

stage, late stage etc) 

3. Conflicts 

· How do you implement a process of evaluating your venture partnership with portfolio 

companies?  

· Have you ever faced difficulties in a partnership? Can you give us some examples?  

· What are the main areas of conflict that you have experienced working with 

entrepreneurs?  

· What is your perception of conflicts with entrepreneurs? Who is responsible for an 

arising conflict? 

4. Responses to Conflicts 

· How do you respond to conflicts with entrepreneurs? Can we have an extensive 

discussion on this issue? 

5. Solutions  

· What are the solutions to solve the conflicts with entrepreneurs that you have 

used/would use?  

· What could be the worst case scenario in conflict? 

· Do you think the founder CEO has better ability and determination to make the 

venture work?  

· If conflicts with entrepreneurs cannot be solved, do you think replacing the CEO is an 

option?  

· Is there anything you would like to add? 
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Appendix 2 Interview Guide-Entrepreneurs  

Interview Questions/Entrepreneurs  

1. Introduction 

· Why did you choose venture capital to finance your company?  

· Did you also try to approach other kind of finance before you decide to go for venture 

capital?  

· What kind of benefits do you think venture capital bring to your business besides 

money?  

· In what kind of growth stage is your company currently in? 

· How do you foresee the future of the venture, in terms of performance, growth, 

financing and relationship with the investor? 

2. Conflicts 

· How do you evaluate your partnership with the VC firm/firm’s? 

· Have you ever faced difficulties in the partnership? Can you give us some examples? 

· What are your areas of conflict working with VC’s? 

· What are the main areas of conflict that you have experienced working with VC’s? 

· Who is responsible for an arising conflict? 

3. Responses to Conflicts  

· How do you respond to conflicts with VC’s? Can we have an extensive discussion on 

this issue? 

4. Resolutions 

· What are the solutions to solve the conflicts with VC’s that you have used/would use? 

· What could be the worst case scenario? 

· In case the conflict cannot be solved, is the exit of the VC an option for you? 

· Is there anything you would like to add? 
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Appendix 3 Interview Transcript-Venture Capital Firms 

Interview– Ackra Invest 

1. Introduction 

· Is venture capital a growing business in Sweden? 

Generally I have no sense of a growth, expect for in Northern Sweden, as the ministry of 

industry have set out 2 billion SEK for development of business in Northern Sweden. So a 

minor growth in the North.  

· How important is the venture capital industry in Sweden compared to other 

financing options? 

Since the commercial banks are very risk averse, I believe that venture capital play an 

important role for start-ups in generally and therefore have a need for us and what we can 

provide.  

· How do you manage financial risks? 

We have actually lost money almost every year and have had very few profitable exits. 

Therefore we have changed strategy somewhat and will now only enter companies in a 

later stage and by that trying to reduce the risk for us, as we have been working hard to get 

out of bad investments made in the past.  

2. Venture Capital business 

· What specific business or ventures you look for to invest in? 

We are primarily investing in the jockey, not the horse, so to speak. Which means that we 

are more focused on the entrepreneur than the company and the business idea itself. The 

entrepreneur should have a competence to make the company grow. We furthermore never 

invest more than a 49% share of the company and we are thus always the minority owner.  

· On average, how many portfolio companies you usually in charge of at one time? 

10 

· How long is your average investment cycle?  

It is about 7 years right now, but we are working towards getting it down to 5 years. 

· Which stage of venture capital are you particularly focusing on? (Seed, funding, 

early stage, late stage etc) 

Primarily later stages, when the company has a more mature product, have made sales for 

a couple of years and have a cash flow. Basically they need to show us that they are a real 

business before we make an investment.  

3. Conflicts 

· How do you implement a process of evaluating your venture partnership with 

portfolio companies?  

First of all, there should be a solid existing business plan and by that, we want to monitor 

the company is following its set performance targets. To do this, we a board presence 

through one board member of each company we invest in.  
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· Have you ever faced difficulties in a partnership? Can you give us some 

examples?  

Yes, in the past we have had companies in our portfolio when things just have not worked 

out. Those companies have for instance failed to generate revenue and cash flow for a 

long period of time and then it simply does not work for us.  

· What are the main areas of conflict that you have experienced working with 

entrepreneurs?  

They do not deliver the expected results in terms of performance of the company, as I 

talked about before.  

· What is your perception of conflicts with entrepreneurs? Who is responsible for 

an arising conflict? 

If you the entrepreneur do not deliver on the set performance targets, there will be 

problem and potentially a conflict about what do with and in the company, as we need to 

look for our own interests.  

4. Responses to Conflicts  

· How do you respond to conflicts with entrepreneurs? Can we have an extensive 

discussion on this issue? 

We try to have a dialogue through our board presence, but sometimes it is difficult to get 

through, since we are only a minority owner of the company and if the CEO has 51 

percent of the share, we might not always get the result we want.  

5. Solutions  

· What are the solutions to solve the conflicts with entrepreneurs that you have 

used/would use?  

See above. We want to act through the board of the company, but sometimes that does not 

work.  

· What could be the worst case scenario in conflict? 

That we exit the company or the company is liquidated, since the businesses will no 

longer work.  

· Do you think the founder CEO has better ability and determination to make the 

venture work?  

We have an extensive screening of CEO’s and entrepreneurs in the companies that we 

invest in and since we primarily invest in more mature companies and in a later stage of 

development, the founder CEO may already be replaced. Furthermore, I believe that many 

entrepreneurs lack the ability to manage companies, as their strength lies more into the 

areas of inventing for instance. But of course it could depend from case to case. 

· If conflicts with entrepreneurs cannot be solved, do you think replacing the CEO 

is an option?  

Yes, if it is possible to do so and perhaps find another suitable position for the former 

CEO in the company, perhaps in product development. But that of course depends on the 

company and its organization whether or not that is possible.  

· Is there anything you would like to add? 

No. 
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Interview-Investa  

1. Introduction 

· Is venture capital a growing business in Sweden? 

I would definitely say it is growing. About 3-4 years ago, it was a lot about investing in 

service companies. These days I think more traditional, heavy, industrial companies are on 

their way back and gets more venture capital.  

· How important is the venture capital industry in Sweden compared to other 

financing options? 

I think it is immensely important, as we add a lot of things aside from the money. We 

bring knowledge to the board, have access to business networks and connections with 

suppliers, customers and we could also be a resource of creativity.  

· How do you manage financial risks? 

We have a number of filters a company has to pass through to get financing from us; we 

do our due diligence and work with our contracting strategies in our portfolio to decrease 

our risks. We are also trying to spread the risks as well as we can and the number of 

portfolio companies is of course an issue in that as well.  

2. Venture Capital business 

· What specific business or ventures you look for to invest in? 

We are investing more in the entrepreneur rather than in a certain industry, as industry 

attractiveness is cyclical. We are also always a minority owner and we want to have trust 

in the entrepreneur.   

· On average, how many portfolio companies you usually in charge of at one time? 

Nomally around 15. 

· How long is your average investment cycle? 

Normally around 7 years, but it could also be 3 years or 10 years. The shortest cycle is for 

service companies, who for instance have good software products ready for the market, 

while others take longer to establish on the market.  

· Which stage of venture capital are you particularly focusing on? (Seed, funding, 

early stage, late stage etc) 

We are focusing on the expansion stage, when the company has entered a larger market. 

But we do also have companies in other stages in our portfolio.  

3. Conflicts 

· How do you implement a process of evaluating your venture partnership with 

portfolio companies?  

That depends, some like to be more independent, while others want more feedback, which 

leads to a closer partnership. Generally we work with every company through our board 

presence though.  

· Have you ever faced difficulties in a partnership? Can you give us some 

examples?  

Sometimes it just does not work with the current CEO and in some case we have been 

forced to appoint a temporary CEO ourselves. Basically everything can go wrong, but that 

is part of the risk in the venture capital business. 
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· What are the main areas of conflict that you have experienced working with 

entrepreneurs?  

Conflicts relating to CEO issues, as discussed previously.  

· What is your perception of conflicts with entrepreneurs? Who is responsible for 

an arising conflict? 

I think we need to be clear what we want as owners and it is important to be on the same 

page as the company in terms of growth goals and so forth. To achieve goals we need to 

apply some pressure sometimes, by for instance withholding some funding until certain 

targets are met. Some entrepreneurs may find that frustrating. But it is a classic case of the 

carrot and the stick here I think.  

4. Responses to Conflicts  

· How do you respond to conflicts with entrepreneurs? Can we have an extensive 

discussion on this issue? 

As mentioned before, we want good monitoring capabilities in the companies we invest in 

and we get that through the board. That is how we respond to the issue and it is our first 

line of communication. 

5. Solutions  

· What are the solutions to solve the conflicts with entrepreneurs that you have 

used/would use? 

The owner’s directive, where it is stated what we expect to happen. And then it is the 

responsibility of the board, through the CEO to make that happen. If that does not happen, 

then we might have to consider changes such as changing the CEO, the board or even an 

exit.  

· What could be the worst case scenario in conflict? 

That we have to go our separate ways and exit the company.  

· Do you think the founder CEO has better ability and determination to make the 

venture work?  

This is of course different for each individual. Large growth ambitions however demand a 

certain type of competence and it is important to find another role in the company for the 

founding CEO in those types of situations I think.  

· If conflicts with entrepreneurs cannot be solved, do you think replacing the CEO 

is an option?  

Yes, as said before.  

· Is there anything you would like to add? 

I do not think the need for venture capital could be emphasized enough in order to 

generate growth in the Swedish economy. Another issue worth mentioning is that it takes 

a lot for an entrepreneur to receive venture capital financing and that many entrepreneurs 
could use some education on the issue and an understanding of the actual demands.  
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Interview- Partnerinvest 

1. Introduction 

· Is venture capital a growing business in Sweden? 

I think so, especially here in the Northern part of Sweden. More and more entrepreneurs 

are opening their eyes for venture capital and vice versa, so this is something that we will 

see more of here.  

· How important is the venture capital industry in Sweden compared to other 

financing options? 

We are an active form a financing in a totally different way compared to debt equity or 

public funding from the government. Furthermore we add competence and a network of 

contacts. So we are definitely a good complement in the financing mix I believe.  

· How do you manage financial risks? 

Since we are rather new on the market we have yet to see the consequences of our 

investments. But we are trying to make the best possible analysis of the companies we 

invest in, in terms of finance, technology and market potential. Furthermore, we make our 

due diligence of the entrepreneur as well.  

2. Venture Capital business 

· What specific business or ventures you look for to invest in? 

We are industry neutral; we are looking for good concepts, with scalable business models 

and good opportunities for future profitability and growth. Furthermore, we want a good 

and driven entrepreneur.  

· On average, how many portfolio companies you usually in charge of at one time? 

Our goal is to have 45-50 by 2014. 

· How long is your average investment cycle? 

We are currently looking at 3-7 years. 

· Which stage of venture capital are you particularly focusing on? (Seed, funding, 

early stage, late stage etc) 

An early expansion phase is our first priority. The business should have been running for a 

couple of years or so and you should have evidence that the business model is working, 

that there is a market and that the company is getting revenue. Not necessarily making a 

profit, but having a cash flow. We should provide a push towards further expansion. Our 

second priority is mature companies looking for further expansion. We also invest in early 

stages occasionally, but then we demand a letter of intent from customers.   

3. Conflicts 

· How do you implement a process of evaluating your venture partnership with 

portfolio companies?  

We demand a seat in the board, so that we can monitor and affect the company. We also 

demand reporting from the company, in terms of financial information, orders, new 

investments. Basically everything that could be of major importance we want reported.  

· Have you ever faced difficulties in a partnership? Can you give us some 

examples? 

You have to be aware of problems, which could be everything from bankruptcy to key 

personnel leaving the company.   
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· What are the main areas of conflict that you have experienced working with 

entrepreneurs?  

Some things needs to be regulated through the contract, we for instance do not want the 

entrepreneur to leave, so we lock him up in the company for x number for years, which 

could be perceived as difficult by the entrepreneur sometimes.  

· What is your perception of conflicts with entrepreneurs? Who is responsible for 

an arising conflict? 

Compared to many other venture capital firms, we are considering ourselves as kind 

money and many others have higher demands for fast growth and profitability than we do. 

So I do not see that as a major source of conflict. We are not that demanding in my belief. 

4. Responses to Conflicts  

· How do you respond to conflicts with entrepreneurs? Can we have an extensive 

discussion on this issue? 

As mentioned, we try to monitor and handle these issues through our board presence and 

through good communication. 

5. Solutions 

· What are the solutions to solve the conflicts with entrepreneurs that you have 

used/would use?  

Again, use the board. All the strategic decisions are supposed to be made by the board, if 

there however occur some problems at the operational level, that could be more 

problematic, but that could also be regulated in the contract. Furthermore, the business 

plan is not allowed to be changed without a joint decision to do so, which should limit the 

conflicts regarding goals as all parties should work according to the set business plan. 

· What could be the worst case scenario in conflict? 

That we choose to exit the company. 

· Do you think the founder CEO has better ability and determination to make the 

venture work?  

That depends; it is a so called hot potato. Sometimes the business idea might be great, but 

the CEO is not right and many times they are aware of their own shortcomings, which for 

instance may be too much of a technology focus.  

· If conflicts with entrepreneurs cannot be solved, do you think replacing the CEO 

is an option?  

Yes, sometimes the CEO lacks the competence to take the venture further.  

· Is there anything you would like to add? 

Sometimes entrepreneurs have a tendency to get too technical and too product oriented in 

both presentations and when writing a business plan, which leads to you may asking 

yourself what the point is with the product or the idea and what kind of customer problem 

it actually solves. Entrepreneurs and their business plans could benefit from a higher focus 
on sales, customers and the market.  
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Interview- Uminova Invest 

1. Introduction 

· Is venture capital a growing business in Sweden? 

I would not say it is a growth industry. Some venture capital firms have a lot of capital, 

but I would say we are moving towards a trend where fewer players control a large part of 

the overall market.  

· How important is the venture capital industry in Sweden compared to other 

financing options? 

That depends on the type of start-up, some may not all require venture capital. As an 

entrepreneur, every financing option needs to be taken under consideration. But obviously, 

for the companies that need us, we are very important.  

· How do you manage financial risks? 

By making a number of investments, you increase the probability for success. We try to 

spread the risks as well as we can, but there are very high risks when entering in an early 

stage, the risk profiles of those ventures are rather extreme.  

2. Venture Capital business 

· What specific business or ventures you look for to invest in? 

Companies with somewhat of a connection to Umeå University and that needs equity in 

the seed stage. The industries are usually medical technology and life science, since Umeå 

has a lot of competence in those areas through the university and they take a long time to 

get to the market and are in great need of money. We also invest quite a bit in IT 

companies, but those also have a greater possibility to manage on their own, without 

venture capital.  

· On average, how many portfolio companies you usually in charge of at one time? 

10-15 

· How long is your average investment cycle? 

To what we would define as a good exit, 7-10 years. Some companies are exited faster 

than that; let’s say 3-5 years before we sell our share back to the founders.   

· Which stage of venture capital are you particularly focusing on? (Seed, funding, 

early stage, late stage etc) 

Mainly the seed stage and we provide more than just the money to those companies, for 

instance our business knowledge, being active on the board and access to various business 

networks.   

3. Conflicts 

· How do you implement a process of evaluating your venture partnership with 

portfolio companies?  

That is mainly done through our seat on the board, which we use to monitor the progress 

of the company and we communicate with the company mainly through that way.  

· Have you ever faced difficulties in a partnership? Can you give us some 

examples?  

For instance we could have a different agenda compared to the founders. That could be in 

the regards to how market activities should be conducted, the growth potential of the 
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company and so forth. As a venture capital firm, you may see a higher potential and wants 

to company to act faster in the market. 

· What are the main areas of conflict that you have experienced working with 

entrepreneurs?  

Here I can point out cost control. Some companies may have an attitude of just spending 

the money after being financed, without really having a focus and control of the spending. 

They may for instance want to have too much staff and focus on product development, 

instead of focusing on sales.  

· What is your perception of conflicts with entrepreneurs? Who is responsible for 

an arising conflict? 

I would say that it is difficult to find good and driven entrepreneurs who understand the 

difficulties associated with a particular venture. So many times the problems could start 

there. 

4. Responses to Conflicts  

· How do you respond to conflicts with entrepreneurs? Can we have an extensive 

discussion on this issue? 

As I have mentioned before, the dialogue through the board is what we use.  

5. Solutions 

· What are the solutions to solve the conflicts with entrepreneurs that you have 

used/would use? 

Again, dialogue through the board.  

· What could be the worst case scenario in conflict? 

That the company is liquidated. If something simply does not work, you have to stop it at 

some point. 

· Do you think the founder CEO has better ability and determination to make the 

venture work? 

That depends. Some can do it and some cannot and realizes that themselves and actually 

wants to step back and leave it to someone else. What happens to the founder after that 

varies from case to case, some may remain in the company, working with product 

development for instance.  

· If conflicts with entrepreneurs cannot be solved, do you think replacing the CEO 

is an option? 

Yes, as some are simply not cut out for it. Sometimes it may not be enough just for the 

founder to step down as the CEO, as sometimes the founder could have problem working 

with the new CEO. Then it may not be possible to keep the founder in the company at all.  

· Is there anything you would like to add? 

What I perceive to be most difficult is to set up the right expectations. Investors have the 

experience, founders  of start-up companies does not and hence it is difficult for them to 

know what to expect, what support they could get and what obligations that they have. It 

is also important to create a shared view about the financing, what the money are 

supposed to cover and what is going the happen after the money is spent.  
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Appendix 4 Interview Transcript-Entrepreneurs  

Interview- Mobenga 

1. Introduction 

· Why did you choose venture capital to finance your company?  

We needed help to accelerate our development. We had good know-how and a good 

product, but we needed help to accelerate. We noticed that things were starting to happen 

at other players in the market and we therefore wanted to avoid being left behind with a 

too small organization and miss opportunities.  

· Did you also try to approach other kind of finance before you decide to go for 

venture capital?  

Yes, I have experience in developing businesses without any external financing, by for 

instance financing through customers, meaning getting revenue before the costs. I have 

also used something I refer to as ”oatmeal financing”, which is trying to have as low costs 

as possible, getting paid as soon as possible, share resources and co-operate with others. 

We have used these techniques before in Mobenga as well. Debt equity was not an option 

due to lack of collateral.  

· What kind of benefits do you think venture capital bring to your business besides 

money? 

It is the fact that you get a new kind of competence into the company. In our case it has 

been about network access and board representation, which has added increased industry 

knowledge. For instance we needed experience and knowledge in the area of international 

marketing, which we have gained through this.   

· In what kind of growth stage is your company currently in? 

Right now we have a finished product and our growth is in sales and opening up new 

markets. I think we would have been in the stage without venture capital financing though, 

but on a much smaller scale.  

· How do you foresee the future of the venture, in terms of performance, growth, 

financing and relationship with the investor? 

Currently we have a finance plan, covering the next three years. We expect to receive 

further funding from our current owners and have a letter of intent that it will happen. We 

received 8 million SEK in the first financing round and we are expecting another 8 in the 

next one, during this year. When that will happen depends on how our growth plan will 

unfold. After that round, we do not expect to need further external financing.   

2. Conflicts 

· How do you evaluate your partnership with the VC firm/firm’s?   

We have regular owner’s meeting, were the venture capital firms obviously are 

represented and where we discuss larger issues related to ownership. I feel that we have a 

good dialogue and from a founder perspective we have not really evaluated it further than 

that we feel that we are all sitting in the same boat.  

· Have you ever faced difficulties in the partnership? Can you give us some 

examples? 

Nothing so far, we feel that we are receiving “kind money” in that regard. In the contract 

there are no clauses which are one-sided to the venture capital firm’s advantage. 
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Furthermore, I really believe that we are sharing the same agenda and that are no hidden 

agenda coming from our investors, meaning that they are sincere and wants to accomplish 

what was outset from the beginning of the partnership. 

· What are your areas of conflict working with VC’s? 

In the case of Mobenga, we have not experienced any real conflicts at all so far, although 

we are well aware of the fact that they could occur. 

· What are the main areas of conflict that you have experienced working with 

VC’s? 

What could be a potentially difficult situation though is if the company gets too dependent 

on the venture capital firm, by for instance being forced to have a high burn rate by the 

venture capital firm, which leads to cash flow problems in the company and then turning 

to the venture capital firm for new money and so forth. Then the venture capital firm is in 

practice controlling the company without necessarily being the majority owner. Another 

area could be goals with the ownership, essentially what you want do and accomplish with 

the company, both in short-term and long-term. 

· Who is responsible for an arising conflict? 

I believe that for such types of conflicts as the ones previously described is the 

responsibility of the venture capital firm, since they are then entering the partnership with 

a hidden agenda.  

3. Responses to Conflicts  

· How do you respond to conflicts with VC’s? Can we have an extensive discussion 

on this issue? 

Our intent for dealing with potential conflicts is by having a dialogue with our investors. 

So far we are all working towards the same goal thanks to having a good communication 

and mutually shared goals in terms of ambitions and performance of the company and we 

hope it will continue to be that way. The ambition is to avoid ending up in court, but in 

our belief our contract covers us pretty well in case of a serious conflict.  

4. Resolutions 

· What are the solutions to solve the conflicts with VC’s that you have used/would 

use? 

I believe that my previous answer covers this.  

· What could be the worst case scenario? 

To me it would be to end up in court of law for interpreting clauses in the contract, which 

I believe could happen if the venture capital firm wants to sell their share of the company 

and there are no buyers on the market.  

· In case the conflict cannot be solved, is the exit of the VC an option for you? 

Those types of issues are covered by the contract. If we should end up in conflicts which 

are not possible to solve, there are specified amounts given in the contract for paying off 

the other party. Furthermore, the company would survive operating on a smaller growth 

plan, but on the other we would not have problem finding financing elsewhere. So yes,, 

we could handle an exit.  
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· Is there anything you would like to add? 

I think that if a company could avoid venture capital financing, they should avoid it. I 

believe that it is healthier for a company to find its own way, since you never really know 

where the money and the business could be. Therefore I see problems to committing too 

much to a business plan in an early stage for a company, which for instance most venture 

capital firms requires you to do. To me it is better to work close to your customers, use 

“oatmeal financing” and in the early stage, conducting the operations on a fairly low scale. 

It is also important to remember that getting external equity is not an exit for an 

entrepreneur, as there is still much or even more work left ahead.  
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Interview– Anonymous Company 

1. Introduction 

· Why did you choose venture capital to finance your company? 

It is mainly due to the nature of our business, where we are making complicated deals 

with our customers and have long product cycles. Hence the company cannot survive on 

one deal, due to it taking too long for the money to arrive. Venture capital furthermore 

gives us greater leverage for growth.  

· Did you also try to approach other kind of finance before you decide to go for 

venture capital? 

We considered customer financing, meaning getting paid before having costs, but then we 

would have needed a consulting business, which we believe would have created confusion 

for our customers. We do not want our customers to own what we do, as we need our 

patent. Furthermore, debt equity from a bank was not an option due to multiple owners. 

We have however received public founding of 5, 5 million SEK from Länsstyrelsen in the 

county of Norrbotten.  

· What kind of benefits do you think venture capital bring to your business besides 

money?  

I see both advantages and disadvantages. One disadvantage could be that the venture 

capital firm is too eager for the company to work with another company in their portfolio. 

Then you as a company are basically investing in another start-up and it takes a lot to scale 

up such deals. The main advantage I see is the board representation, which strengthens the 

company by having a representative who understands the company and the product. 

However, I am an engineer and most investors come from a business background and then 

it could be a little strange for me when they are demanding in-depth financial reporting, 

which basically requires us to hire a business graduate to handle it. For me I feel it is 

idiotic to look at a projected balance sheet for instance, as I do not feel it says anything. I 

also think venture capitalist have little experience in managing a company from scratch to 

a momentum phase. They simply have a problem finding people with the relevant 

competence in many cases.  

· In what kind of growth stage is your company currently in? 

We need further financing in order to expand and take the next step, which are signing on 

American customers, which are close to happening. I think we will explode with a new 

round financing, but right now we had to cut back on market activities due to not having 

the right resources. For instance we are in discussions with a very well-known American 

IT company for helping them with their power consumption. They will make a due 

diligence on us and that will of course look better with more financing.  

· How do you foresee the future of the venture, in terms of performance, growth, 

financing and relationship with the investor? 

I see the potential for a number of major deals, as said before, concerning for instance 

companies in network hardware and database systems. I also believe that we will be 

bought by a larger player before we become profitable. I believe we could be an 

interesting target for router manufactures and large software companies who are making 

big database systems, such as Oracle or SAP.   
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2. Conflicts 

· How do you evaluate your partnership with the VC firm/firm’s? 

For me the worst part is always right before signing the deal and arguing about the 

contract. Then it improves, when we are all in the same about so to speak and we try to 

steer towards common goals. I find it hard that they do not seem to understand sometimes, 

when they for instance can think you are over financed when you in fact are 

underfinanced. We have also been in strange situations where we have raised 2,5 million 

SEK, but only been allowed to use 2. I also believe it would be much better if I as the 

CEO did not have to be involved with the financing. What is good in our case is however 

the very knowledgeable board representative we got, with the right contacts and 

experiences. It is a very good match with the company and the representative, which I 

think is vital.    

· Have you ever faced difficulties in the partnership? Can you give us some 

examples? 

The main thing is the dialogue. They are expecting a level of information as if the 

company had a major staff working with it. Due to the fact that many of them have no 

respect for an entrepreneur’s time, I spend 95% of my time working with finance.  

· What are your areas of conflict working with VC’s? 

As have been said, dialogue, lack of understanding from their part, not allowing us to use 

all the funding and that dealing with them takes up to much of my time.  

· What are the main areas of conflict that you have experienced working with 

VC’s? 

I believe I answered this already, but the main thing is the dialogue and the reporting 

demands really.  

· Who is responsible for an arising conflict? 

If the venture capitalists have a lack of understanding of the company in general, that is 

certainly a base for conflicts.  

3. Responses to Conflicts  

· How do you respond to conflicts with VC’s? Can we have an extensive discussion 

on this issue? 

I simply stopped with the elaborate reporting. Currently I have an administrative assistant 

who just gives the information straight from our accounting system and I also provide 

some information through email. So no monthly financial reports due to a lack of time, I 

have more important things to do, such as working with customer projects.  

4. Solutions 

· What are the solutions to solve the conflicts with VC’s that you have used/would 

use? 

I believe the last question covers this.  

· What could be the worst case scenario? 

They could always find another CEO with a higher focus on financial reporting. But I 

believe perfect reporting is a form of self fraud if the company has problems. Less than 

perfect reporting might serve as wake-up call to the venture capitalists, I believe.  
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· In case the conflict cannot be solved, is the exit of the VC an option for you? 

That is really a non-issue for me. If a conflict cannot be solved it is a question whether or 

not the board has confidence in me running the company or not. What it comes down is 

whether the company could afford to get into that situation? So it is a non-issue for me. 

· Is there anything you would like to add? 

I do not particularly like working with managing a business in some ways and certainly 

not working with anything involving corporate finance. Venture capitalists like to receive 

a business plan where it states that money is supposed to come in and you figures for 

sales, cash flow and so forth. To me venture capitalist wants really over-blown projections 

and wants me to increase the numbers with a factor of three for each year, which I find to 

be bullshit and completely moronic. I base my projections of what I think are reasonable 

and the information that is available. To me this leads to a total dishonesty in the process. 

Furthermore, venture capitalists think I have a problem with my executive 

communication, which simply means that I do not use all the bullshit business words and 

concepts that they are used and like to hear.  
 

 

  



 

 

Page 86 

 

Interview-UmanDiagnostics 

1. Introduction 

· Why did you choose venture capital to finance your company?  

Mainly because it was necessary in order to give employment to the Phd student who 

came up with the product and then to have the opportunity to further market and 

commercialize the product.  

· Did you also try to approach other kind of finance before you decide to go for 

venture capital?  

Yes, there are some research funding available through Umeå University and we applied, 

unsuccessfully. Apparently they do not really like to fund more commercial products.  

· What kind of benefits do you think venture capital bring to your business besides 

money?  

I believe that for instance Uminova Invest have contributed with know-how regarding 

legal issues, management accounting and through their seat on the board, also in areas 

such as strategy and overall business knowledge.  

· In what kind of growth stage is your company currently in? 

We started to make sales last year and have contracts ready. We have estimated 1,6 

million in revenue for 2011. So we are trying to expand on the European market and to be 

real profitable. So we are definitely in a stage of expansion.  

· How do you foresee the future of the venture, in terms of performance, growth, 

financing and relationship with the investor? 

To us it is important to get certified, meaning getting an approval from the Food and Drug 

Administration board. If, and when, we get that certificate, we can get sales agents in 

Europe and we will probably not need any further external funding, but it is difficult to 

say for certain. It may depend on which further up scaling the business may undergo in the 

future. We however make a small profit today already.   

2. Conflicts 

· How do you evaluate your partnership with the VC firm/firm’s? 

No formal evaluating and we do not really ask anything from them besides from money. 

They have however asked us about what we feel about the partnerships thus far and so 

forth.   

· Have you ever faced difficulties in the partnership? Can you give us some 

examples? 

Sometimes I could be surprised about some venture capitalists lack of understanding of 

the concept regarding our product and what we offer. They simply do not get what the 

product is all about occasionally.  

· What are your areas of conflict working with VC’s? 

Some investors might want their money back faster than might be possible, which have 

been a topic for discussion, yes.   

· What are the main areas of conflict that you have experienced working with 

VC’s? 

As previously said, a lack of understanding of our product and a perhaps too early return 

on the investment.  
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·  Who is responsible for an arising conflict? 

That is difficult to say, since every collaboration is a process.  

3. Responses to Conflicts  

· How do you respond to conflicts with VC’s? Can we have an extensive discussion 

on this issue? 

I would say that it could be and must be solved by having good communication and 

dialogue with each other. For instance we have to be able to explain the realities of our 

situation to our investors at the same time as they have to understand that this kind of 

businesses takes time in terms of product development and sales cycles. The way of 

accomplishing this is through dialogue.  

4. Solutions 

· What are the solutions to solve the conflicts with VC’s that you have used/would 

use? 

The same as the previous question. You respond with trying to have a dialogue and solve I 

that.  

· What could be the worst case scenario? 

Well, let’s say that the company has incoming orders from all over the world, but is 

unable to scale up its organization due to lack of capital, since the venture capitalists do 

not want to be a part of it any longer. That would be a bad situation for us.  

· In case the conflict cannot be solved, is the exit of the VC an option for you? 

Right now we could manage it, but in the longer term that investor needs to be replaced 

probably. So in the short term perspective, yes.  

· Is there anything you would like to add? 

There are other bio tech start-ups with similar size that receives much more funding than 

we do. For instance, we find it very peculiar that a company such as Bioinvent could lose 

several hundred million per year and keep getting new venture capital funding. I would 

say that the financial backbone is lacking in the Umeå region. We could have used more 

capital to be more competitive and the lack of capital here is a problem for us and for 

businesses like us in general.  
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Interview- Umbio 

1. Introduction 

· Why did you choose venture capital to finance your company?  

We have more of a thought through financing strategy now. Previously we were 

struggling to get through day by day. During the last two years, we have been focusing 

more on providing a packaged solution, which have led to an increased ambition and 

increased costs, for instance due to investment in hardware. This has made it necessary to 

find new financing and during 2010 we conducted two new issues of stock, targeting both 

business angels’ investors as well as venture capital firms.  

· Did you also try to approach other kind of finance before you decide to go for 

venture capital?  

We have received convertible loans from Norrlandsfonden, which is debt capital which 

could be converted to equity capital.  

· What kind of benefits do you think venture capital bring to your business besides 

money?  

That depends on the specific venture capital firm. Our investors has not interfered or taken 

part in the direct operations of the company, so they are not active in that way. What we 

have got out of it though are access to networks and overall support. The main advantage 

is the commitment, the fact that venture capital firms as owners are pushing the company 

to perform.   

· In what kind of growth stage is your company currently in? 

Sort of a hybrid stage, the company was founded in 2002 and is the world leader in the 

software side. We are now entering the markets of packaging solutions, which is in an 

early stage for us. We are currently in the reference customer stage and trying to open up 

the market. To do that, we are focusing on the food industry first and later open up new 

segments, which for instance could be the medical industry.  

· How do you foresee the future of the venture, in terms of performance, growth, 

financing and relationship with the investor?  

We are looking at attracting some bigger industrial investor, with large resources in terms 

of industrial strength. This is something that will be discussed at the next annual 

shareholder meeting. Mainly we are looking at one new issue of stock in 2011 and from 

that point on being self financed. Our long term budget goal is to increase the revenue ten 

times in five years, from 5 to 50 million SEK and to reach break-even in 2013.  

2. Conflicts 

· How do you evaluate your partnership with the VC firm/firm’s?  

We have no formalized criteria for evaluating it. But we send information to them and 

have the shareholder meeting twice every year and try to discuss the issues that may come 

up. We are also working by the formal owner’s directive, which in our case are four points 

established by the owners that the CEO are supposed to carry out. Generally it is about 

creating value and setting out performance objectives and through those we further 

formalize the partnership.   
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· Have you ever faced difficulties in the partnership? Can you give us some 

examples? 

Not really, our owners are hopeful, are sticking to what they are supposed to be doing and 

act through the board when they find it necessary to do so.  

· What are your areas of conflict working with VC’s?  

I would not necessary call it a conflict area, but an area of discussion is sales cycles. Our 

sales cycle is quite long, which makes the generation of business and money in the 

company a bit slow at times.  

· What are the main areas of conflict that you have experienced working with 

VC’s? 

As I said before, I have not really experienced any thus far.  

· Who is responsible for an arising conflict? 

If a conflict would arise, it is the chairman of the board who is supposed to deal with 

owner related conflicts and the CEO’s job is to support the chairman. The venture capital 

owners are also represented in the board however  

3. Responses 

· How do you respond to conflicts with VC’s? Can we have an extensive discussion 

on this issue? 

In case conflicts would arise, I can see it being based on communication issues. So it is all 

about communicating and informing and having a foresighted planning and strategy. It is 

also about always keeping the channels of communication open and trying to resolve 

subject matter conflicts case by case. Overall it is about having a long term strategy, 

execute on it and from that point measure the result. If the strategy and the results match 

to a large extent, that should make the owners committed and satisfied.  

4. Solutions 

· What are the solutions to solve the conflicts with VC’s that you have used/would 

use? 

As I said before, it is about communication and informative reporting.  

· What could be the worst case scenario? 

Well, I could see two things here. First, a large owner may choose to stay with the 

company, but calls to special shareholder meeting in order to replace the whole board of 

the company. Another bad scenario could be a venture capital exit and then they publically 

bash the company in order to create bad will.  

· In case the conflict cannot be solved, is the exit of the VC an option for you? 

In case there are a number of multiple investors as in our current case, yes. If there are a 

major, only, investor, it creates a financial void for the company which could however be 

fixed. Then it is all about the timing when it will happen, but the share of the company 

still has a value and could of course be picked up by another investor. But then of course it 

is the question of creating new chemistry between the parties and formulating a new 

owner’s directive.  

· Is there anything you would like to add? 

I think it is important to point out that the board could be used as a filter to handle the 

owners. The CEO plays a vital role, but serves at the discretion of the board. I also believe 
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that for a company to grow, it is necessary to add a CEO from the outside and real board, 
with a broad set of competences.    
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Appendix 5 Respondents’ Information  

Venture 

Capital Firms 
Contact Person Telephone Contact Email 

Ackra Invest Arne Morén +46 (0)70349 7316 Arne.moren@ackrainvest.se 

Investa Mats Lundqvist +46 (0)6061 1050 Mats.lundqvist@investa.se 

Partnerinvest 
Monica 
Wikström-
Johansson 

+46 (0)70559 39 94 Monica@partnerinvestnorr.se 

Uminova 

Invest 
Patric Stafshede +46 (0)70688 3655 Patric.stafshede@uminovainvest.se 

 

Entrepreneurial 

Firms 
Contact Person Telephone Contact Email  

Mobenga 
Johan 
Ejermark 

+46 (0)70776 77 33  Johan@popa.se 

Umbio Stefan Nordin +46 (0)70374 57 94 Stefan.nordin@umbio.se 

Umandiagnosti

cs 
Torgny 
Stigbrant 

+46 (0)70645 6429 
Torgny.stigbrant@umandiagnostic
s.com 

Anonymous NA NA NA 
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