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Abstract

Venture capital plays a catalytic role in the entrepreneurial process, which is vital for competitive vibrancy, economic growth and job creation. This is particularly true in the Irish context, where venture capital while still in its infancy is more comparable to the US and UK rather than Continental Europe. This paper investigates investee perceptions on the nature and quality of VC involvement in Ireland and examines their relation with the investees’ assessment of VC value. Overall, we document a life cycle in VC activities. Furthermore, the frequency and type of VC–investee interactions that influence the investees’ perceived contribution of VC to performance also differ over the life cycle.

1. Introduction

Entrepreneurship is important as it contributes to competitive vibrancy, economic growth and job creation. This is particularly true in Ireland, where the 1990s proved to be the golden years, known as the Celtic tiger era. Over the past decade, the population has grown by 12.5%, from 3.56 million in 1995 to just over 4.01 million in 2004, the second highest rate of increase in the EU. Most of this increase was due to inward migration (Global Entrepreneurship Monitor, 2004). During the same period, the number of new enterprises grew dramatically, with Ireland recording the highest business birth rate in the EU.
 Also, the number of applications made to the European Patent Office by Irish firms surged from just 22 per million of citizens in 1994 to 83.6 in 2004. In line with the above figures, real GDP grew by 41% over 1996-2004, while full-time employment rose by 38%. Whilst foreign-owned enterprises accounted for much of this, the indigenous sector was still responsible for 34% of the rise in employment (Forfas, 2005).

To finance entrepreneurship, venture capital plays an important role. Indeed, VC is an intermediate external source of funding (mostly equity), typically used for projects with promising but largely unproven business ideas that require relatively long payback periods and are associated with high risk. These projects are hard to finance by means of bank loans as they have unstable cash flows, few collateralizable assets and activities that are expected to undergo radical restructuring and growth. Venture capital contributions have been astounding in terms of number of new companies created and the industries generated. One of the most famous examples is the creation of Apple Computers through the investment by Arthur Rock in 1975. During that year, Rock invested $1.5 million into the start-up of Apple, which offered consumers a larger choice at lower prices. This spurred demand in the economy for computers while creating jobs in a new industry. When the company floated on the stock exchange three years later, it was valued at $100 million (Bygrave and Timmons, 1992).

In Ireland, venture capitalists also have played a key role in financing entrepreneurship. Recent examples of Irish companies that used VC and floated successfully are Iona Technology (on NASDAQ in 1997) and Clearstream Technology (on AIM in 2004). Yet, venture capital is still a relatively new source of financing as the majority of Irish VC investors were only founded in the mid-1990s (Mulcahy, 2005). Figure 1 shows that funds raised by Irish VCs have grown steadily from only €9 million in 1996 to a maximum of €228 million in 2000. In 2002, funds raised were only marginally down on the previous year, indicating that the Irish VC market outperformed the rest of Europe, where funds raised dropped by an estimated 47%. However, this constancy was only temporary as in 2003 and 2004, VC raised fell significantly. Overall, VC represents 0.18% of Irish GDP in 2003, compared to 0.55% in the US, 0.85% in the UK and 0.20% in Continental Europe. During the period 1996-2002, up to 50% of Irish VC was directed towards early-stage ventures, in comparison to only 20% on average for the EU.
 In addition, VCs in Ireland invest more in high-tech ventures (48% in 1996 and 88% in 2002), compared to a European average of 17% in 1996 and 40% in 2002. Even though there is a trend away from seed and start-up financing in most recent years, the Irish figures are still far above Continental European numbers. EVCA (2005), for example, reports that early-stage ventures account for only 7% of investments in 2004 while replacement and buy-out financing represent 70%.

This paper contributes to the literature by gauging investee perceptions on the nature and quality of VC involvement. Hereby, we first examine whether investees report different VC activities depending on the stage in their life cycle, i.e. early-stage versus later-stage. Given that early-stage investments are relatively important in Ireland compared to Continental Europe, the country likely offers an appropriate context for such a study. In addition, we investigate how the frequency and type of VC–investee interactions influence the investees’ perceived contribution of venture capitalists to performance. By contrast, much of the research to date has focused on the decisions and actions of venture capitalists by surveying VC investors. Specifically, the literature on venture capital up till now largely has examined how VCs monitor portfolio firms, typical VC exit strategies and the returns realized by VC companies. Overall, venture capitalists invest for a specific length of time, normally five to seven years. So, VCs sacrifice short-term liquidity in the hope of significant capital gains at the end of the investment. To reduce risk, they usually provide long-term financing in stages, whereby each stage is linked to the attainment of specific goals. Besides financing, VCs may also create firm value by the advice and services they provide to portfolio firms.

To examine investee perceptions on the nature and quality of VC, a postal questionnaire was sent out to 199 owners/CFOs of Irish companies that received venture capital during the period 1996-1999, which resulted in a sample of 59 investee companies. 61% of the respondents are in an early stage (seed or start-up) at the time of VC entry. Also, portfolio firms are characterized by their small size and the high-tech nature of their product/service, which generally is considered to enjoy demonstrated market acceptance. We find that venture capitalists use a combination of board representation, face-to-face communication and telephone calls to interact with investees. They most often contact each other 6 to 10 times per annum and communicate for 3 to 4 hours on average. Meeting times are largely spent on discussing cash flow, strategy and market issues. Overall, VCs are highly valued by Irish investees, especially for their funding and managerial support. Little support is found for the VC networking role. More important, this study is the first to demonstrate that early-stage recipients of venture capital on average perceive more and different benefits from VC involvement compared to later-stage investees. Specifically, up to 60% of early-stage firms rate the contribution of VC to performance as significant, compared to just 41% of later-stage firms. Early-stage firms’ perceived benefits of VC are largely confined to the provision of additional equity and monitoring of financial performance. Later-stage recipients also consider VCs to be effective monitors, but additionally they see a role for the VC as a sounding board and mentor, its help in forming/managing the board and implementing strategy. Finally, we show that investees deem the contribution of VCs to performance as significantly larger when VCs are effectively involved in raising additional equity, helping form and manage the board, improving strategy implementation and acting as a confident/mentor. Spending significant time on raising additional equity and evaluating acquisitions has a positive influence only for early-stage investees whereas effective monitoring of financial and operating performance, instilling greater cost control/discipline and increased vision are considered to contribute to performance only by later-stage investees.

The remainder of this paper is organized as follows. Section 2 provides an overview of the relevant literature and develops our hypotheses. Section 3 presents our sample. Next, Sections 4, 5 and 6 document our findings whereas the final section concludes this paper.

2. Literature Review and Development of Hypotheses

Equity is likely to be an attractive financing source to entrepreneurial ventures for the following reasons. First, equity allows for a better risk sharing with external financiers. By contrast, debt entails periodic fixed interest payments and capital installments so that the value of the entrepreneur’s equity becomes much more volatile. Second, equity offers more flexibility in generating a return for investors, which is especially valuable when internal cash flow generation is insecure. Early-stage ventures for which initial cash flows are highly uncertain or even negative in the first few years may therefore dislike the fixed payment obligations of debt, especially since control will be turned to creditors following default. Moreover, entrepreneurial firms that need to finance their growth are likely to consume a lot of resources so that debt, with its regular payment obligations, again is not a suitable financing source.

However, with a substantial number of lemons in the market, equity is likely to engender greater adverse selection problems than debt financing. The reason is that low-quality entrepreneurs when raising financing take into account that investors which provided equity find it much more difficult to liquidate their venture after having learned its (low) quality. If private benefits of control are sufficiently large, these entrepreneurs may prefer to continue the firm to the detriment of external shareholders. Also, they may engage in activities that raise their returns/benefits but harm other shareholders. By contrast, creditors can force a firm into liquidation once it defaults on its debt obligations. As high-quality entrepreneurs find it less costly to promise returns in low-output states, adverse selection and moral hazard problems can be reduced by writing financial contracts that have firms paying out as much as possible in low-output states, i.e. debt (e.g., Narayanan, 1988; Hart and Moore, 1989). Alternatively, these problems can also be curbed by the inclusion of restrictive covenants in financial contracts, by requiring board representation, etc. Then, investors – even when providing equity – can force an earlier transfer of control. The literature has shown that venture capitalists indeed include specific contractual features to reduce information and incentive problems, as we argue hereafter.

Venture capital is a form of intermediated, private equity: venture capitalists accept funds from other investors, which they re-invest in high-risk firms with a high growth potential, often in high-tech industries.
, 
 For these firms, bank loans – although also intermediated finance – are less appropriate, as explained above. To deal with adverse selection problems, VCs spend considerable effort in evaluating prospective clients
 and they develop expertise through specialization by industry and investee stage of development (e.g., Dahlstrand and Cetindamar, 2000). In addition, Gompers (1995) finds evidence that VCs stage their investments. The shorter the duration of an individual round of financing, the more frequently the venture capitalist monitors the entrepreneur’s performance and progress and the greater the need to gather information. Gompers studies the beneficial effects of staging on moral hazard problems. Yet, staging may also reduce the incentives of lemons to apply for venture capital, as they anticipate that their firm will be liquidated as soon as its quality becomes known by the VC.

In addition to adverse selection, agency problems of equity are likely to be a serious concern for venture capitalists, which usually assume a significant stake in portfolio firms. Moreover, when VCs take on a preferred equity stake, the equity of entrepreneurs becomes junior to that of VCs and their payoff becomes largely comparable to that of highly levered equity, even when the firm has no debt outstanding. So, entrepreneurs may expend insufficient effort, exhibit expense preference behavior, or invest sub-optimally. Again, venture capitalists include specific features in their contracts to deal with potential agency problems. These include monitoring of portfolio firms (e.g., Gorman and Sahlman, 1989; Gompers, 1995), staging of investments to ensure optimal exercise of investment options and maintaining the option to periodically abandon projects (e.g., Sahlman, 1990; Admati and Pfleiderer, 1994), structuring entrepreneurial compensation schemes and imposing restrictive covenants (e.g., Lerner, 1995), forming the top management team (e.g., Kaplan and Strömberg, 2003), allocating voting rights and securing a large board representation (e.g., Lerner, 1995; Fenn, Liang and Prowse, 1997; Kaplan and Strömberg, 2003).
 The literature thus has shown that VCs play an active role beyond merely providing funding, often participating in strategic issues, for instance by assisting portfolio firms in forming strategic alliances, and even occasionally in operational decision-making. Such an involvement generally means a close collaboration with the firm’s owners/managers. Not surprisingly, VC-backed firms on average have demonstrated revenue growth that is more than double the rate of non-VC-backed firms (EVCA, 1998). There is also evidence that VC-backed IPOs do not suffer from the long-run underperformance reported for IPOs in general (e.g., Brophy and Verga, 1988; Brav and Gompers, 1997).

This study contributes to the literature by arguing that the involvement of VCs is likely to differ across the company’s stage of development or at least that the various VC activities will be valued differently by investees over their life cycle. Churchill and Lewis (1983), for example, argue that firm needs, objectives and management styles vary across the life cycle. First, companies that are in an early stage (seed or start-up) typically have few tangible assets that can be pledged as collateral for bank loans whereas internal cash flows are low and uncertain. Not surprisingly, banks generally are unwilling to lend at this stage and financially constrained entrepreneurs are expected to highly value the financing provided by VCs. Also, as start-ups operate in new markets and/or introduce new products or technologies and as they have no established track record, VC advice and monitoring likely have a large impact on firm value, which will be treasured by VC recipients. In fact, the willingness of a VC to finance the company may add to the firm’s credibility in dealing with other stakeholders whereas the network of the VC may also help to provide contacts with potential customers and suppliers. The VC’s focus on performance and help in making strategic decisions may further boost firm value. Overall, we expect a close collaboration between early-stage investees and their VC, with a lot of frequent and direct communication. During these contacts, strategy, market and product issues likely are an important topic due to relatively high environmental uncertainty.

Once companies have gained further experience and their product has demonstrated market acceptance, their risk tends to lessen as cash flows become more stable and assets become more tangible. Also, information production becomes more constant. Berger and Udell (1998), for example, show this progression in a linear fashion across firm size and age. As a result, firms gain access to other financing sources, such as bank loans, and become less dependent on VC financing. Yet, venture capital may still allow the firm to grow at a faster speed as internal cash flows can be more easily re-invested (higher retained earnings possible). For these firms, the VC is also less likely to add value on a strategic level as the firm has already proven its valuable business concept. Also, the fact that the company receives financing after screening is less likely to give a strong quality signal as there are few lemons left at this stage of the life cycle. Yet, the VC may support the building of the company’s internal organization, help to better plan company growth, assist in professionalizing the firm’s management and board and instilling greater control over the firm’s expenses.

3. Sample Selection

The population of interest is any Irish firm that received venture capital between 1996 and 1999. The original sample was compiled from a list of investees received from Enterprise Ireland, a government organization that seeks to bridge the equity gap for SMEs and that entered the Irish VC market as a limited partner in 1995. Additional data were gathered from press releases by independent VCs. The time frame was chosen so as to provide a sufficiently large sample and enable investees to reflect on the VC’s role in their firm. We identified a total of 199 portfolio firms, to which a questionnaire was sent out by regular mail. The questions in the survey are based on the studies of Sapienza (1992), Sapienza, Manigart and Vermeir (1996) and Mason and Harrison (1996). The postal questionnaires were administered between September and December 2004. A reminder letter and follow-up calls resulted in 59 companies responding to the questionnaire, representing a 29.65% response rate. 61% of respondents are located in the Dublin area while overall 79% of sample firms are clustered around cities. This urban concentration has been documented for the US and the UK as well (e.g., Mulcahy, 2005).

Table 1 shows that in 12% of the cases, Irish VCs entered during the seed stage. More important, nearly 50% of VC deals in our sample concern start-up companies. In addition, up to 29% of respondents reported that venture capital was received during the expansion phase whereas buy-outs represent only 10% of the sample. In line with the above figures, the vast majority of funding (53%) was directed towards companies with 10-49 employees, suggesting that VC in Ireland is largely invested in small enterprises. Table 2 also shows that there is very little investment in companies with less than 10 and more than 250 employees. These two categories are generally associated with seed and replacement capital, respectively. Overall, these percentages are consistent with those reported by the IVCA (2002), suggesting that there is no response bias in our sample. Just over 22% of sample firms were in business for more than ten years. These figures contrast with the ENSR (2002) survey findings, which reveal that 68% of Irish SMEs are more than ten years old (EU average of 60%).
When respondents are classified according to industry, the three main sectors are computer software, manufacturing, and medical instruments/devices. Table 3 demonstrates that computer-related investments (software and hardware) represent the largest industry, i.e. 39%. The industries in our sample all are represented in accordance with investment rates recorded by both Enterprise Ireland (2002) and the IVCA (2002), suggesting again that our sample does not suffer from a response bias. Further analysis of industry across firm size (not reported) reveals that all VC investment in electronics is concentrated in micro-enterprises. Similarly, all VC investment in telecommunications and computer hardware is in small enterprises. The vast majority of investees in computer software, manufacturing and medical instruments/devices are part of the small-firm subsample. The remaining 40% of medical instruments/devices and almost 30% of computer software are invested in medium-sized enterprises. Up to 67% of VC funding in communications/media is invested in medium-sized enterprises. Finally, the large-firm subsample is made up of only manufacturing and other industries.

The majority of respondents (69%) believed that their product/service already enjoyed demonstrated market acceptance at the time of VC entry while only 13% of investees confirmed that their product/service had been developed to a functioning prototype only (see Table 4). The latter is consistent with our earlier finding that only 12% of investees are in a seed development stage. 41% described their product/service as high-tech, but only 17% of investees enjoyed some protection for it. Further analysis (not reported) reveals that all micro- and small enterprises in the sample believed their product/service is high-tech while only 31% of medium-sized enterprises considered this to be true.

4. Venture Capitalist Involvement in Investee Firms

In this section, we first discuss the nature and quality of VC involvement in portfolio firms on a general level. Hereby, we pay special attention to the question whether investee companies perceive VCs to play a role beyond that of traditional financial intermediaries. Also, we examine whether VC activities vary over the investee life cycle, in particular whether these differ between early-stage (seed or start-up) and later-stage (expansion or buy-out) firms.

Table 5 shows that 48% of respondents communicate with their VC through a variety of methods, including board representation, face-to-face communication and telephone calls. Board representation and face-to-face communication on their own account for 29% and 19%, respectively. Venture capitalists thus use direct communication with portfolio firms. The combination of various methods is prevalent among both age groups, but marginally more with later-stage investees. While we find no difference in terms of board representation, face-to-face communication is somewhat more popular among investees that received venture capital at an early stage in their life cycle. This result is consistent with Sapienza, Manigart and Vermeir (1996) who find greater face-to-face interaction for early-stage ventures in Europe and the US.

Most often (42%), Irish investees have formal communications with their venture capitalist between 6 to 10 times per annum (Table 6). Overall, formal communications between 1 to 15 times per year account for 86% of the responses in our survey. So, Irish VCs visit their investees fewer times per annum than their US counterparts, but do more so than their UK counterparts (e.g., Gorman and Sahlman, 1989; Sweeting and Wong, 1997). Some early-stage respondents are somewhat more closely monitored by their VC, with 30% having between 11 and 15 meetings per year. Yet, 22% of early-stage investees communicate only 1-5 times per annum with their VC. Finally, later-stage recipients mainly interact 6-10 times per year.

Table 7 demonstrates that the average meeting time for the majority of investees (52%) is for 3 to 4 hours in duration. For 43% of companies, this lasts for between 1 and 2 hours, while only 5% state that their meetings last more than 5 hours. Later-stage recipients of venture capital have somewhat longer meetings with their VC, which may be related to the fact that they generally meet on fewer occasions, as depicted in Table 6.

Of the topics discussed during these meetings, Table 8 reports that cash flow, strategy and market issues are major themes. So, Irish VCs are mainly involved at a strategic level within their portfolio firms rather than becoming engaged in investees’ day-to-day operations (see also MacMillan, Kulow and Khoylian (1989) for the US). This result is in accordance with the VC relationship investor view held by Fried and Hisrich (1995) and Hellman and Puri (2002). We also find differences in the issues discussed during meetings across the investee life cycle. For early-stage firms, cash flow and strategy issues occupy over half of meeting times on average whereas these issues are less important for later-stage recipients. In both subsamples, one third of firms spend a majority of time on market issues. Yet, there is a substantial fraction of early-stage firms that devote no time on such issues. Compared to early-stage firms, later-stage firms tend to allocate more time to discussing capital expenditures, product/service and human resource issues. For some early-stage VC recipients, asset sales become an issue during meetings.

Next, respondents were asked to rank the significance of the VC’s impact in 19 different activities as identified from the literature (see above). For this purpose, a five-item Likert scale was used, ranging from no significance to very significant. The top-seven of significant activities is reported in Table 9. Raising additional equity dominates the list, followed by board formation/management, evaluation of acquisitions, cost control/discipline, cost/profit awareness, acting as a confidant/mentor and increased vision. By contrast, VC involvement in marketing and networking is of little or no significance (not reported). These results support prior conclusions that VCs are capable of adding value mostly in the area of finance (e.g., Rosenstein, Bygrave and Taylor, 1993; Sapienza, Manigart and Vermeir, 1996). Sapienza, Manigart and Vermeir (1996), for example, compare the value added of a variety of VC roles across four countries from the venture capitalist’s point of view. They find that the role of financier and financial-related advice are rated highest whereas networking roles are considered only of limited importance.
 Interestingly, our research further documents that early-stage recipients assign greater significance to the VC’s help in raising additional equity whereas VC efforts in instilling greater cost discipline/profit awareness are rated more significant by later-stage investees. In addition, we find that some later-stage investees benefit from the VC’s help in forming/managing the board, even though some other firms found this role of no/little significance.

Finally, respondents were asked to rate the effectiveness of VC involvement in 21 different activities, which contain those on the previous list.
 Table 10 demonstrates that in contrast to previous answers, the VC roles perceived as being most effective are dominated by managerial functions while obtaining equity is ranked only fourth. The monitoring of financial and operating performance is deemed particularly effective by later-stage firms, as is the role of the VC as a sounding board and confident/mentor, its assistance in establishing and managing the board and its help in improving strategy implementation. Yet, a large proportion (47%) of later-stage investees considered the VC’s help in implementing strategy as having little/no effect. The two key areas where early-stage firms rank VCs as highly effective are in securing equity financing and monitoring financial performance. In sum, most of the roles that are rated as being both significant and effective take place at the strategic level, with very little intervention at the operational level.

5. Valuation of Venture Capitalists by Investees

Up till now, the value added by VCs has largely been measured by: (a) comparing the early stock returns of VC-backed versus non-VC-backed IPOs (e.g., Brophy and Verga, 1988; Brav and Gompers, 1997) and (b) gauging VCs’ opinion of where they felt value was added to the organization (e.g., MacMillan, Kulow and Khoylian, 1989; Sapienza, Manigart and Vermeir, 1996). This study adopts a different approach by asking investee firms to rate company performance before and after VC involvement and to rank the VC’s overall contribution to their performance. No study to date has surveyed the perceptions of portfolio companies. Furthermore, as the vast majority of Irish firms that received VC over the last few years have not floated on the Irish or any other stock exchange, the first method is not suitable in our study.

Table 11 indicates that 39% of respondents believed that their company performed above industry average after VC involvement, compared to only 15% before. Furthermore, the number of firms performing at and below industry average decreased as well during the time of VC involvement. When the sample is split into those that received funding at an early versus late stage, we find that especially early-stage companies operating at industry average demonstrate improved performance. So, VCs are highly able in helping springboard early-stage firms to commanding positions in their respective industries. Later-stage firms also benefit from VC involvement, particularly those operating below industry average: 30% say they were below the industry average pre-VC investment compared to only 8% afterwards.

Overall, 83% of investees considered the intervention of the VC to be at least somewhat significant, with 7% rating the intervention as extremely significant (Table 12). Whilst more firms at an early stage found the contribution of the VC to performance as significant or extremely significant (51% and 9%, compared to 35% and 6% for later-stage investees), more firms at this early stage found it to be of little or no significance in contrast to those at a later stage, i.e. 22% vis-à-vis 13%. These results indicate that VC investment is much more beneficial for some firms than for others, especially in the early stage.

6. Relation between VC Involvement and their Perceived Contribution to Performance 

In this section, we examine whether there is a significant relation between the frequency and type of VC–investee interactions and the perceived contribution of the VC to firm performance. For this purpose, we applied a one-way analysis of variance (ANOVA) procedure. According to Diamantopoulos and Schlegelmilch (2000), one-way ANOVA gives reasonably good results even when the sample size is small and variables are not normally distributed. In addition, we used a chi-square test to examine the relation between VC involvement and performance contribution.
 The latter test – which requires fewer degrees of freedom – was also applied in the subsamples of early- and late-stage firms, respectively. Table 13 reports all results. As indicated by the F-values associated with the ANOVA analyses, 10 out of the 20 variables that capture the frequency and type of VC involvement are statistically significant in the full sample; these are also significant under the chi-square test, where three additional variables become statistically significant.

The contribution of VCs to performance on average is deemed greater (and significantly so) the longer the duration of communications between the VC and its portfolio firm, when VCs are considered significant for raising additional equity, helping form/manage the investee board, evaluating acquisitions, instilling greater cost control/discipline, acting as a confidant/mentor and increasing investee vision. Furthermore, the contribution of VCs to performance is esteemed larger when investees view them as effective for their monitoring of financial performance, as a sounding board, as a source of equity, helping form/manage the board, improving strategy implementation and as a confident/mentor. In addition to financing the portfolio firm, these roles again are primarily at a strategic management level. Table 13 also reveals some important differences between early- and later-stage investees regarding the relation between VC involvement and VC contribution to performance. Spending significant time on raising additional equity and evaluating acquisitions has a positive influence only for early-stage investees whereas effective monitoring of financial and operating performance, instilling greater cost control/discipline and increasing vision are deemed to contribute to performance only for later-stage investees. Overall, these results are largely consistent with those presented in Table 10. They confirm our hypotheses that investee perceptions on the contribution of VCs in sourcing fresh equity, in determining the firm’s strategy, in monitoring performance and professionalizing portfolio firms differ across the investee life cycle and play a unique role in determining their general concept of the value added by VCs.
7. Conclusions

This research has probed the value adding capabilities of Irish VCs from the investees’ perspective. Our results show that while financing is highly important, Irish VCs play a role beyond that of traditional financial intermediaries. Specifically, we find evidence that they add value at a strategic management level, which is in accordance with the relationship investor view held by Fried and Hisrich (1995) and Hellman and Puri (2002). Interestingly, we document that some VC activities are significantly more valued by early-stage than by later-stage firms and vice versa. On the one hand, early-stage firms benefits of VC are largely confined to the provision of additional equity and monitoring of financial performance whereas they on average attach less importance to their non-financial activities. Later-stage recipients also consider VCs to be effective monitors, but they further see a role for the VC as a sounding board and mentor, its help in forming/managing the board and implementing strategy. Furthermore, we document that the nature, frequency and length of communication differ depending upon the investee stage of development.

So, our results suggest that there is a life cycle in VC activities, which is consistent with earlier findings of Grant (1996), Ruhnka and Young (1991), Dahlstrand and Cetindamar (2000), among others that VCs specialize in industries and firm development stage. Actually, our study provides an additional economic rationale for this by pointing out the contribution to investee value rather than stressing the scale economies of specialization in reducing adverse selection and moral hazard problems. Indeed, we document a relation between the frequency and type of VC–investee interactions and the perceived contribution of VCs to performance. Overall, VCs are deemed to contribute significantly by providing finance, monitoring, professionalizing investee boards and strategies and acting as a confident/mentor. Yet, these perceptions again differ across the investee life cycle, with early-stage firms valuing more the financing role of VCs and later-stage firms stressing somewhat more their monitoring. While our study offers some new insights on the value of VC, a major caveat, however, is that our sample is too small to conduct extensive multivariate research on this topic. Another avenue for future research that results from our study is to simultaneously question VCs and investees on the contribution of VCs in portfolio firms as our results suggest that perceptions may differ across investors and beneficiaries.
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Table 1: Classification of investees by stage of development at which VC was received

	Company stage
	% of respondents

	Seed
	12

	Start-up
	49

	Expansion
	29

	Replacement/buy-out
	10


Table 2: Classification of investees by firm size

	Firm size
	% of respondents

	Micro (0-9)
	6

	Small (10-49)
	53

	Medium (50-249)
	35

	Large (>250)
	6


Table 3: Classification of investees by industry

	Industry
	% of respondents

	Computer software
	35

	Manufacturing 
	11

	Medical instruments/devices
	9

	Communications/media
	6

	Computer hardware
	4

	Electronics
	2

	Telecommunications
	2

	Other *
	31


*Other includes pharmaceutical development, electronic transaction provider, chemical/pharmaceutical, telematics, business services, car rental, distributor of security products, linen rental, engineering, life science services, IT consultancy, vision inspection systems and healthcare

Table 4: Classification of investees by product/service characteristics

	Product/service characteristic
	% of respondents

	The product/service enjoys demonstrated market acceptance
	69

	The product/service has been developed to a functioning prototype
	13

	The product/service may be described as high-tech
	41

	The product/service is proprietary or can be otherwise protected
	17


Table 5: Nature of venture capitalist–investee communications
	Method of communication
	% of respondents
	Early-stage (%)
	Late-stage (%)

	Combination
	48
	39
	54

	Board representation
	29
	35
	33

	Face-to-face
	19
	22
	13

	Over the phone
	4
	4
	0


Table 6: Frequency of venture capitalist–investee communications

	No of times per annum VC communicates with investee
	% of respondents
	Early-stage (%)
	Late-stage (%)

	1-5 times
	18
	22
	17

	6-10 times
	42
	35
	46

	11-15 times
	26
	30
	22

	16-20 times
	4
	4
	4

	> 20 times
	10
	9
	11


Table 7: Duration of venture capitalist–investee communications

	Length of meeting time with venture capitalist
	% of respondents
	Early-stage (%)
	Late-stage (%)

	1-2 hours
	43
	46
	38

	3-4 hours
	52
	50
	54

	> 5 hours
	5
	4
	8


Table 8: Topics discussed during venture capitalist–investee meetings

	Topic of discussion
	Majority of time spent (%)
	Some time spent (%)
	Little time spent (%)
	Least time spent (%)

	Cash flow issues

  Early-stage

  Later-stage
	41

50

33
	45

40

57
	12

10

10
	2

0

0

	Strategy issues

  Early-stage

  Later-stage
	38

53

30
	49

39

50
	11

4

20
	2

4

0

	Market issues

  Early-stage

  Later-stage
	32

35

33
	36

29

33
	22

19

29
	10

17

5

	Capital expenditures

  Early-stage

  Later-stage
	11

13

33
	30

44

33
	23

6

29
	36

37

5

	Product/service issues

  Early-stage

  Later-stage
	8

5

10
	37

35

45
	43

55

30
	12

5

15

	Asset sales

  Early-stage

  Later-stage
	3

7

0
	13

13

11
	10

7

11
	74

73

88

	Human resource issues

  Early-stage

  Later-stage
	2

0

33
	26

32

57
	30

26

10
	42

42

0


Table 9: Significance of venture capital activities
	Venture capitalist activity
	Very significant/

significant (%)
	Somewhat significant (%)
	Little/no significance (%)

	Raising additional equity finance

  Early-stage

  Later-stage
	46

50

35
	30

32

24
	24

18

41


	Helping form and manage the board

  Early-stage

  Later-stage
	29

27

33
	38

41

22
	33

32

45

	Helping evaluate acquisitions

  Early-stage

  Later-stage
	29

30

28
	16

13

18
	55

57

54

	Greater cost control/discipline

  Early-stage

  Later-stage
	28

27

35
	28

18

29
	44

55

36

	Greater cost/profit awareness

  Early-stage

  Later-stage
	25

14

39
	38

36

39
	37

50

22

	Act as confidant/mentor

  Early-stage

  Later-stage
	23

21

25
	30

33

25
	47

46

50

	Increased vision

  Early-stage

  Later-stage
	23

21

25
	27

30

25
	50

49

50


Table 10: Effectiveness of venture capitalist activities

	Venture capitalist activity
	Very effective

(%)
	Somewhat effective

(%)
	Little/no effect

(%)

	Monitoring financial performance

  Early-stage

  Later-stage
	58

46

67
	31

41

28
	11

13

5

	Monitoring operational performance

  Early-stage

  Later-stage
	47

32

61
	36

41

35
	17

27

4

	Serving as a sounding board

  Early-stage

  Later-stage
	41

39

50
	35

44

17
	24

17

33

	Obtaining sources of equity

  Early-stage

  Later-stage
	40

46

28
	20

23

22
	40

31

50

	Helping form and manage the board

  Early-stage

  Later-stage
	36

32

44
	31

36

17
	33

32

39

	Improved strategy implementation

  Early- stage

  Later- stage
	30

18

47
	30

41

6
	40

41

47

	As a confident/mentor

  Early-stage

  Later-stage
	28

24

35
	23

24

29
	49

52

36


Table 11: Company performance before and after VC involvement

	Company performance
	Pre-VC involvement (%)
	Post-VC involvement (%)
	Difference (%)

	Above industry average

  Early-stage

  Later-stage
	15

14

15
	39

41

37
	+24

+27

+22

	At industry average

  Early-stage

  Later-stage
	62

68

55
	54

45

55
	-8

-23

0

	Below industry average

  Early-stage

  Later-stage 
	23

18

30
	7

14

8
	-16

-4

-22


Table 12: Overall contribution of the venture capitalist
	Perception of overall contribution
	%of respondents
	Early-stage
	Later-stage

	Extremely significant
	7
	9
	6

	Significant
	38
	51
	35

	Somewhat significant
	38
	18
	46

	Little significance
	9
	13
	7

	Insignificant
	8
	9
	6


Table 13: Perceived contribution of the VC to investee performance: determinants and differences across the investee life cycle

	Variables
	Mean contri-bution
	One-way ANOVA in full sample
	Chi-square test in full sample
	Chi-square test in subsample of early-stage
	Chi-square test in subsample of later-stage

	
	
	F-value
	p-value
	(-value
	p-value
	(-value
	p-value
	(-value
	p-value

	Nature of communications:

  Combination used

  No combination used
	3.409

3.240
	0.958
	1.000
	0.371
	0.692
	1.260
	0.818
	0.398
	0.670

	Frequency of communication:

  < 11 times p.a.

  ( 11 times p.a.
	3.368

3.285
	2.809
	0.189
	0.248
	0.781
	1.457
	0.676
	0.875
	0.397

	Duration of communications:

  < 3 hours

  ( 3 hours
	2.947

3.555
	2.728
	0.338
	2.607*
	0.085
	3.449
	0.245
	0.000
	1.000

	Majority of time spent at meetings:

  Cash flow issues

  Non-cash flow issues
	3.176

3.416
	1.258
	0.576
	0.304
	0.739
	0.579
	0.782
	1.974
	0.489

	Majority of time spent at meetings:

  Strategy issues

  Non-strategy issues
	3.444

3.280
	1.407
	0.638
	0.178
	0.837
	0.516
	0.767
	0.875
	1.000

	Majority of time spent at meetings:

  Market issues

  Non-market issues
	3.571

3.214
	3.065
	0.246
	0.564
	0.573
	0.649
	0.866
	3.859
	0.159

	Raising additional equity:

  Very significant/significant

  Somewhat/little/no significance
	3.761

2.954
	3.183
	0.200
	3.845**
	0.029
	8.077**
	0.016
	2.950
	0.381

	Helping form and manage board:

  Very significant/significant

  Somewhat/little/no significance
	4.076

3.000
	12.075***
	0.001
	6.630***
	0.003
	9.281***
	0.003
	5.931**
	0.046

	Helping evaluate acquisitions:

  Very significant/significant

  Somewhat/little/no significance
	4.090

3.033
	9.764***
	0.007
	3.499**
	0.023
	7.256**
	0.032
	4.326
	0.204

	Greater cost control/discipline:

  Very significant/significant

  Somewhat/little/no significance
	4.000

3.060
	7.561*
	0.051
	4.426**
	0.018
	2.991
	0.302
	7.183**
	0.017

	Greater cost/profit awareness:

  Very significant/significant

  Somewhat/little/no significance
	3.416

3.272
	0.615
	0.803
	0.251
	0.779
	1.526
	0.807
	1.436
	0.796

	Increased vision:

  Very significant/significant

  Somewhat/little/no significance
	2.913

1.840
	5.415*
	0.024
	5.056*
	0.025
	1.852
	0.174
	3.697*
	0.080

	Act as a confidant/mentor:

  Very significant/significant

  Somewhat/little/no significance
	2.912

1.750
	6.900**
	0.012
	6.261**
	0.012
	2.739
	0.183
	3.790*
	0.090

	Monitoring financial performance:

  Very effective

  Somewhat/little/no effect
	3.730

2.736
	5.300*
	0.051
	6.726***
	0.003
	2.573
	0.417
	7.875***
	0.008

	Monitoring operating performance:

  Very effective

  Somewhat/little/no effect
	3.619

3.041
	2.111
	0.417
	2.064
	0.139
	1.691
	0.700
	4.936*
	0.067

	Serving as a sounding board:

  Very effective

  Somewhat/little/no effect
	3.789

3.000
	3.427
	0.154
	3.786**
	0.030
	4.063
	0.109
	1.532
	0.802

	Obtaining sources of equity:

  Very effective

  Somewhat/little/no effect
	4.000

2.851
	12.754***
	0.000
	9.636***
	0.000
	6.908**
	0.025
	6.298**
	0.027

	Helping form and manage board:

  Very effective

  Somewhat/little/no effect
	4.000

2.931
	13.446***
	0.000
	7.476***
	0.002
	10.919***
	0.002
	5.688**
	0.045

	Improved strategy implementation:

  Very effective

  Somewhat/little/no effect
	4.000

3.032
	7.742**
	0.014
	4.897**
	0.012
	5.304*
	0.085
	8.115**
	0.013

	As a confident/mentor:

  Very effective

  Somewhat/little/no effect
	4.000

3.096
	10.048***
	0.003
	3.879**
	0.028
	5.830**
	0.034
	6.290*
	0.061


***: significant at 1%-level, **: significant at 5%-level; *: significant at 10%-level.

� The authors are very grateful to Damian Rossiter for his work in collecting the data.  In addition, they acknowledge financial support from Technological Sector Strand 1.


� Yet, the ENSR (2002) survey concludes that Ireland still has a substantially lower number of businesses less than five years old as only 14% of Irish businesses are under this age, compared to an average of 21% within the EU.


� Several reasons have been posited to explain why VC participation in early-stage financing differs across countries (e.g., Sahlman, 1990; Black and Gilson, 1998; Modigliani and Perotti, 2000), but these are beyond the scope of our study.


� The modern theory of financial intermediation ascribes the existence of financial intermediaries to delegated monitoring on behalf of investors (Diamond, 1984). In order to keep the firm from engaging in exploitive activities, the intermediary monitors the firm over the course of the relationship to assess compliance and financial condition and exerts control through directly participating in managerial decision making or renegotiating waivers on covenants. As there are scale economies in information production, intermediated financing prevents that many investors need to collect the same information and thus allows to save on monitoring costs.


� In the US, 80% of venture capital flows through independent limited partnerships where the VC’s managers serve as general partners and investors as limited partners, while most of the remaining 20% is provided by subsidiaries of financial institutions (Berger and Udell, 1998). Pension funds are the largest contributor of funds to limited partnerships, leaving behind – which have an equally important stake – banks and insurance companies on the one hand and private individuals on the other hand. In Continental Europe, bank subsidiaries are by far the largest contributor of funds, followed by pension funds. In Ireland, banks are the largest providers of VC, accounting for 20% on average; government agencies represent around 17% (Mulcahy, 2005).


� In line with this, Sahlman (1990) documents that on average only 10% of appeals for funds gets approved.


� It is often argued that entrepreneurs may be reluctant to raise equity when any form of (even expensive) debt is available as debt allows them to keep ownership and control (e.g., Chittenden, Hall and Hutchinson, 1996; Cressy and Olofsson, 1997; Jordan, Lowe and Taylor, 1998). Yet, by raising equity from professional VC investors whose intentions are to ultimately sell their stake, entrepreneurs may be able to re-acquire control over time (Black and Gilson, 1998). On the one hand, if entrepreneurs are able to buy out the venture capitalist in a MBO, for instance by leveraging their company, they can re-acquire full control. This alternative might not be feasible for rapidly growing companies that still consume a lot of cash and for whom high leverage therefore is inappropriate. On the other hand, if their firm becomes listed, distributing shares among a wide investor base may ensure that entrepreneurs de facto control their firm.


� As our sample is not large enough, we are not able to differentiate between these four stages of development.


� By contrast, MacMillan, Kulow and Khoylian (1989) find that VCs in the US rate their activities at a strategic or top-management level as being their most important contribution. Also, Sapienza and Timmons (1989) demonstrate that networking capabilities are rated highest among VC non-financial activities in the US. Overall, these results may suggest that VCs and investees value the role of VCs rather differently and requires further research on this topic.


� Effectiveness was meant to capture the investee’s perceptions on whether VC financing, monitoring and professionalization of the firm had the desired result. It differs from significance, which is classified as importance in the study of Sapienza, Manigart and Vermeir (1996), as this variable only measures the time devoted to particular roles/tasks.


� For the purpose of the ANOVA analysis, contribution is ranked on a five-item Likert scale, with 1=no significance and 5=extremely significant; in the chi-square test, it is rated as 1=very significant/significant and 0 =otherwise. As some cells have a count less than five, we selected an exact significance test (Fisher’s exact test) for the Pearson’s chi-square test.
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