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Abstract: The present research sets out to reach a betteerstehding of the determinants
of Business Angels’ active involvement in makingN8accomplish diverse functions and
building cognitive resources and shared competeanci®Ve propose a framework where
angels’ human capital and cognitive process (inmerof predictive vs. control-oriented
behavior) are key in explaining their degree angetyof involvement with diverse BAN
activities. To test the related assumptions, wedaoted a questionnaire survey with a

regional French Business Angel Network.

In the market for entrepreneurial finance, spedifieestor categories have been shown to play
distinctive roles for the success and performanicgoong entrepreneurial ventures. Two
generic investor categories appear to be espegedlyalent in contributing growth capital to

entrepreneurial ventures: formal venture capitahdi (VCs) and Business Angels (BAS).

Business angels can be defined as “private indalglusing their own money, directly in
unquoted companies in which they have no familyneation” (Harrison and Mason, 1999).
They make an important contribution to closing ¢agity gap for early stage ventures, where
uncertainty is high and funding needs are belown&rVCs’ investment threshold. Beyond
money, BAs have been shown to contribute to yowergwes’ growth and success in various
ways, based on their specific knowledge, skills eoghitive process. It has been argued, for
instance, that BAs contributeheir skills, knowledge and contacts in a varietyirdormal
and formal role$ (Harrison and Mason, 1999, p. 95). Such valueiragldoles consist of
acting as a sounding board for entrepreneurs irldping their strategy, supervision and
monitoring, resource acquisition and mentoring it3ol2008). In fact, empirical results from
Wiltbank (2005, p. 355) make a case for the rolaaive angels in venture success. Research
on the antecedents of active BA involvement id stihrce, but existing results indicate the

importance of certain cognitive features. For ine&g some BAs reach an intuitive grasp of

1 Bonnet is from Grenoble Ecole de Management, Wirtz and Cohen are from University of Lyon-Jean Moulin
(Magellan Research Center).



particular ventures’ growth opportunities, due heit personal experience and knowledge
(human capital), and then are able to translate trexception into professional investors’

predictive language (decision-making style), hedpiaise additional growth capital (Bonnet,
Wirtz, Haon, 2013). Others directly influence a wea’s success or failure through their
specific investment behavior. Wiltbank et al. (2D®&ve shown that BAs whose decision
making style is non-predictive but highly controlemted have lower failure rates than their

highly predictive counterparts but invest on averag smaller ventures with lower rates of
return in case of success. Being control-orientieely closely interact with the entrepreneurs
and potentially exert direct influence on young tuees’ strategic trajectory and managerial
capabilities. Human capital and cognitive featuckaracterizing individual BAs, be it in

terms of knowledge and skills or in terms of demsmaking style, are thus relevant for the

type of angel involvement and, ultimately, youngtuees’ growth and success.

The market for informal venture capital, howeveatfires a very high degree of information
asymmetry, which makes it difficult for early stag&rt-ups to match with the appropriate
angels. That is why, in an effort to narrow the igqwap, there have been numerous
initiatives since the late 1990ties to develop fakivusiness angel networks (BANS). An early
example is Silicon Valley’'s Band of Angels founded1994. In Europe, the number of
operating BANs has increased dramatically. Accaydio EBAN (2014), the number of
BANSs rose from 66 in 1999 to a total of 468 in 2q84 of which in France alone, most of
them with a regional outreach). The setting uprgbaized BANs has been partly sponsored
by public policy initiatives in an attempt to mattee informal capital market more efficient
by raising the awareness and visibility of potdnéagel investment and by reducing
information asymmetry through various matching ése(Arnoudt and Erikson, 2002;
Collewaertet al, 2010; zu Knyphausen-Aufsess and Westphal, 20083. inception and
spread of BANs can thus be qualified as a sigmticahenomenon characterizing the
dynamics of the contemporary informal venture @pitarket. The functions of BANs have
changed over time, from offering mere matching ises/to act as syndicates providing due
diligence, deal structuring and post-investmenvises, as well as contributing to educate
BAs and entrepreneurs (Gregson et al.,, 2013; Leaeigel., 2003; Mason, 2006). Zu
Knyphausen-Aufsess and Westphal (2008) hence fgdatir generic functions which BANs

2 Control-oriented decision making is a cognitive style close to Sarasvathy’s concept of effectuation. While
predictive individuals base their decisions mainly on ex ante predictions of decision outcomes, control-oriented
decision makers do not rely on such a priori estimates but make decisions based on the perception of their
capacity to subsequently influence a project and its performance in various ways while (even unanticipated)
events unfold, based on whatever resources (skills and knowledge) they possess.
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may typically assume to various degrees: (1) mobiéind select capital seeking ventures and
BAs, (2) match ventures and BAs, (3) allow for netking among investors and service
providers, (4) provide consulting services (compeye building) to angels and/or
entrepreneurs (including education of angels aricepreneurs, post-investment monitoring
and resource provision...). The latter function iatks that BANs are potential knowledge
and skill enhancers for their members and the veatthey invest in. In an environment of
scarce resources, the capacity of a BAN to asswsnpotential functions depends on the
active involvement of its members. Though BANSs freatly employ some administrative
and managerial staff (“gatekeepers”) (Paul and Wimf 2010; Zu Knyphausen-Aufsess and
Westphal, 2008), anecdotal evidence shows thatanynBANs deal selection, due diligence
and post-investment monitoring largely rely on aabmumber of active volunteer members.
This can also be assumed to hold true for buildipgnetwork-specific competencies by
leveraging individual angels’ human capital. Act®As can thus be assumed key in a BAN’s
success to deliver added value to its members. Meywéough BANs tend to offer a broad
range of services, which implies complex taskssaassh on the factors driving their efficacy,
on their internal organization and management, andthe way they mobilize the

competencies of their members is still scarce.

Not all BAs share the same cognitive features eremually involved with their ventures. If
being actively involved at different stages in theestment process plays a role in venture
performance, we may presume that a BAN’'s value éddémately depends on those
members who are active. In other words, for a BANe efficacious, it is not necessary that
all its members play an active role. The intenditme spent) and type of involvement (due
diligence, board participation, mentoring, etc.some network members are likely to have a
bearing on the type of outcomes (low failure ratésnany small size ventures, some big
successes in large scale ventures, member sabsfact) of a network’s overall activity.
Testing this assumption is beyond the scope opthsent paper and needs further research.
At this stage, the best we can do is to look at bemnsatisfaction with their network as a
crude proxy of its efficacy. Our goal is more mdtle® understand the intensity and type of
involvement of BAN members. Who are the active #gand what explains their

involvement?

We believe the present paper is the first aimingeathing a better understanding of the
determinants of BAs’ active involvement in makindMs accomplish diverse functions and

building cognitive resources and shared competsenci#/e propose a framework where



angels’ human capital and cognitive process (imseiof predictive vs. control-oriented
behavior) are key in explaining their degree angetyf involvement with diverse BAN
activities. To test the related assumptions, wedooted a questionnaire survey with a

regional French Business Angel Network.

The remainder of this paper is organized as follo@sction 1 presents a brief literature
review on the state of BAN research. Section 2 lbg@sea model of BA involvement in
diverse network activities/functions. Based oniearesearch on angel cognition (Boneét
al., 2013, Wiltbanket al, 2009), it is argued that the contribution to aerinetwork activities
by individual angels is influenced by the more esd predictive and/or control-oriented
character of their decision-making style and byedsighuman capital. In order to test the
model, we analyze the data gained from a questimnrsairvey conducted on a regional
French BAN. Section 3 reports descriptive data fitie survey, which show how network
members perceive the extent to which the BAN abtusmdcomplishes its generic functions.
Section 4 reports the results of the tests of iddiad BA involvement in providing various

network services.
1. A review of BAN activities

According to Becker-Blease & Sohl (2011, p. 718usiness angel networks or groups [...]
are comprised of angels who join with other angelan organized form. Groups provide a
method for angels to pool resources, reduce seath transaction costs, and mitigate
adverse selection and agency ctsktowever, the functions of BANs have changed tigio
time. While first generation networks were merelgyiding matching services between angel
investors and entrepreneurs, a growing number dN8Aow act as groups in which deal
selection, due diligence and deal structuring aerexi between members and co-investment

is quasi-systematic (Gregson et al., 2013; Masoa6R

Following a review of the literature, we proposectassify BAN activities into five broad
categories: (1) matching and deal selection, (3l dgndication, (3) due diligence, deal
structuring and post-investment services, (4) inginand professionalization of angel

investors and (5) BAN governance and management.
1.1Matching and deal selection

In a market characterized by significant informatgaps between entrepreneurs needing to

raise equity and potential angel investors, matgldMEs with BAs has historically been the



raison d’étreof BANs (Mason, 2006). BANs make angel investassble to entrepreneurs,
which is particularly valuable for the less activevestors who do not have a name or
reputation in the entrepreneurial community (Aewttoat al, 2007). Matching is done
through company presentation events, newslettetheinternet (Aernoudt, 2005; EBAN,
2014). To improve matching effectiveness, most BAfgect entrepreneurial projects, and
sometimes coach entrepreneurs, in order to ensatemly high quality and investment-ready
projects are presented (zu Knyphausen-Aufsess aedtphal, 2008). Would be angel
network members are also selected, although theedegf selection varies significantly
between highly selective syndicates counting a lsmanber of high net worth members
(Mason, 2006) and larger, more open networks basedyjeography, common industry

experience or education.

There is no academic consensus on the effectivesfeBANs as matching devices. It is
recognized that BANs have considerably contribtitechise awareness on angel financing, to
increase angel investment activity (Aernoad@l, 2007, Mason and Harrison, 2002) and to
alleviate information and financing problems for upg entrepreneurial companies
(Collewaerdtet al, 2010). However, it seems that some BANSs faiptovide enough good
quality deals to their members and do not succeeaktracting enough angel investors, as
Mason and Harrison (2002) have shown for “first gyation” BANs in the UK. Adverse
selection issues have also been documented. Zuh&gen-Aufsess and Westphal (2008)
contend that, when they help young ventures torbedavestment ready, BANs may blur the
signals that enable angel investors to identifyldbst projects. However, the view that BANs
attract low quality deals is not confirmed by tmepérical results of Collewaerdit al. (2010).

1.2 Syndication

Since BAs have limited time and financial resourcgsdication between them is highly
relevant. Syndication allows BAs to access largsig] to diversify their investments and to
learn from angels with more investment experienderfoudt, 2005). Although it may be
done informally outside organized networks, BAN&ofappropriate conditions to co-invest
as they allow investors to meet regularly, to aescial ties and trust, to gain access to the
same investment opportunities and share experiandeknowledge of various industries
(Christensen, 2011; Mason, 2006). While syndicabetween angels is generally viewed as
having a positive economic impact by contributingeduce transaction costs and to mobilize
funds from less experienced angels (Mason, 2006)lask empirical data on its extent and
impact. According to EBAN (2014), 67% of BANs offayndication services, but the
5



proportion of investments that are actually syniidais unknown. San José et al. (2005)
mention that syndication is still underdevelopedEurope compared to the US. In the UK,
Mason (2006) notes a rapid increase of the prapoiif syndicated deals in BANs between
the mid-90s and 2003. Syndicated deals corresppnarious types of situations: packaged
investments offered to investors operating indepatid from each other, ad-hoc deal-
specific syndicates formed by BANs, and organizedeh syndicates or funds (France
Angels, 2015; Mason, 2006).

In addition to offering co-investment opportunitiegh other angel investors, some BANs are
also part of co-investment schemes with governmamiported VC funds aiming at
complementing angel funding with public funds.

1.3Due diligence, deal structuring and post-investnsamvices

In 2002, Mason and Harrison noted that UK BAs wa&ften dissatisfied with the quality of
investment proposals they receive and frequentily téa negotiate acceptable terms and
conditions with entrepreneurs. They called foreéheergence of a second generation of BANs
that would offer due diligence, pricing and dealisturing services in addition to a mere
introduction to investment opportunities. The ra#ile in offering theses services is to
increase the probability of the completion of ald@&rnoudt et al., 2007) and to share costs
and expertise between angel investors. There deree that 50% of European BANs now
propose these services (EBAN, 2014). According tasdh (2009), one third of BANs
operating in the UK in 2008 were commercially otezhnetworks offering due diligence and
negotiation services. Although data on post invesinservices is scarce, anecdotal evidence
shows that BANs and syndicates frequently delegegmbers to the board of directors or to
the strategic committees of investee companieyrder to monitor management and to

provide resources such as strategic advice andomiegt

While the proportion of BANs offering value addeensces such as due diligence, deal
structuring and post-investment services has isegkan recent years, the long term viability
of these networks has been challenged. As Zu KnygdraAufsess and Westphal (2008)
contend, the presence of experienced serial argeécessary for a network to provide value-
added services and to attract unexperienced vaggels. However they note that the more
experienced angels may not need services thaththey the ability and/or the preference to

perform themselves.



1.4 Training and professionalization of angel investors

An important limitation to the development of thdarmal VC market lies in the fact that
unexperienced “virgin” angels often do not masher tisk-analysis of a young venture and
the process of an equity investment. They therefamunter difficulties in making their first
investment even if they have the desire and thantiral capacity to become an angel investor
(Aernoudt, 2005; Mason and Harrison, 2002). Expeee angels also recognize that they
need to improve their investment skills (San Jasd.£2005).

BANs may play an important role in providing traigito BAs. According to EBAN (2014),
87% of European BANSs provide training for investdvkason (2009) indicates that training is
mostly offered by second generation BANSs (i.e. ptmg more than matching services) since
the 2000’s. In addition to organizing training sess for members, BANs, as well as their
national federations, contribute to professionalingel investing by designing formal tools
such as due diligence check lists, company valnatiodels, codes of venture-governance
(France Angels, 2011).

Some BANSs also offer training services for entreprgs in order to make their firms
“investment ready” (Mason, 2009). The objectivalafse programs is to increase the number
of investable deals that BAs receive, as many prereurs lack a good comprehension of
investors’ expectations and selection criteria (dMaand Harrison, 2002). However, these
programs have been criticized as having a poteatiaérse selection effect by attracting low
quality deals (Christensen, 2011) and by deteilimgahe signaling quality of business plans
and management presentations (zu Knyphausen-Auwdses@/estphal, 2008).

1.5BAN governance and management

The governance and management of BANs relate toiteet that are usually performed by
the networks’ boards of directors. They includeksasuch as monitoring the network,
contributing to strategy formulation, and gatheriagternal financial and non-financial
resources. The latter includes actions such aglibgila network of partners at a local or
national level (other BA networks, VC firms, bankmofessional service firms, public
authorities, trade associations) and lobbying ajalland tax issues. These actions aim at
enlarging the deal flow and the investment capaeihd at securing financial resources for

the network.



2. A mode of BA involvement in BAN activities

The literature review on BANs shows that angel eks provide a variety of services. Most
of them are ultimately related to different meclsams of venture governance: creating deal
flow potentially enhances the efficiency of theoimhal venture capital market and thus
influences ownership and control, due diligencevedl for ex-ante monitoring by reducing
information asymmetry, board representation poadigti enhances post-investment
monitoring and strategic advice, etc. However, Badlivities are often presented in purely
empirical terms and a significant proportion of thelated literature remains highly
descriptive. In order to better understand thevactnvolvement of individual angels in
various BAN activities, it is helpful to create trg-based categories. To make some progress
in this direction, we suggest to refer to recerdlgses of governance that integrate a strong
cognitive component, since most BAN activities arere or less directly related to young
venture governance and investors at the seed &tegearticular cognitive challenges related
to conditions of strong uncertainty (Wiltbank et, @&009). Governance can be broadly
defined as all mechanisms which govern the condithp managers and entrepreneurs. As
such it is a complex multilevel system (Uhlaner,ight & Huse, 2007; Charreaux, 2008;
Wirtz, 2011): diverse mechanisms, some specifia teenture (e.g. the board of directors),
others more general (e.g. the market for contnolract dynamically and play various roles.
More specifically, the actors involved (BAs in atase) may assume disciplinary, cognitive

and/or behavioral roles when they get involvedamegnance.

Since we want to understand BA involvement, the ahanalysis of the present research is
the individual BA. With respect to a BAN, individuangel involvement may actually
concern two distinct levels of analysis: (1) invaivent in the governance and management of
the network itself and (2) direct involvement iretgovernance of specific target ventures.
Involvement at either level may eventually enhaB#eN efficacy. The first level has an
impact on the more or less smooth functioning ef nletwork and the acquisition of shared
competencies, whereas the second level is likelyhdaoe a bearing on the network’s

investment outcomes.

Moreover, the literature on governance roles, bm igeneral terms or more specifically

focused on an entrepreneurial setting, teachdsatisrivolvement in governance activities can

take on different forms and make the governancehar@sms play different roles (Zahra &

Pearce, 1989; Uhlaner, Wright & Huse, 2007). Hegoeernance can act as a behavioral,

cognitive, or disciplinary lever (Charreaux and W&jir 2006; Wirtz, 2011). Standard
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explanations of governance heavily rely on agehepity (Daily, Dalton, Cannella, 2003) to
help understand the involvement in discipline-emragn governance activities, as a
consequence of economic incentives based on tienhabt of maximizing expected utility
(Jensen and Meckling, 1976) (predictive logic). ®ese- and knowledge based theories
(Penrose, 1959; Barney, 1991; Zahra and Filatotch@04) show that, depending on their
individual knowledge and skills (human capital) amal their cognitive characteristics, the
actors of the governance process shape collegaraihg and resource acquisition in an open
world where future outcomes are co-constructedectillely. Based on the preceding
discussion, we propose a typology of BAN activiti@scording to two dimensions: (1)
governance level (network/venture) and (2) govecearole (financial discipline/cognitive

lever).

Figure 1- A Theory-Based Typology of BAN Activities

Venture governance BAN governance and
management

Financial discipline and - Deal selection and - Deal flow
information management matching - Forming and
(theory background: standard - Due diligence managing angel
financial modelling based on - Deal structuring syndicates

a predictive logic of rational (price and contracts - Creating formalizec
expectations and maximizing negotiation) information-based
expected utility in risky - Post investment tools (due diligence
environments: agenagy monitoring (financial checklist, code of
theory) reporting, ...) venture governance
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- onitoring of

network activities and
gathering external

resources (board
participation)
Skill  enhancement and - Strategic advice - Training seminars for
knowledge management - Post-investment members (BAS)
(theory background: mentoring - Participation in the

formulation of BAN
strategy (board
participation)

conceptualize  the  join
construction of idiosyncrati
(cognitive)  resources i
uncertain environments
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logic)
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Financial discipline is achieved through various nitmring mechanisms and incentive
schemes which are meant to reduce agency costshasdenhance value, when a young
venture sells outside equity (Jensen and Mecklit§76; van Osnabrugge, 2000).
Accordingly, angel involvement in disciplinary gomance at the venture level concerns
activities such as due diligence, financial repaytietc. Angel involvement in cognitive
venture governance may take on the form of stratagvice given to the entrepreneur and
post-investment mentoring. At the BAN level, thetwmk's board members may play
different roles according to circumstances: anggls serve as directors play a cognitive role
when they are involved in the formulation of BANasegy. They exert financial discipline,
when they monitor network activities. Consequertlgtive involvement in BAN boards can
serve both, disciplinary and cognitive purposesnt@iouting to deal-flow is, in the first
instance, an information related matter. It helps BAN in reducing information asymmetry
for its members. The organization of training searsnat the BAN level potentially enhances

the network’s collective skills and knowledge sitdtonsequently a cognitive activity.

Now that we have characterized different activitiedated to BAN governance and
management, how can the involvement of individuAlsBn different BAN activities be

explained?

For a participant in the governance process (aivithehl BA) to be able and willing to
assume certain disciplinary and/or cognitive rokes,specific human capital (knowledge and
skills derived from education and experience) (Knd Sundaramurthy, 2009) and cognitive
process (decision making style) (Wiltbank et aD0®2) can be expected to be of great
importance. Hence, to get involved in exerting ficial discipline presupposes the existence
of financial incentives and a decision making stylkich is in line with the economic
rationale of expected utility maximization (predief). Being able to contribute relevant
cognitive resources may depend on specific humaitataand also on certain cognitive
predispositions. In fact, especially in the contxyoung ventures, cognitive process features
which allow an individual to decide under condisaof strong uncertainty (Sarasvathy, 2001)

may explain certain forms of involvement.

Wiltbank et al. (2009) show that BAs’' decision-makistyle influences their investment
behavior and the way they get involved with the tuess they invest in. Based on
Sarasvathy’s work on effectuation, they propose measures of decision-making styles:
prediction and control orientation. A predictivepapach to decision making means that an
individual's cognitive process and decision makstgngly rely on formal tools helping to

10



predict future outcomes. Typically, that is the wayestment decision making is taught in
standard courses of finance, where the rationaisid@ecmaker is supposed to choose
investments that maximize net present value. Datisiaking thus heavily relies on ex-ante
prediction according to the rationale of maximiziegpected utility. Highly predictive

individuals need access to all relevant existinfjormation helping them to make

unambiguous predictions from objective data.

H1: At the level of venture governance, predictive Bget more involved in disciplinary
activities and information management than noniptee BAs (deal selection, due

diligence, deal structuring ...).

H2: At the level of BAN management, predictive BAs gaire involved in the establishment
and promotion of standard tools for venture govecealdue diligence checklist, governance
code of best practice ...) than BAs with a weak potaoln orientation.

Control-orientation is a different approach to demm making, although it is not necessarily
opposed to prediction. Certain individuals can schbigh on prediction and on control-

orientation. Others, however, are non-predictivel aontrol oriented. The latter adapt to

circumstances as events unfold. They are not tchppetatic ex-ante reasoning, but make
decisions based on their perception of the po#s#isilof active intervention whenever

necessary, making the best of the existing reseurcgiven circumstances. What is more
important to control-oriented individuals than ablie predictions about future outcomes is the
perception that they have the capacity to actiuglyence the course of events, even though
the latter may not be anticipated, as is the aaseghly uncertain environmeritdt can hence

be supposed that control-orientation favors cowtirsudirect intervention in various activities.

H3: Strongly control oriented BAs spend more time #iNBactivities than individuals with

weak control orientation.
Control orientation implies the possibility of contous interaction, hence

H4: At the level of venture governance, strongly coingrriented BAs get involved in post-

investment activities.

3 Concerning the distinction between risk and uncertainty, the interested reader may refer to Knight (1921).
Rational expectations and the ability to maximize expected utility suppose the existence of a risky
environment. In fact, risk means that possible future states of the world are known and can be assigned a
probability distribution. Under conditions of strong uncertainty future states of the world are not predictable.
Standard financial tools are based on the notion of risk but not Knightian uncertainty.

11



H5: At the level of BAN governance, strongly contraliemted BAs get continuously

involved with the board of the network.

Where predictive decision making strongly relies thre prospects of future returns
established on the basis of existing informatioontml-oriented individuals (effectuators)
rely on their personal resources and adapt to digieel circumstances as events unfold. This

may in turn favor a focus on the development otgecognitive resources.

H6: Control-oriented BAs get more involved in skilllemcement and knowledge acquisition

than those who score low on control-orientation.

The will and motivation to get involved in BAN agties is one thing, the ability to do so
another. Individuals differ with respect to humaapital and the latter influences the
capability to perform various activities. The acgtion of human capital (knowledge, skills,
competencies) depends on education and trainingielisas on-the-job experience (Becker,
1964). It is reasonable to assume that BANs tenaserationally the competencies of their
members. Therefore we can expect that network membbhose education or experience
grants them specific capabilities to perform giaetivities will tend to get more involved in
such activities. Past research on formal VC suggistt finance experience helps investors
with analyzing the financial projections proposeyl the venture seeking funds and with
having a good understanding of the valuation andl d&ucturing process (Dimov and
Shepherd 2005; Walske and Zacharakis 2009). Itemsanable to suppose that BA
involvement in the exercise of financial discipliaed the limitation of potential agency

conflicts is enhanced by the acquisition of a groalture in standard finance. Therefore:

H7: Having acquired financial experience or trainisgopsitively related to the exercise of

disciplinary governance activities (due diligendeal structuring, ...).

Certain cognitive BAN activities, such as the fofation of BAN strategy, mentoring and the
provision of strategic advice to entrepreneurs gtost likely require specific managerial
skills. A strong previous experience in the forntiola and conduct of strategy, as an

entrepreneur, top manager or CEO may be consideteel especially helpful in this respect.

H8: A strong strategic experience positively influemcBA involvement in cognitive
activities (formulation of BAN strategy, providinghnentoring and strategic advice to

entrepreneurs, ...).

12



3. BAN functions, BA involvement and cognition: descriptive statistics from the
survey
In this section we present our data collection methsample features, and descriptive

statistics.

3.1Data collection and overall sample features

a. Data collection
A questionnaire containing a total of 35 questiafas posted on Monday, February 9, 2015
on the internet. The link to the questionnairefplah was sent to members of Business Angel
Network Savoie-Montblanc Angels (SAMBA)his BAN is located in the Rhbne-Alpes
region. The region is known for its dynamism angémse entrepreneurial activity and hosts
some of the larger and more dynamic angel netwiorksance.
The survey instrument covers four types of data: itldividual characteristics of business
angels (age, gender, ...), their overall and spesiitisfaction with network services, their
involvement in specific BAN activities, and theieadsion making style and human capital
features (dimensions of prediction and contasl well as experience strategy, marketing,
finance, as a CEO, as an entrepreneur). Appendigntains a summary of the principal
variables measured through the questionnaire. fii@lisurvey instrument was developed
and discussed with the director of the Savoie-Miamib network and ourselves and pretested
by four network members.
The survey was conducted online with Qualtrics syrsoftware. Initially an e-mail invitation
to participate in the study was sent by network agans to the members. A reminder was
sent approximately six weeks later.
At the closure of the online survey, the total nembf respondents was .8%hirty-nine
responses were incomplete, taking the exploitadiepte to 46 Business Angels. The total
population of SAMBA network members is estimatecb&197 which results in a response
rate of approximately 23%. This is consistent vatlor studies investigating business angels
networks in the US and the UK.

b. Sample features
Our respondents’ characteristics are close to theperted in earlier studies in France
(Bonnet and Wirtz, 2013). They are mostly men (93.and they are 59 of age on average.
82% of them hold a degree of higher education (endstel for 52 % of them and doctorate
level for 30 %). 63 % of them are professionallyivac (entrepreneurs account for 24 %) and
37% of BAs are retired. They are at 76% subjegtdalth tax.
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c. Investment
80% of the 46 respondents have at least made omstment, and 76% of respondents have
made their investment inside the BAN. Since thest finvestment, BAs have on average
primarily invested via a network in 3 ventures. Beg directly investing in individual
ventures they have also invested once or twicerdgecof 1.67) in funds organized by the
network (SIBA, Business Angels Investment Fund).
The cumulativenvestment per active angel in our sample (totadesine/she started to invest)
is below €25,000 for 8% of respondents; 41% indi¢avesting between €25,000 and 50,000;
32% indicate investing between €50,000 and 100,6@d, only 8% above €500,000. For
investments made via BAs networks: None of the BAweyed think they will multiply by
more than 2 the value of the capital invested.8@26 believe this multiple to be between 1
and 2. 37.14 % recover roughly the amount inveatedl 20 % think they will get back less
than the amount invested. For investments made Aly Biembers outside their networks:
13.64 % of Business Angels surveyed think they willltiply by more than 2 their initial
investment and 13.64 % believe this multiple tdbaveen 1 and 2. 45.45 % recover roughly

the amount invested and 27.27 % think they willlggtk less than the amount invested.

3.2 Overall satisfaction with network services

38 out of 46 respondents are satisfied or totalisBed with their network; Angels who are

actively involved and those who are passive aralggsatisfied (mean score of satisfaction
=4.09 on a five-point scale). Member satisfactioaynbe considered as a crude proxy for
value-added. Indeed, it is reasonable to suppadeathigh score of satisfaction implies that
respondents perceive added value in a BAN.

Beyond overall satisfaction, we can observe 35 au#i6 respondents who find that the
network has made progress in terms of professizatédn over the last 10 years and for 21 of

them, this is one of the reasons that actuallyHed to join a network.

3.3 Satisfaction with respect to specific netwakgEes
Satisfaction depends on the delivery of certainvogt services. It was measured on a five-
point scale for various items. BAs assess the lisn@r services) of their network by the
number of investment opportunities (3.96) and dyal the investments (3.78). For BAs, the
network gives them the tools needed for a mor@matiapproach to investment (4.13) and
contributes to the fact that the activity of BAsshegreater recognition by public authorities

(4.2), by entrepreneurs (4.09) and other finanagfegsionals (4.02). BAs consider their
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investor role as a provider of knowledge and skillbey benefit from other members’
experience and skills (4.04). BAs consider thatrthetwork contributes to local economic

development (4.39). Table 1 summarizes the resgomile an average score above 3.5.

Table 1- Satisfaction with BAN services (on a figat scale)

Statistic Mean Staf‘d‘f’“d
deviation
. " 3.96 1.25
The BAN allows me to have access to a greater nunfbavestment opportunities
The investment opportunities offered are of goodlity 3.78 0.99
The details given by the network on the evolutibcltanges in tax regulation are help 387 1.38
to me ' ’
Being a member of the network allows me to devehypersonal contacts 3.91 0.86
The network contributes to local economic developime 4.39 0.65
| can bring my experience and expertise to the or¢w 3.70 0.94
n get benefit from the experience and expediisgher network membe 4.04 0.63
The network plays an active role in the recognit@nBusiness Angels by financial4 02 12
professionals (banks, venture capitalists... ) ' '
The network plays an active role in the recognition the legitimacy of Business Ang 4.2 1.09
to the public and public authorities ' ’
The network plays an active role in the recognitbBusiness Angels by entrepreneurg 4.09 1.09
The network provides tools and services that enalpégional approach to investment (g
. 4.13 111
diligence, assessment methods, shareholder agressrgend governance charter.)

3.4 BA involvement

Network services that underpin member satisfacli@nto a large extent provided by certain
members themselves. Services and the resultingfazton are hence likely to depend on
active BA involvement. Not all BAs are however elfuanvolved. Involvement in network
activities in terms of overall intensity (hnumber addys/time spent in network activities) and
type of involvement are generally heterogeneous3%4of responding angels can be
considered as strongly involved, investing at |€adays per year in BAN activities. There is
also heterogeneity concerning different types ofoimement. 97.83 % of BAs attend
company presentation events at least once a yearuéh smaller proportion of BAs bring
investment opportunities (30.43 % contribute tol dleav), participate in the pre- selection of
investments ( 41.30 %) and get actively involved due diligence (47.83 %). 41.3%
participate in post-investment monitoring. Tables@mmarizes the percentage of yes/no

respondents for the various activities.
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Table 2 — Involvement in BAN activities

Answers % Yes % No
1 Deal flow: You bring investment opportunities. 30,43% 69,57%
2 You attend at least once a year company pregamtatents 97,83% 2,17%
3 You attend at least once a year training sessions 60,87% 39,13%
4 Formal pre selection : You contribute to the ggfection of investments 41,30% 58,70%
5 Due diligence: You contribute to due diligence aaméng investments 47,83% 52,17%
6 You lead training sessions for members 8,70% 91,30%
7 Post investmentYou take part in the post-investment supervisibuentures 41,30% 58,70%
8 You are a member of the board of your network 26,09% 73,91%
You are a director or member of the investment cdtamof a fund organized by yo
9 network 19,57% 80,43%

Table 3 (below) establishes a correspondence ofitémes measured in table 2 with our
theory-driven typology of BAN-activities describ&ud Figure 1. The corresponding items in
table 2 are indicated in parentheses; i.e. dugeatitie activity is measured by item 5 of table

2.

Table 3- BAN-activity-typology

Venture governance

BAN gover nance and management

Financial discipline and -
infor mation -

Due diligence (5)
Formal

pre-selection 0

f

Deal flow (1)
Monitoring of network activities

management potential deals (4) > BAN board participation (8
- Post investment monitoring > BAN general meeting (2)
@) » BAN-fund investment
committee and board (9)
Skill enhancement and - Training seminars for membef
knowledge management - Post-investment mentoring (BASs) (3,6)

(7)

Participation in the formulatio
of BAN strategy (board
participation) (8)

3.5Decision making style and human capital

+ Decision making style

The items used to measure prediction (4 items)canttol (2 items) were developed based on
the literature (e.g. Wiltbank, Read, Dew and Satigy 2009; Bonnet, Wirtz and Haon,
2013) and selected to fully capture each conceptodling to Bonnet et al. 2013, they are

formative. We used a five-point Likert scale andp@ndents rated their agreement or

disagreement with each item.
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The following items are formative measures of prgdn. Mean scores for our sample feature
in parentheses.:
- When you evaluate a venture’s strategy, you stingy strategy of competitors
(mean 3.76) ;
- When you gather information on the project, youdgtexpert forecasts. (mean
3.61);
- When you look at the forecasts for the project, wsa them to establish the net
present value of the company (discounted cash jldwsean 3.33) ;
- You base your decision to invest on the interntd dd return (IRR) of the project
(mean 3.2).
Control orientation was measured by the followitegns:
- When assessing the venture’s strategy, you thiokitaihe way you can contribute
to it. (mean 3.61) ;
- You base your decision to invest in the projectl@value added that you are able
to deliver through your accompaniment of the comyp@nean 2.78)
The descriptive statistics for these variablesueag) the percentage of high prediction and

high control individuals (measures of at least 4fanLikert scale) are presented in table 4.

Table 4 - Descriptive statistics for high predictiand control

- ) strongly Total -
Prediction oriented Agree agree Percent Responses Mean Median
When you gather information on the project, Y 23 10 71.70% 16 361 4

study expert forecasts.

When you look at the forecasts for the project, you
use them to establish the net present value of 28e 5 60,90% 46 3.33 4
company (discounted cash flows).

When you evaluate the venture's strategy,

0,
study the strategy of competitors 28 e el o e &

You base your decision to invest on the inte rﬁ

0,
rate of return (IRR) of the project 3 43,50% 46 3:20 3
Control oriented Agree sllizuiglly Percent Taiiel Mean Median
agree Responses
When assessing the venture’s strategy, you { 20 1 67.40% 16 3.61 4

about the way you can contribute to it.

You base your decision to invest in the project on
the value added that you are able to deliver thrgud 5 32,60% 46 2.78 3
your accompaniment of the company

Descriptive statistics show that there is hetereggnamong angels concerning decision
making style. Although a strong proportion of BAghin the BAN have a highly predictive
approach in their investment decisions, that is thet case for all of them. Depending on
items, the proportion of respondents scoring higinimum of 4 on a five-point scale) on

prediction varies between 43.5% and 71.7%. Prapusti of highly control-oriented
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individuals are 67.4% or 32.6%, depending on wliem is considered. So we can conclude
that not all angels of our sample share the sangmittee process when it comes to
investment decision making. Highly predictive aisgghare a quasi-rational decision-making
style, where investment decisions follow a logicnoéximizing expected utility, whereas
angels that are non-predictive and strongly cordr@nted act as effectuators. Heterogeneity
in our sample in terms of angels’ cognitive proaesan interesting result in itself, which may
have important consequences for BAN members’ behatzarlier research has shown that
decision making style has an impact on investmenget profile and investment outcomes
(Wiltbank et al., 2009) and on BA co-investment hwprofessional VC-funds, the most
predictive BAs being the ones that are most likiglyinvest alongside professional VCs
(Bonnet, Wirtz, Haon, 2013), since they are abledommunicate in the same conceptual
language of standard financial economics. In th#odong section, we will test if
heterogeneity in decision making style of individss also has an impact on the inner

workings of BANSs.

Human capital

« Professional experience », a basis for the atigmisof human capital, was measured by
asking Business Angels to report the number of syegrent in each function. We then
considered that to have acquired a significant egpee in a certain function, on-the-the-job
experience of at least one year is required. Wedamneated a series of binary variables
coded 1 if there was a certain experience (for garms an entrepreneur or a CEO) and 0 for
no such experience. The variable “entrepreneucdded (1= worked as an entrepreneur over
one year / 0= worked less than one year as anpeatreur), based on BAs’ answers. Table 5
indicates summary statistics of respondents witttaoe human capital features: strategy,
marketing, finance CEO, entrepreneur. As reportectarlier research (Bonnet, Wirtz &
Haon, 2013), many BAs have an entrepreneurial bvackgl. Indeed, 21 of our respondents
(45.65%) declare having an entrepreneurial expeei¢N=46) and 78% have an experience
as a CEO.
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Table 5 - Type of functional experience (=humanitehfieature, coded 1 if at least 1 year of

work experience)

Frequency Percent
CEO 36 78,26%
Strategy 10 21,74%
Marketing | 16 34,78%
Finance 19 41,30%
Entrepreneur2l 45,65%
n= | 46

We observe heterogeneity in the professional ezpee of BAN members. Slightly less than
half of our sample angels feature an entreprenezxgerience (approximately 46%). Almost
80% have significant experience as a CEO. In teriignctional experience, marketing and
sales (approx.. 35%) and finance (approx.. 41%)essmt a significant proportion of BAN
members. In the following section, we will test ihgact of various human capital features
on BA involvement in their network and in specifietwork activities. Are there specific

human capital features that favor strong involveihmeore than others?
4. Testing the model

We ran logistic regressions to test the impact efigion-making style and human-capital
features on individual BA involvement in BAN actieis. Involvement was measured by (1)
its intensity (total time spent in all BAN actiwe8) and (2) actual involvement in each specific

type of BAN activity (binary variables) (cf. figuiB.

Table 6 — Test results for intensity of BA involgamin network activities (strong

involvement when number of days per year > 12)

Estimate Std. Error Wald df P.-value
Predictive BA 0,223 0,734 0,092 1 0,761
Control oriented
BA 2,015 1,111 3,292 1 0,07
Strategy
experience 3,245 0,916 12,54 1 0
Marketing
experience 1,361 0,745 3,337 1 0,068
Finance
experience 0,452 0,719 0,395 1 0,53

Three variables turn out to be significant in aplaration of strong involvement. We observe

that strong control orientation favors strong olldrevolvement in network activities at the
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7% level (p-value 0.07). This is consistent withpbthesis 3. Professional experience in
strategy and marketing-related functions also $igantly enhances strong involvement in
BAN activities.

If we look at logistic regression results for inveient in specific BAN activities, control
orientation turns out to be a significant explamaiat the 10% level for BAs joining the board
of the network (Wald = 2.74; p-value = 0.098). Tisisonsistent with hypothesis 5.

In terms of human capital features, a work expeean marketing and sales appears to be the
single most important predictor for involvementlie following BAN activities: pre-selection
(Wald = 7.023; p-value = 0.008), due diligence (8val4.102; p-value = 0.043), and post-
investment follow-up (Wald = 4.336; p-value = 0.D37This may be explained by the
relevance of a marketing and sales experiencen®evaluation of the potential and success
of young ventures’ products and services on th&eatawhich is hardly surprising.

Besides marketing and sales, the only other hunagpitat feature that turns out to be
significant for a specific BAN activity, namely thearticipation on the board of a BAN
investment-fund, is experience in the finance meifen (Wald = 5.152, p-value = 0.023),

which is not surprising and partially confirms hyipesis 7.

No other variable turns out to be significant.

Conclusion

In our sample, the involvement of BAN-members ieithnetwork’s activities at various

levels is explained by a strongly control-orientetision-making style as well as by human
capital features related to experience in strateggrketing and sales. Control orientation
hence appears to be a significant driver of a BAdperations and efficacy. Surprisingly, a
strongly predictive decision making style does appear to have a significant influence on
specific information-oriented BAN activities (suel due diligence, etc.). The corresponding
hypotheses could not be corroborated. One posskf@anation for the absence of a
significant relationship between a predictive decismaking style and disciplinary and

information-related governance activities may resi the increasing professionalization of
BAN services over the past decade that is percebyedespondents, as indicated in our
descriptive results. Professionalization most {ikkdd to adopt certain information-related

governance practices and tools (due diligence) atcthe network’s standard best practice,
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independently of Angels’ individual cognitive fee#s. That may have been different at the
network’s origin, where it is reasonable to assuina individual member-characteristics had
a strong bearing, due to a lack of yet to be estadd organizational routines. Testing this
assumption is of course beyond the scope of thesepteresearch and needs further
investigation. Qualitative longitudinal case stgdad the development process of one or more

BANs may bring new insights.
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Appendix 1 -Inventory of dependent and explanatory variables

Category Variable
Decision making style Prediction (multi-item formative 5-point Likert dea individuals are
(explanatory) considered highly predictive if they score aboveliae)

Control orientation (multi-item formative 5-poinikert scale; individuals
are considered control oriented if they score almedian)

Human Capital features| Type of functional experience (coded 1 if at learst year of experience,
(explanatory) 0 otherwise)
CEO
strategy,
marketing,
finance,
entrepreneur

BA involvement Type of involvement (1 if involved O if no involveant)
(dependent) - Deal flow
- BAN general meeting
- Training seminars for members (BAs)
- Formal pre-selection of potential deals
- Due diligence
- Post investment monitoring
- BAN board participation
- BAN-fund investment committee and board
Intensity of involvement
- Number of days per year spent in the activitiehefBAN
Less than 12 days per year = low intensity (0)
At least 12 days per year = high intensity (1)
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