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ABSTRACT

Prior studies have highlighted the problematid¢esttart ups find themselves inhile
acquiring financing. Many athemexperience issues while acquiringhéling for their
business, due to their lacking track record, proof for viability of the business model and
lack of suitableinvestors. While prior studiesave examined the financing of small
businesses, little research has been conducted with regaadttopst. The intent of this

study is to examine the capital acquisition decisions start ups make and the issues they
may face in the process.

This study also aims to examine whether certain entrepreneurial or business
characteristics affect the outcome fofancial negotiations, as well as their capital

structure. In analynig the data gathered through tmine survey, this study will employ
Spearmandés rank correlation coefficient and

The findings of this study largely diffdrom prior research with regard to financing
sources, difficulties in accessing capital and capital structure. The most important sources
of external finance for the start ups in the sample of this survey were angel investors and
governmental institutiah for equity and financial, as well as governmental institutions
for debt. This study finds that having andited financial statememttellectual property

rights and having recedd external equity investments bpsedict the capitastructure

of a stat up. Businesses with no external equity investments, were likely to have lower
levels of all other capital classes.

KEY WORDS: Start up Capital Structure, Financingssues, Finland, Survey
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1. INTRODUCTION

1.1 Research background and rotivation

The impotance of small business entities as the pillars of economic growth has been
widely acknowledged in prior financial literatui&'hile corporate finance has been well
documentedand documentedhere has been little research into the finansitagt up
businessesSmall businesses are not generally able to access the gublicivateapital
markets that large corporations have access to and are therefegesilycomparable to

large businesses in terms of available financing opti@erger & Udell 1998 Fluck,

Holtz & Rosenl998; Huyghebaert & Van de GucR002

Most start upbusinessscan be defined awcently establishedyrowth-orientded and
innovative companiesthat oftentimes has limited ability to cregteofit during their
infancy (Puttonen 2010). In addition to having limited profit generation, many
entrepreneurs aftart upcompanies lackhe business maagement skills and knowledge

of accessindinancing optionsDue to the fact thadtart ug oftentimes are in search of a
new and repeatableusiness modetheir reputation andredibility can be much lower

than for other small businesses. Furthermore, many start ups may require far larger
investments in order to begin operation than businesses with traditional and proven
business models.

Thelack of ongoing operations, revenueespeciallycredit history, combined with the
volatility of possible earningand growth makéhe evaluation of atart upa difficult one.
Due to these issues, mastart upcompanies will not qualifyo receive bankinance at
a reasondb interest rate, if at alKeuschnigg & Nielsen 2004Alternative investors,
such as venture capitalists, angel investors or governnfantidrsmay agredo carry
high risk at an expensive rate of return.

This study is motivatetly the will to understand the issugsart ug face in the process
of acquiring finance and the effect oe#fe issues osubsequent decisiormd capital
structure Small business entitgelargely account teconomic growth and it is therefore
importantto understand th&nancingneeds of small business entities. This knowledge
may eventuallyead to more suitablgolicies that will allowfor better financing options
for start ug and thus possibly contributegoonomic growth.
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Regardless of all thesses, mangtart upcompanies will be successfalnd have been

able to develop countless innovations that have led to economic growth throughout the
years. For example, of the 60 most significant innovations in the Unitess Starer 30

have been made bstart upcompanies. An explanation to this according to Wetzel
(1982h) is the fact that s makk P4 times adnorene d i u m
innovations on everyddlar spent on product R&ompared to large companies.

Start upbusinesselBave beenkown to be significant employers in sectors that Isaen

maj or | ayoffs. A | arge numbeessiominthéWnited of f e
Statesgestablished small businesss&rt ugg in the veryusinessector they were laid

off from, thus enploying themselvegv/an Osiabrugge 2000).

In the recent yars, there has been an increasangpunt of research conducted siart
upbusinesses. The most notable examplecent empirical eviden@an be drawn from

the Kauffman Firm Survey (KFS). Theme survey contains data over the 2211
period on 4,928 companies that were founded in 2B0ghort, the selected companies
were monitored foan eightyear periodand were asketb answeiquestionsassociated

to the sector of business activity, fir@al structure, and entrepreneur and location
characteristicsin addition to these themes entrepreneurs were asked to identify major
problems in their line of businegspproximately 36% of alentrepreneurglentifiedthe

slow saler loss of sales abe largesissue, and 28% the volatility of their business.
(Sanyal & Mann 2010The Kauffman Firm2011)

The secondargest issustart u facedn the2011survey was tha20% had their new
or renewed credit application repeatedlyigd. The 2010 studwlso reveals that some
of the entrepreneurs citdijhter regulations on financing or collateral. ldddion, a
smaller percentage of 18.1%, compared2@% of previous years, indicatatiat they
did not apply for finance at all, in the fear of beimigéd. Of all businesses in the sample
over 55% had gone bankrupt through the 20041 period, making the survival rate a
meager 446%. (Kauffman Firm 2011)

Start upbusinesses go through fodistinct developmental phasdsaring their lifespan
(Osnabruge 2000)

1 Seedphase, durig which the entreprenelras a concept regarding a possibly
profitable business ide& product The idea will need to be proven to work.

1 Start upphase, which is defined as the finalization of priddevelopment and
the start ofmarketing.(This phase commonly takes place during the first year of
existence
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1 Early phase, during which the business begins to sell its products or sandces
attempts to expanaften without making much profit

1 Final phase, which is often called tepansion phase. The business has become
profitable andmay havethe ability to reduceapitalborrowing costs through
bank loan and aan initial public offering (IPO).

The study ofstart upcompanies has been seenaasindividual research area, a® th
funding required bystart u differs largely from publicly notarized companies. This
limits the available financial theories to explain the financingtait us. (Denis 2004)

However it is noted that, even thougtart upfinance varies from traddnal finance,
there ae two issues that are universkdformation asymmetry and the princigadent
problem. The theory dftart upfinance merely differs in these issues in the extent of the
problem. (Denis 2004)

1.2 Research prpose, objectivesand questions

The main objective of this studytis shed light orfinancing used bgtart upcompanies
and to examine possible financing issues affecttiemi s st udydés secondar:
in examining the capital structurof start up and whether certain claateristics can
predict the capital structuréther objectives lie in finding out whether there are
quantifiable dfferencesn financingoptionsbetween certain types sfart upentities.

While therehave been studies ostart ug across the world,rjpr studies have not
examinedhe financial issuefaced bystart upcompaniesn Finland This study aims to
address and attemptsfith that gap of knowledge, by surveyirggart upentrepreneurs
with a selfcompletion questionnaire.

At the very beginningof the theoretical approactill be adiscusgn of the factors that
definethe corporate landscapeFinland Secondlyin the literature reviewhe study will
examinemany ofthe concrete sources of finanstart ug. Additionally, this study will
elabaate on capital structure theoriasdathe determinants of financingsues ofstart
ups. In the emjyrical section of this study, iwvill go through the methodological
proceduresn procuring the data, which will then be explained and analyzedore
detal.
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1.2.1Primary research questions

This section will introduce the primary research questions, which will be answered
through the survey exaned in more detail in sections four through fiv@llowing each
research questiomill be a preview into por research and expectations for the results of
this study.

1. What are the most used forms of finance fostart up companies?

The Kauffman Firm Survewas conducted on 4928 small businesses in the United States
of America during 20042011. Thedata, analyz# by Robb andRobinson (2010), show

six groups of capital sources. The vast majority (75%) have insider equity in some form
or fashion, with an average amount of $00. Only 205 businesses out of 4928 (4%)
possess any kind of ethal equity. However, thaverage amount of external equity for
those businesses that received such investmisniser two times the total capital of the
average business. This makes external equitywdaniablyimportant source of financing

for some businessefternal finaring is defined as financing that originates from
shareholders, entrepreneurs, friends, family or other individuals that are already in close
connection to the business. External financing on the othe hand may originate from parties
that do not have priarontact, stake or other vested interests in the business.

Both insider equity (5%) and debt (10%) seems to play a small role in the capital structure.
Turning to external debt, the data show that external debt is the largest financing group

of all. Extern& debt was found to be seven times greater than the average amount of
insiderdebt. Additionally, there are three times more businesses relying on external debt
than internal debt. Even in businesses that have received equity financing, through angel
invedors or venture capital, there is a reliance on debt financing. On average, a business
that has received equity investments, still has approximately 25% of its total capital in the
form of external debt. The avé@®age firmds

As this study will be conductezh solelystart ugs, a larger average percentagequdity
investments compared to debt is expected. Mgy us may not be able to access bank
debt, due to the innovativeness and newness of the business 8iodedtart ups may

need largeamounts of capital to begin operations, this study expects to see a larger
average total capital.

2. What are the largest issues impeding financingdescribed by start up
entrepreneurs?

t
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There are numerous difficulties thatarrt ug face during their infancy. Many of which
areconcentrated oacquiring adequate levels of financing, in order to begin, grow and
maintain operationsThese difficulties are commonly caused by capital market gaps in
entrepreneurial finance, which are duetbh@ lack of willing financiers for certain
businesses.

The OECD (2004) states thetairt uis based in countries, which do not have a substantial
or developed equity market, may be forced to acquire debt financing. Debt finance may
not be the most appropte type of financing fostart upentities and may therefore limit

their potential ormpede financing. Frydman, Khan aRdpaczyniski (2015) argue that

the venture capital market in Europe tendsfaeor low-volatility industries, while
American ventureapitalists seem tiavor high-growth industries.

In terms of issues relating to acquiring bank déi, WSbased Kauffman Firm survey

(2013 finds thefollowing reasons for credit denial: tightening restrictions on credit
approvals (75.8%), insufficientollateral (28.5%)and badbusiness credit history
(40.8%) In study on Swedisstart u byBjuggren and.aufer (2014) it was shown that

53% of the businesses were denied bank loans due to perceived difficulties. 25.5% were
denied on the grounds of irfidient collateral, 13% due to the lack of personal
guarantees, 8.5% due not being able to understand the business idea and 6.5% due to the
interest rates and terms of debt.

Fluck et al. (1998) discovered in their research that the lack of reputatiog giart up
may cause the business to increase internal fingmiuring its infancy. That ishe lack
of reputation impedes them from accessing external finance.

Hyytinen, Pajarinen and Rouvinen (2015) argue that innovativeness of the business has a
negative effect in obtaining external finance and ultimately, on survivainglla and

Mazzu (2015) also argue that innovativeness can be a detriment to the financing outcome
for astart up

This study expects to find the samdfidulties in terms of aaess tobank debt. The
difficulties in acquiring equity finance have not been extensively examined in prior
studies. This study intends to find oubat these difficulties are bgonducting a survey

on start upbusinesses.

3. Do financingissuesstart ups fae affect their capital structure?

As a result of difficulties in acquiring capital, small businessities seem thave a
significant reliance on d capital(Van Auken & Neeleyl996) The OECD (2015)
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explains that, due to capitalarketgaps, many firmare forced to increase leverage, even
when it would be beneficial for the company teleeerage its capital structurlarket
gaps can be a reason &iart u to be unable to access much needed capital.

Robb andRobinson (2010addthat capital markiefrictions may causstart u devate
from their growth potentiabr from starting up at all. With such frictiorstart ug may
be forced to acquire finance through informalraiels or rely on trade credit.

Fluck et al. (1998) find in their researchat due to the lack of reputatiomternal
financing seens to domnate external financingluring infancy. The proportion of
external financingncreases and ereds internal financings the business maturdhe
research conducted by Bjuggren aoaufer(2014 concludes similarly. In their Swedish
sample, they find that internal equity is much more present and important than external
debt. Internal equity amounted to-200% of total financing for 162 out of 194 firms.
They add that internal debt is ofradst equal importance than external debt.

Zaleski (2009) suggests that entrepreneurs might favor debt over equity due to the
intrusiveness of equity owners. Atherton (2010) argues that another reason for new
business entrepreneurs to avoid equity is totasn control of the company.

Following the previously examined evidendaiststudy expects to find that businesses
lackingreputation owithout equityinvestments, may have proportionately more insider
capital and/or external dellternatively, busiesses that have experienced difficulties
with acquiring external debt may have proportionately more internal finaridnegack
of reputation may manifest itself in the form of difficulties in the financing process.

1.2.2Researchstructure

This thesis vill be divided into sixseparatesections. The first sectioimtroduces the
research subject and goes on to provide the research questions, objectives as well as
limitations.The second sectiatiscusses thieoretical background for the empirical part

of the study. The theoretical background incluttes corporate larstape in Finland,
primary sources and forms of finance thiart u, factorsthat affectinancing decision

making as well as how they impact the capital structurgtatft up. Section hreeto five

will be the empirical part ofhis study. Section thresill include thedescriptionof the
methodological approach, data collection tools and means of analysextionfour we

will describe the obtained data, which will be analyzesition five. Finally, in section

six will conclude this thesis whtfinal conclusions.
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2. THEORETICAL FRAMEWORK

2.1.Business &ndscape

In order to fully understand tHmancing ofstart u inFinland this sectiorwill discuss
theinherentcharacteristicef theobserved corporate environmefih integralsource for

this sectionis the extensive 34 country wide research carried out by the OECD in 2015.
It reports on the current state of debt, equity, asaséd finance and framework
condi ti ons fitrepreneariiEidasce ia each oféhe observed countries during
the time period of 2062013.Although there is abundadata orall of the 34 countries,

this study will concentratenly on Finland.

There are underlying differences in how a small and umediusiness are classified.

Underthe Finnish classification, afusinessswith less than 250 employeagedefined

as SMEs.I n 2012, 99. 4% of al | Finnish firms v
i ndi vidual busi nesses. T h ee categpriged astnyictoo f t h e
enterprises with under 10 employees. Only 620 of 97 290 (0.6%) companies employed

over 250 people and were thus classified as a large company. (OECD 2015)

The state of SME lending has been relatively unstable after the beginniegre€éssion

in 2008. New business loans peaked in 2010, but dropped extensively during0a@11

The year 2013 saw the recovery in new business loans by a 13.3% percent margin. At the

same time, SME lending in general saw a decrease of 38.3% over ithe qfe2009

2013. (OECD 2015) The OECDOGs estimations as
solvency problems among SMEs, a lowered demand in loans, and stricter credit
conditions for banks and lenders.

According to the survey conducted by Statiskasland (Ministry of employmentral

economy 2007), 23% of aB MEO6 s wi | | need some kind of ex
next 12 months of their existence. 84% of these companies will apply for bank finance,

while 31% will apply for finance from Finnvera, ¥bwill apply from other parties, 11%

from venture capitalists and 5% from insurance companies. Until 2007 Finnvera was the

most significant institution providing debt finance and financial support, but since then

its operations have been handed over to EEKFinnish Funding Agency for Innovation)

The trends that were visible in 2007 seem to have continued unchanged. In a study carried
out by the Bank of Finland (2013a), named the Corporate Finance Survey
(Yritysrahoituskysely), it was noted michusinessinance is heavily reliant on bank
finance. Roughly 70 % of all businesses that applied for finance, negotiated financing
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with a bank. The Bank of Finland (2013b) states that in Finland, as well as in other
European countries, corporate finance has been bankcentered. The second most

important source of external finance were Finndeaeked loans. The businesses that

most frequently indicated that they faced difficulties acquiring finance, were micro
businesses with a proportion of almost 40 %. Owadrdf these businesses did not receive

financing altogether. The Bank of Finland (2013b) states that, regardless of the

i mperfections in the SME credit mar ket , t he
are above the Euro area average.

The FinnishBusness Angels Network (FIBAN2016)i dent i fi ed t hat It s
contributed to a record amount of 21MUO in
The amount of angel i nvestments has risen
combined with the angel i nv e stdtamevastment made b
figure would be approximately 33Mu. Fiban e
of the investments made by unregistered investors and registered investors, the total
business angel activity would amount tec ®® MU .

While there isno specific data on the crowdfunding capital market size in Finland, the
European average should represent a fair reference point. The total amount of capital
raised through crowdfunding in 2014 amourted 3. 25B0. ( C2005vdsour ci |

As seen abovehe equity market in Finland still, comparatively speakingideveloped.

There are subsequently many governmental finariostitutions that offer equity
investments to suitable businesses. The OECD (2004) however, states that direct funding
by the govemment rarely is an efficient way to finance businesses, as the government
lacks the mean® monitor portfolio businesses. More on goveamtal agencies can be
found in sections 2.2-8.2.10

The Global Entrepreneurship Monitor (GEMO009 carries out an amal report on the
global social values towards entrepreneurship, entrepreneurial ecosystem and
entrepreneurial finance. The report groups counlryesconomic development, based on
the GDP per capita and the proportion of exports of primary goods ixpalite. Finland
iscl assi fiedtrda s viéingwhEwmderchey basic national condition
requirements and divert theiocus on entrepreneurial framework conditiolmsthe 54
country large GEM survey, more than 18W0 adults were interweed with no less than
2000 per sample. The survey interestingly conclutlest in Finland successful
entrepreneurs are highly respec(88%) while the majority of people see getting into
entrepreneurship as a bad career ch(@béo) There are specifiadvertising and media
campaignsin place to promotentrepreneurshin Finland. Interviewees in Finland
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exhibiteda low fear of failureand perceived the media attention efitrepreneurship
(high). The most significandlifferences between the 2009 &4 sample waghe rise
of perceived rislof failure (26% to 36.8%)(GEM 2009)

It is worthwhile to compare th&tart upfinance market to the US market, in order to gain

an objective view on the performance of such Finnish and European capital markets.
Accoarding to FrydmanKhan and Rapaczyniski (2015) here arenational differences
betweenEuropeand the United States that shape the early stage capitiéthand thus
entrepreneuriagéquityfinancingas a wholeThe main differences they discovered are as
follows:

Firstly, the European capital market is much smallerrandhmore scattered than the

United StatesFundamentakttitude differences with respetd entrepraeurial finance

are evidenint he tendency for the Eobugquitsiasteadcapi t al
of early stage investmentd/hile a largsmumberof US venture capital funds asapplied

by relatively passive and patiepénsion funds, in Europe over 30% of venture funds
come througtbanks andinancial institutions, many of whichf are in direct ownership

of venture capital firmsEuropean venture capital firms tend to be therefore staffed by
their own bureaucratic and conservative personnel that prefer safe and less speculative
investments. This creates inherently inefficient enture capital market, whidimas a
tendency tsupplyearly-stage capitieto low volatility industries, instead of higgrowth
industries(Frydman, Khan & Rapaczyniski 2015)

The USbased venture capital firms tend to be more entrepreneurial in, syl
comparedo venture capital firms in Eupe.In addition, venture capital firma the US
are commonly formed asdependentimited liability partnershipsinstead of merely
making an investmein the target business, American VC firmidl help buld necessary
channels andontacts andperationafuidelinegFrydman Khan & Rapaczynisk2015)

These differences may be a factor in the large size difference in venture capital markets
between Europe and the United Stalasring Q1Q3 of 2014, Finnisstart ups managed

to acquire approximately 7 ZtartMm wererablddC i nv e s
receive $47,3B in the same tinf&€he Feeération of Finnish Enterprises 201@BInsights

2014) National differences have to be taken into consideration, entvaven weighted

by the respective populations, US businesses received investments in a ratio of $148.3

per capita, wha Finnish ones received only 5440 p e r (Fedemtpm af &innish

Enterprises @14) The European average considerably lowr at 48 4 per capit :
(European Private Equity anceWture Capital Association EVC2015)



21

2.2.Sources of inancing

The point of viewof this section will be linkedo the definition ofstart u expressed in
the introductionThe termstart ups currently very loosly definedand is used for various
types of businessedowever,during the followingsectionsthe start upbusness will be
assumed to be a newly established, innovative business that reqomsserable
amounsof financing to begin its operation theintended scale. Theséart ug can range
from manufacturing businesses to business that provide servicesjllootay require
large initial investments.

The importance ofinding ways to lower operational costs during the developmgesit

its highest. During the initiaktart up lowering costs may eliminate or postpone the need

for longterm extenal financing. The act of lowering operational costs in the
developmental phase by using creative ways or banefity f r om andist omer ¢
s u p p lresoaaestan be referred to as bootstrapping. Entrepremaasstry to lower

expenses by such tacties buying used equipment instead of new ones, withholding the
entrepreneurds salary and deli berately del ¢
with tight financial castraintsWinbord and_andstréom, in their 900 small business wide

survey, identified a total 32 individual bootstrapping methods usethdryy SME
entrepreneurgWinbord & Landstréon200Q Ebben & JohnsoR005

At the beginning of the lifeycle of astart upcompanyfunding is mostly gained through
existing social ties, friends, family or profemsal connections. In some investment
contractghe transference @nequityshareto the investing party may lmeeded. Kotha
andGeorge (2012)rgue that the prior social contten allows for more certainty and
trustin the desired behavior of the business partner, in the case of equity transference.
Investors, to which the entrepreneur has close social ties to, are more willing to contribute
to the company without the guarantee of full repayment.

According to the survey conducted by thethAr Andersen Enterprise Group and
National Small Business United in 1997, 34% of the survetaatiupentrepreneurs used

their credit card account during theeed stage. Entrepreneurs have been known to open
up numerous credit card accounts in order to receive quick funding for business expenses.
Most financial institutions will expect entrepreneurs to take part in initial funding, in order

to commit their mterest in the comgmy. Institutions want to make sure that key figures
have a persml investment in the company. This may provide a further incentive for the
managemento act with the best interest of the company and investBesjamin &
Margulis 2005 87).
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Founders. Family.

Friends

Angel Investors

Venture capital

Non-Financial hm

< Cominercial banks >

Seed stage Start-up Early Growth Established

Business Development

Figure 1: Suitable investors at various developmental sté@ssabrugge & Robins
2000)

Certain investors seem togber certain typs of companies as investment opportunities.
Unofficial investors such as angel invest@nsd to prefestart upcompanies that possess
highly innovative and untraditiongdroductsor services. Financial institutions favor
already established, stabile businesses that havesallgllg, known products. These
institutions traditionallytend to prefestart upcompanies that have highly experienced
entrepreneurst should be noted tharoductian technology carries little relevance in the
positive financing decish, contrary to common beligiNofsinger & Wang2007)
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According to the TradeUp Fund and NexTrade Group (2015), the lending approval rates

of small businesses arefa | | ows ; ABi g bankso as in banks

in assets had an approval rate of 21.3%, an improvement of 3.5% from January 2014.
Smal | banks6é6 approval rate was 49. 6%, whi
year before. Akbrnative lendersaapproved6l.6% ofall loan applicationsgonstitutinga
decrease of 3.5% compared to January 20hdse alternative lenders will be discussed
in the following sections.

2.2.1.Angel invesing

Angel investors can be classifiedaffluent individualsthat invest in highrisk business

start up. These individualtend to have a background in business and entrepreneurship
prior to becoming an angel investor. The terms and amount of the provided finance vary
case to case, as they are the end result ofdfetiation between the angel investor and
entrepreneur. Elements such as the valuation, perceived information asymmetry and
moral hazard also affect the outcome. Due to the unofficial nature of angel investing,
there are no existing communiicat channel®or means of bringingotential investors

and investees together.

The main incentive for the angel investor to provide funds, lies in the appreciation of the
purchased shares. Angel investors generally step in, when all available funds belonging
to the erepreneurs and their close connections have been exhadgibnally, angel
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investmentsusually take place beforany negotiations with venture capitalists begin.
(Prowse 1998)

Angel investors are of most importancestart upbusinesses, due to ti&ct that the
required funding, usually ranging from 10000 t o0 0500afrradly too small for
any ventue capitalist to be interestédan Osnabrugge & Robinson 2000, 63). According
to Posner (1993), angel investoare responsible for ovdd% of all investments in
companies with revenues undé8 million. Yet they only supply1% of all external
investments in businesses with revenues &¥@rmillion dollars.

As a group of people, angel investors are a very diverse one. Most of them have a prior
experience in business, through whithey usually accumulattheir wealth. Angel
investors can be dividethto two groups: Active and passive ones. The defining
characteristic between these two groups is the level of involvement the investor has in the
business. Active angel investors take part in the business@tiesctind try to help the
progress of the business through their vast contact network. A passive angel investor in
turn does not take part in the business affairs and thersiilee for investing is profit
(Prowsel1998)

VALUE-ADDED DEEP-POCKET CONSORTIUM OF
INVESTOR INVESTOR INDIVIDUAL INVESTORS
|
\
PARTNER FAMILY OF BARTER
INVESTOR INVESTORS INVESTOR
|
SOCIALLY UNCREDITED
MANAGER-
RESPONSIBLE PRIVATE PRIVATE INVESTOR
INVESTOR INVESTOR
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Benjamin & Margulis(2005) classify the vast array of angel investors infoflewing
way:

9 Value-addedinvestor
0 is an experienced investor, who most commonly has a background in
banking or venture capital. Usually makes investments mgnfjiom
$5000071 250000, either in @bt or equity.
1 Deeppocket investor
0 is a person that has recently sold their business and wants to invest in
companies in the same line of business. They are after an annual profit of
50% and invest$50 0007 100000 a few times a year.
1 Consortium of individual investors
o is an informal consortium of-8 angel investors that do not always invest
at the same time. The consortium has experiens@rhupinvesting, but
are more passive than others. Investimeange from $5000 to 500000.
1 Partner investor
ois a fibuyer in disguiseo that invest:
the business. l.e. Presidency. This investor will generally invest between
$250000 and 1000000.
1 Family of investors
0 This investor experienced member of a family, who itsves behalf of
the family in astart upfor generally a short period of time. The initial
investment is betwee$L00000 and 1000 000.
9 Barter investor
0 A barter investor integrates himself early on in the businesses life cycle
and oftentimes offers itemsstead of a monetary investment. This
investor values a capable management atidnwest up to $25®00,
1 Socially responsible private investor
o This investor will only participate in businesses that possess high moral
values or strive to eliminate sat problems. The investments are
oftentimes large in size.
1 Uncredited private investor
o Compared to other angel investors, this investor is far less experienced and
will invest in seeestagestart up. Investmentare usually under $2800
and duration bthe investment is-5 years.
1 Manager-investor
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0 A manageifinvestor is a top management member or former business
owner, who buys himself into a new job. This investor is looking for a
long-time participation in a slightly more advanced company. Invessnent
rangefrom $100000 to 25000.

(Benamin & Margulis 2005141-179)

Despite the importance of angel investing, it is stigmatized as a very inefficient and
unofficial source of finance, due to the lack of predetermined communication channels
Accordingto Van Osnabrugge aiRbbinson(2000) many angel investors have reported
that if more interestingtart ug came to their attention, they would be willing to invest

in excess of 3 times the valaktheir current portfolio. Anothexplanation to the fction

in themarket is that the investors preferstay anonymous to the general public. An angel
investor does not want to beconmeokvn for being one, as it couidcrease the amount
unwanted solicitations frorstart upentrepreneurs. Another reason iy that angel
investors do not receive enough propositions that would fit their portfolio. Due to the
issues stated in thgection angel investors and investees encounter each other randomly
and therefore the full potential of the market is not beisgd.(Van Osmbrugge &
Robinson 200046-47)

2.2.2.Crowd funding

Crowd fundingis an internetnediatedmeans of colleatg fund through an unlimited
group of small investordt is a way of receiving funding for a project or evestat up
business from largemouns of nonprofessional investors that each contributénsmall
monetary investmeni{Schwienbacher & Larralde 2010). The amount of raised funding
depends to a great extent on the size of the project and the objective the project
administrator has seGenerally,the amount of funding received does not exceed
10000 0 0The same principles that govern debt and equity based funding apply to
crowd fundingas well.Mollick (2014) states that the projects that signal a higher quality,
have a higher probability to receive funding.

In essencesrowd fundings organized through various weltes that provide the founders
access to a vastumberof funders by placing their business or project plan out in the
internet. Of all 50 businesses that received the highest recorded amount of funding on
Kickstarter, 45 are stibperating. (Mollick 2014)

Crowd fundingcan differ from debt or equity financing especially in terms of investor
compensation. Tdre are 3 types of approaches with regaidiestor compensation. In
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the first approach the invest®s given a small equitshare.This method is however
highly regulated and makes up only 5% of @bwd fundinginvestment. Another
variation of the first method is to offer some sort otimetto the investment, i.e. return

on a loan. The seconmuethod promises no eh or kenefit to the investor. This is
common practice for projects or businesses that promise to alleviate social or
environmental issueBunders with philanthropic ambitions generally are the ones to
participatein such returnless investmeni®he third and lasmethod is to offer a nen
monetary reward in return to the investment. Compensations range from being credited
in the project, to being allowed to access or buy the product produced by the project earlier
than others. (Mollick 2014)

According to Schwierdicher andLarralde (2010) approximately 80% of all projects offer

their funders monetary return or a free sample of the product made possible by the project.
Moreovercrowd fundingc an serve as an effective means f
purpose ér the project was to launch a product, can thraugivd fundinggain valuable

information on the demand of the produCtowd fundingcan furthermore engage

potential customers to becoming investors

Crowd fundingappears to have a convincing effectather possible financers as well.

For example: Pebble ASmart Watcho had been
a successful project on Kickstarter, but after raising capital withctberd funding

project, the venture capitalist was persuadddvest. (Mollick 2014)

According to Schwienbacher et al. (20t@wd fundings a vable option foffinance, if
the business meets these qualifications:

1 The business is in need of a small amount of seed capital orilfre legislation
acrossfEuropearcourtries restricts the amount of shares a businesssasand
therefore large amounts of capital cannot be raised without large individual
investments. There are however businesses that have bypassed the legislation.

1 The project has to be innovative and iteresting to the public. Because the
compensation is rarely monetary, the investor has to have other interests in the
project

1 The business has to be ready for openness or at least ready to listen to the
opinions of others.Potential investors want to besténedto and taken into
consideration in the course of the project.

1 The business hado be willing to communicate with investors using the
internet and social media.Communications can be maintaingdough other
channelsas well but at higher a cost drwith more time spent.
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2.2.3.Bank finance

This sectionwill discuss bank finance primarily in the context of SME , as there
limited public informationon start upfinance. The theory however applisstart up
businessess they are an inherent part of E&According to globally conducted studies,

bank finance is the mostcommsmo ur ce of f i n(BeokcDemiguekuotr S MEOG s
& Maskimovic 2008). The SME:lassification consists of businesses that employ under

250 people, have a turnover of 50 milliondamook vale of 43 million at its highest

(Europen Commission 2013In researclearried out by Beck et al. (2008)e perception

of the term SME in the point of view of 3ianks in 45 differentountries was studied.

The participants were askeddiassfy S M E 0 sne f the following criterion: revenue,

book value, or employee count. The findings revealed th&b &b the interviewees

perceived a BIE as a business with reventnging fom $200000 to 4000000.

Asterbro andernhard(2003)researchethe survival of USbasedstart u that received
financing between 1987 and 1991. Based on their research, there is a negative correlation
to be foundetween receiving bank debt financing and survival, which indicatesténat

ups that receivetbankfinance fared worsend were more likely to go bankrugbten start

ups with other sources dinancing. Nomthelessthe businesses that received bank
financehad higher revenues at the beginning of their life cycle than their counterparts.
Alternatively, receiving cebt financing from a bank can be seen as an indicttione
competence dhe entrepreneur, as there was ctegyative correlatiobetween receiving
bank financing and théevel of education of the entreprenedsterbyo et al.(2003)
additionaly discovered alefinitive positive correlation between being financed by close
social contacts and survival.

However,receiving bank finance cabe a defining factor in prediag survival in two
ways. The first factor has to do with the increasecredbility, as receiving bank
financingis an indication of good financial healor instance, receiving financirfigpm
friends or family does not increase the crddipof the company, as friends or family are
not likely to screen businessas strictlyas banks The second factor is the fact that
receiving financing eases on the financial constraiatarbupexperienced\evertheless,
there is apparent adise selection with bank financindue to the possible inability of
banks to evaluate the findatstate of astart up (Asterbro & Bernhardt 2003)

The nature of financing issued by a bam&y depenan the size ofhe bank. In previous
researchit has been noted that bemnsmaller in size are mopeobablefinanciers tostart
ups, due to theirpossibility for the entrepreneur to form a relationship with the bank
Relationship lendingefers to the way a b& gains knowledge of the SMarough the
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use of locally available knowledge and the relationship and trust gained with the
entrepreneulSmalle banks areapable of having a closer and more continuous ties with
the entrepreneur and by doing soe able to decrease information asymmetrgeck®
DemirguecKunt & Maskimovic2008)

Most research to date has discussed bank finance in the contebdtioinship lending,
because of the expansive empiricaldevice available to researcheRecent research
however has had conflicting findings as to the cetapce related to the size of the bank
in start upfinancing. According to Beck et al. 2008 lardgemks have an advantage in
start upfinance, as the lending process is governet e -temgth @raciple. A mo s
lengthin most research refers to the independence and equal footing of tlcgppats

in the financing negotiation3 he lack ofa paricular relationship allows the financier to
base their judgemeiain purely financial information, without the influence of social or
local knowledge. Afocalc har act er i-kergth tendihgois the dactnth@atsmost
financing applicabns are done el&onically and in person at a bank officke is worth
noticing however that ultnately the criteria for financingre identical for banks using
eitherone of the mentioned evaluation methqdgyarwal & Hauswald 2007; Beck et al.
2008)

Loansissued using h e -femgthévaluation aréessfrequentlyavailabk, but at lower
interest rates.Banks have to usdoth private anghublic financial information in their
decisionmaking and therefore are fortéo compete with other banks. The competition
betweenbanks can lower interest ratesncrease adverse selection and may cause
unprofitable business tme unable to repay their loan in a timely man@emsequently,

this induces credit losses the bank, and may cause them to hesitate in issuing similar
future loans Banks using relationship lending in turn use their-fieancial information

and can issue a loan with a higher iatgrrate, but with more assuran¢agarwal &
Hauswald 2007)

As reported by Agarwal artdauswald (2007 the size, profitabilityage or ability to give

collateral of a business do not haveedfiecton an SMEchoosing between relationship

and dengthdesdingHowevert he f urt her away a business
office, the more probable it is for the businesstoockoe a bank using the
principle. Furthemore, the findings of Agarwal andauswald(2007)indicate that the

longer a business has been a client of a certain bank, the higher the probability is for the
bank to make a positive financing decision.
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2.2.4.0nline non-bank financing

Online Non-Banklending referdo thedigital platform that allowsborrowe's to access
high speed debt finance at a higher approval rate than in traditional bak&itige name
suggests, mangf these nosbank lendingransactns take place in thaternet and in
order to assesshe credit wortmess of the borrower, the lendeses propitiatory
analytics, such as owner credit records, social media feedback and ottHarancral
algorithms(TradeUp Capital Fund & NexTrade Gim 2015) The proper evaluation of
theborrower though these unconventional meamsvital, as most loans are not secured
by collaeral (Mild, Waitz & Wockl 2015)

Table 1: Examples 0Online NonBank firms (TradeUp Capital FundexTrade Group
2015)

Online Balance Sheet MarketPlaces P2p

OnDeck Biz2Credit
Array of loans, lines of
credit, and other
instruments - loan request

will be matched to the

Fundera
Array of loans, lines of
credit, and other
instruments - loan
request will be matched

Kabbage Funding Circle Prosper

Cash advance to
buy inventory,

Direct Loans
equal monthly

Instruments Loans - direct Market place/ P2P

transfers

Amount $5,000 - $250,000
3-18 mo (average 6 -
9 mo)

15% (avg)
Daily
Over 700 different
industries, including

restaurants, retailers

$500-$50,000
Terms Flexible

2-10% in the first
Monthly

Interest
Payment

Sector Various

to the lending criteria of

our network of lenders,

including other platforms
Up to $1 million

Varies
Varies

Varies

Various sectors and
segments

lending criteria of our
network of over 1,200+
lenders

$5,000 - $1 million $25,000-$500,000

Varies 24-60 mo

9-21%
Monthly

Varies
Varies

Various sectors and
segments (women,
veterans, etc.)

Small Businesses

$2,000-$35,000
36-60 mo
6.73-35.36%
Monthly

Small
Business/Personal

and other service

Table 1 reports on the various online fimank lenders and the type of financing they
offer. Table 1 shows that thgpes oftechrbasedonline nonbank lender fall into three
categories.Companies such as OnDeck and Kabbaggeraapital from institutional
investorsfor themselves anthendistributeamongsuitable small businesses using ©ion
financial risk scoringalgorithms(Mills & McCarthy 2014). The total amount of loans
issued bythesedendersis estimated at $1.58s of Q3of 2013(TradeUp Capital Fund &
NexTrade Group 2015)Secondly there are so calleshline marketplaces, such as
Fundera ad Biz2Qedit that connect borrowers with a wide ardybanks and other
newer kinds of financers.

Lastly, peeito-peer lenders, shcas Lending Club, Prosper and Funding Circle are in the
business of connecting prime and supeme quality borrowers with consumers and
suitable institutional inestorg(Mills & McCarthy 2014) The estimated size tiie peer
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to-peerloan markeis $4.78billion as of Q4 2013TradeUp Capital Fund & NexTrade
Group 2015)

In case of P2he value proposition to the lenders is two prongathankable borrowers,
meaning borrowers with low credit scores are drawn to the P2P platform due to the lack
of required collateralln addition,borrowers are able to acquire loans with lower interest
rates as conventionallAs to the value proposition to investors, some P2P lending
businesses have been claiming annual interest rates of over 10%, which are considerably
higher than interest rates aféel by banks. Consequently, many P2P lending businesses
have attracted the attention of large institutional investors as well as hedgeg(Yumds.
Byungtae &Myugsin 2012)

Mills and McCarthy (2014) suggest that the abserfceegulations concerning online
nontbank lending couldead tothe next suiprime lending crisis. An inadequate
evaluation of credit risk can be a threat to financial system, as sd@ndrisis 0f1929
and 2008. (Mild et al. 2013Jowever concerns regiing the lack of a regulatory entity
most commonly stem from traditional and regulateditutionsthat are concernedgith
the growing online markefTradeUp Capital Fund & NexTrade Group 2Q1Barge
banks and credit cambmpanies are naturally thosancerned with the development and
have consequently startgatterningup or acquiringnew online norbank lenders to
counteract thigMills & McCarthy 2014)

2.2.5.Venture capital

Venture capital is aentral parof start up financingCompaniesissociated afi¢ largest
current corporations (Microsoft, Intel) today have procured their seedalcéi@m
venture capital fund@ettignies & Brander 2007 he decision to seek capital through
venture capital often originates from the unfeasib#ibd difficulty of procuring bank
finance, due to low profitability areh insufficientamount of collateral. Prevailing issues

in banking, such as high information asymmetry and agency costs can be eliminated
efficiently in venture capital(Popov & Rosenboom 2013)

Venturecapital is defined athe act of prowing earlyon capitalfor growth orientated,

start ugs, in exchange for equity shares. Venture capital investments are commonly high
in risk, but offer a high possible profit in return. The nature of the providetatapn

range from convertible bonds, to option loans and the return expectancy can Bé-from
70% annually. (Lauriala 200461 22)
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Roughly 80% of venture capital is sourced through limited partnership funds that
intermediate the capital from various atlimancial institutions, such as bank tiolg
companies (Berger & Udell998).Venture capital differs sigficantly from other types

of investment activities in the sense thamme venture capital invessantendto have an

active role, for instancexs a board member or businesslvisor. Other types of
investments are frequently passive and do not come with guidance or advice. In addition,
the duration of these investmentsusuallypredefinedfor a certain amount of time, for
example 1613 years afterwhich time the investment is liqiéted The largest difference

to stock exchange investments is the low liquidity of venture capital investments, as they
areusuallyalways made irunlisted business (Lauriala 200422i 23)

According to Lauriala (200480i 32) venture capitalists perceive the following factors as
importantin small businesses

The experience and background of the founders
Management or team

Targeted markets

Knowledge on the markets and business plan
Plans on market entrance

State of capal markets anéconomy

=4 =4 =4 4 -4

Furthermoreyenture capitalists perceive a skilled management with business sense and
commitment to the company to be vital. Knowledge on the targeted market and
understanding the competitive landscape further increases the aalofithe company.
Market entrance expresses the knowledge acquired from customer feedback, analyzing
which can indicate whether the product portfolio is relevant to the market and thus how
smootha possible market entrance nisey The state of the capitabrkets and economic
situation refer to the willingness to invéstluring booms venture capitalists are able to
liquidate their previous investments and consider new investments. All of the mentioned
factors play a role in the valuation of the compang renture capitalists point of view.

Acquiring funding through the means of venture capital can prove difficult to starie

ups, as venture capitalists seem to prefer larger investments. This is because due
diligence, auditing and assurance costs aetdor a large proportion of a smaller
investment. Van Osnabrgg andRobinson (2000 25) state that,for exanple an
investment of 5 millionis far easier to gather than an investment a fraction of it.



33

2.2.6.Financial institutions unique to Finland

The Finnsh government offers a wide range of publicly available loans and financial
support.This sectionwill discuss a few primary sources of financedtart ug and other

SMEs alike The most significant governmerasupportedinancial insttutions issuing
finance are Finnvera, Tekes and Ec¥nters.The purpose of thisectionis to analyze

these institutions in terms of issuing seed capital, even though other smaller investments
or assistanceay be available to antrepreneurial business.

Why should nany start u be financed with pubdi funds? According to Hyytinen and
Toivonen (2005) the imperfections found in ptevdinancial markets magonstrict the
supply of finance and therefore limit the growtreatrepreneurial business. The societal
benefitto be gained from the product development conductediadstyus may eventually
exceed the utility of the individual business. In essence, significant doniaations
may beleft undonedf not financed with public money.

2.2.7.Finnish funding agency for nnovation (TEKES)

Out ofall public financial ingtutions, the most important in the point of view dftart

upis TEKES, whichspecializes in providingnance for starting up a business, product
development and international expansion. TEKES primdtilyds under6-yearold

companies on a projebasis. Starting in 2004, TEKES has providsdrt ug with

finance that covers up to 80% of all costs related to establishimgyv businessThe

maximal amount of contributionis 100 00 dwur i ng t h e Of0ilr sdturd tnagg ¢
the second stage. (Ministry of Employment and Economics 2007)

The framework prografi Hor i zon 20200 | aunched by the EL
European research@dimvestment undertakings with 2Mbillion euroduring 20142020.
The objective of AHorizon 20200 is to creat

improve the state of European companies within glabahpetition In Finland, this
framework prgramis administered by TEKES. (TEKES 2014)

In 2013, TEKES provided finance in excess of 577miti 4, of whi ch 133 mi
directed towards a total of 680 entrepreneurial businesses. (TEKES 2013)
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2.2.8.Finnvera

Finnvera is a Finnish governmemivnedfinancial institution, the primary purpose of
which is to finance Finnish businesses and cortiibw their domestic and international
commerce. Finnvera allocates its finance especially to businesses in their seed and growth
stages and to support the export of their products and services. Finnvera however will not
act as the sole financer to a compand will instead shia the risk with an array of other
investors, such as financial institutions and fuifEsmnvera 2014)

The financial products provided by Finnvera range from debt financing, to venture capital

and export support. A product intended entreprenetial businesses is tlievelopment

loan, which is intended to be used on research, product development, marketing and other
processes thatevelopthe prerequisites for operat®nrhe maximum amount of issued

financeto anyoneentitis4000U0 and 75% of the total <cost
of 5 years. (Ministry of Employment attonomics2007)

In 2005 Finnvera provided domestic financing worth 895.3 million euro, of which 405.8
million was in debt finance, 425.6 million in dontiessales guarantees and 63.9 million
in export guarantees. (Ministry of Employment &wbnomics2007)

2.2.9.ELY -centers

During 2010, ELY¥centers, which standor economic development, transport and
environmententerswere foundedn 15 locations around Fiahd(Puttonen 2010)The
ELY-centers are locally responsible for governmépntahandated enforcement and
development tasks, but also for offering local businesses with development and financing
services inexport, international relationgechnolgy and imovations. (ELYcenter
2012).

The predecessor to the Etcénters, TEcenters were able to provide Finnish businesses
188 million U in forml boodnfviesnspplediathafaruppor t .
of development support to a total number of 8 Bfusinesses. FeEenters offered in
excess of 30 different service products to local businesses, but it is however notable that
the significance of these services to a business was considerably lower than the services
offered by TEKES and Finnvera. (Putem 2010)
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2.2.10.I1ssuesand perception ofgovernmental inance in Finland

According to the study carried out by Puttonen (2010) on behalf the ministry of
employment and economy, financing offeredstart upcompanies by the Finnish
government is at an adeqgedevel. Regardless of the sufficient financoygtions the
array of governmental financial instruments and products is seen as cgribiessmany
entrepreneurs, who mawpt possess professional experience in finance.

Puttonen (2010) states that thip#stly due to the fact that new financial instruments and
products have been launched every year, without discontinuing the previous ones.
Furthermorethe presence of governmental finance in the financial market is soal@min
that it inevitably overshadws private financing and thugduces the number of private
entities offering financing for start ups in Finlanthe governmental institutions that
offer seed capital often are required to make profit and consequently directly compete
with privately ownednstitutions.

Puttonen (2010) pr op o s e sstatt bpditance dhauld geo v e r n me
diminished by privatizing a large part of the institutions offering governmental finance.

In addition, each financial institution should be allocated ceftaamcial instruments

Finnveracould be responsible fatebt financing, whereas TEKESWd issue gratuitous

finance and finallyFinnish Industry Investmercbmpanycould act as a venture capitalist.

This would simplify the choices and stop the competibetween government agencies.

2.3.Factors affecting inancing

Start upentities generally face issues in acquiring finance. The scale of business and
newness can render some otherwise viable financing sources unavailable. These
businesses are assessed witieokinds of no#financial information, compared to large
public companies. Qualities derivative from the entrepreneur may play a significant role
in the investors assessment of the business. Individual entrepreneur qualities may signal
the viability of tre business, perception of risk and preferences towards cq@taskar

2004)

The following sections will discuss the factors or issues related to obtaining financing in
the context ofstart upand other small business entiti€&art upbusinesses and ah

small businesses have similar issues in financing needs and will be therefore analyzed
simulantenously.

Zaleski (2009) hypothesisé#isat there ar¢hreekey factors thatféect the credibility of
small businesses



36

1. OFFICE - Having an office or work spacspecifically for business purposes can
issue credibitly. These businesses are more likely to acquire external finance than
those, who operate from their private residence.

2. PRODUCTS- Businesses with tangible products are more likely to gain external
equity than those, whose business it is to offer servigesis that offerservices
in addition to productare more likely to acquire equity than those, who only sell
products.

3. ADVANTAGES 1 Businesses that possess a competetive advaatageore
likely to gain equity investments than those who do @ompetetive advantages
can for example include patents, trademarks or copyrights

Theinnovative quality in atart upbusinesses may be a coresable factor in the length

of its life span In prior studiesinnovativeness has been thoughtgad to the increased
likelihood of survival and other positive effects regarding quatition, market power,
producton costs etc. In contrast to prior studielyytinen, Pajarinen and Rouvinen
(2015)argue that innovateness has a negative efffén obtaining external financirend
ultimately, on survivalHyytinen et al (2015) additionally find that entrepreneurs of
innovative businesses may have an exit plan in starenay inflate the risk leveh order

to achieveahe exit. Anginella andMazzu (2015) also argue that innovativeness can be a
detriment to the financing outcome fastart up

2.3.1.Entrepreneur-specific factors

The entrepreneur can serve as a major point of reference for credibility, when a business
canna be eviéuated through traditional valuation methoftduyghebaert & Van de Gucht
2002;Cassar 2004Kotha andGeorge (2012) find that entrepreneurs with psi@rt up
experience arenore probableto raisefinance from professional and personal sources,
compared to those who have no prior experience. Entrepreneurs with specific industry
experience however seem to raise more professional financing up to a certain point, after
which itdecrease<aleski (2009) finds that entrepreneurs who establish a mssiméhe

same industrthey have experience in, dot increas¢he likelihood of acquiring external
equity.Entrepreneurs changing industries, however tend to see the opposite happen.

Zaleski (2009)xontendghatthere are quantifiable qualitié®tweenentrepreneurs that
may affect financing. It ishypothesizedhat for example educational achievements may
offer investors credibilityEvidence of this is the fact tha¢w entrepreneurthat possess
an academic or professional education are more much hkety to receive external
equity than othersThe effect of education is not indefinit@wever, as higher levels
education seeatto have a declining féect on obtaining external financeén addition,
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certain demographic groups such as women or miasritireless likely to receive
external finance thaBaucasiamales.

Robb andRobinson (201)) based on the Kauffman Survey Data, argue that entrepreneurs
with previousstart upexperience and/or a higher level of education weoee likelyto
acquire deb finance than their unexperienced or uneducated counter BaIts.
experience maglsoallow the entrepreneur to provide more realistic forecasts, as most
entrepreneurs tentb be overly optimistic. Balistic forecasts consequently portray
credibility to external investoréZaleski2009) Entrepreneurs generalhave thedesire

to maintain controlover their businesfAtherton2010. By giving investors an equity
share, entrepreneursay fear thainvestorsbecome intusive in the businesZaleski
2009)

2.3.2.Theories ofstart up financing

Prevalent factors such as information asymmetry define the issues in finstarings,
as smdl business entities are not affectively convey their quality with publicly
available information. That is, the obtainabidormation is private to a great extent,
which may lead to these business entities to face difficulties in buildingdargputation.
The lack of a good reputatimonsequentlgan be detrimental to the financing otart
up. (Berger & Udell1998

Finarcing issues faced in the financial market affect the actions of both investors and
entrepreneurs, as well as cause unexpected expensesesudtghese issues may be
responsible for the delay or cancathatof countless funding decisians

2.3.2.1.Information asymmetry

Information agmmetry relates to thénformation advantage of the entrepreneur or
management that is gained during the close contiictthe companyThis information
advantage malead them to act ainst the best interest diareholdersr investors For
example the management mayse their better knowledge of future cash flow and
investment opportunities for personal monetary gain, instead of maxinhemgpmpany
value. Asymmetric information may leéa higher agency costs, a®ditos aeliable to
increase the required rate of retamlower the amount of creditthey are not able to
monitor the company adequately. This in taray caus¢he company and debt valuation
to diminish.

The information asymmetry betwestart upentrepreners and financiers is undoubtedly
large, as the entrepreneur by default considers the company value to be much higher than
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the creditor, due to better knowledge of future exatems. According to Nofsinger and

Wang (2011) potential investors try to caenaict this information asymmetry by forming

a social tie to thetart up A social tie changes the nature of the discussion to be more
equitable and gives the investorn f or mat i on on the entreprene
which canplay a vital role in te success of th&art upcompany.

Garmaisé €001 empirical findingsn contrast, suggestat the information asymmetry

in the context of new entrepreneutaisinesses is exactly opposas,described in prior

literature. The information advantagein theinvestod &avornot t he entr epr el
The extensive knowledge and data accumulated through participating in the financing of
previous businegs, may help such investsrto have an upper hand eévaluating the
entrepreneuriaéntity and entreggneur themsehse

An audited financial statement can serve as a wayctease the quality and reliability

of the businessthus decreasing information asymmetiy a small business context,
where auditing may not be legislatively requirgdiuntary aiditing may significantly
increase the amount of financing and overall operating performa@hises not only due

to the value provided by the audit itself, but the positive information that the creditor can
observe from a voluntary decision to seek atita(Kausar, Shroff & White 2016

The decisiorto voluntarily subject themselves to an audit can be also understood as a
way for lowrisk firms to differentiate themselves from higbkk firms (Kausar, Shroff

& White 2016). An audited statement after giiyes an auditors opinion on the risk
characteristics of a firm to the lender without bias. For most large businesses, such
information cannot be gained through the choice to seek auditing, as it is generally
mandated by law around the world (Dharan 1992)

Under the FinnistAuditing Act (Finlex 201%, an auditor has to be chosen if two out of

three following conditions are met during the last two previous fiscal years; (1) A balance
sheet total of over 1000 0 4, ( 2) r e v0eOnOule, e(x3c)e eadns a2v0elr a g e
employees are employed. Whenleefing thesdimits to start ups, it is obvioukat most

start ups are not likely to meet two or more of these conditions, while acquiitiag

financing. Thereforethere is reason to assutthat the decision to subject themseltes

an audit would b voluntary at that stagelowever, these conditions can &asily met

once initial funding and operation begins and the decision to seek an audit is no longer
voluntary and carries less information.
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2.3.2.2.Moral hazard

The underlying assumptions of the morakard theory state that one party is likely to
take deliberate and increased risk, when another party carries the risk. The issues with
moral hazard partly arise from the incompleteness of financial confFaeisati & Affes

2013).

In the context oktartup finance this means that owners are more likely to take larger
operational risks, if the party carrying more of the investment risk are the investors. Moral
hazard is visible in actions that can potentially benefit the owners more than the investors,
while taking increased risk. For example, an entrepreneur may get involved in research
activity that benefits the entrepreneur, but briittje profit to the investorgdDenis 2004)

Berger and Udell (1998) find that the presence of moral hazard can b&lhtorm
establishing debt contracts. Moral hazard can be especially problematic when the amount
of required external finance is far larger than the amount of internal finance. This is
evident in the fact thatigh growthstart ug generally obtain some forof angel or
venture capital prior to considerable amounts of external debt.

Nofsinger andWangdés (2007) resear cdart gpfinantilge det er
subsequently finds that sufficient investor protection against the opportunistic behavior

of entrepeneurs is crucial in order to increase the likelihood of a funding decision. In

other words, investors usually require measurable benchmarks and asset protection, for
therepayment of their investments.

2.3.2.3.Signaling theory

The sigrals senbutby a companyriform possible investors of the state of the company.
These signals are oftentimes intentionally adjusted to portray the best possible image of
a company. The theory of signaling proposes that companies tend to choose their capital
structure, so thapotertial stakeholdersattain the best possibleorporateimage
(Niskanen & Niskanen 200293-295).

According to Ross (1977) a higlebtleverage ratiamay imply profitability and the
quality of a company as an investment opportunity. The signals createthtigsiiances

or dividend payouts imply to the investors that cash flow expectancies are high and that
the company can afford to have greater leverage theory assumes that unprofitable
companies cannot affotd issue largeamounts of debt. Ross (197tates that there is

a positive correlation between the market value of a company and increasing leverage.
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Thus, debt issuances are considered as positive signals, weguggemissions are seen
as a negative signal.

The level of entrepreneurial inlvement and commitment in the business can be signaled
to the financier through the amount of capital invested by the entrepreneur. An
entrepreneurial equity contribution signals the potential investor that the entrepreneur
believes in the success of thasiness, which positively affects the willingness of the
financer to invest in the siness. (Fourati & Affe2013)

2.3.2.4.Trade-off theory

According to the tradeff theory, the optimal capital structure will vary from company

to company. Companies with largenaunts of tangibles and high levels of taxable
income are much more likely to be able to maintain a higher leverage ratio. On the
contrary, companies that are unprofitable and mainly possess intangibles are primarily
more likely to resort to equitpased ihancing. Compare an airline company, whose
assets by definition consist of mainly tangibles, to a égh start up whose assets
mostly consist of intangibles and whose business as a whole is exciyptrky.
(Brealy & Myers 2000522 524)

Random eents occurring daily in the financial markets can have an effect on the capital
structure of a company. Counteracting these events may take time and give rise to
unexpected costs. The trad# theory essentially argues that companies will, in order to
maxmize the value of the company, consider the cost of debt and try to achieve an
optimal balance between equity and debt. Its main assumptions liedadieasing cost

of debt financeglue to the tasdeductibility of interest expenses and the negativeedigg

of equity-based issuances. It is worth noticing that the tattieheory hasiot been able

to explainwhy some of the most successful companies have chosen to maintain a low
leverage ratio. Another unresolved argument against the-dfatigeory s the fact that

| everage ratios have been relatively stabl
deductibility of interest expenses is a fairly neicpolicy. (Brealy & Myers 2000522

524)

Fourati& Affes (2013) argue that trael&f theory is not applidale to youngousinesses
asthetax benefitare oflittle importance in businesses that suffer from the ladikahce
and profitability Additionally, bankruptcy costs are an insufficient factor in showing the
negative correlation between risk and |eggs.
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2.3.2.5.Pecking order theory

The pecking order theory suggests that businedsmdd considethe sourcef finance

in a certain order. The first and mdavorableoption would be to usmternal income
financing but in caseit is not at anadequate levgthe company should rely on debt
financing(Myers & Majluf 1984) Emissions should be considered as a last resort, due to
the high cost related to it and the negative signal emittetiéamarketNeale & Pine
2009:513)

The aforementionedhierarchyis a result of the information asymmetry that exists
between the management and shareholders. Managers tend to considevckhe
emissionsonly if the stock isovervalued in the market. Most shareholders acknowledge
this widely known fact and therefore actithv caution when stock emissions are
publicized This acknowledgement usually leads shareholders to offer a lower price for
the stock and thus increase the cost of eq(fike & Neale 2009513)

If there is high information asymmetry between the managearal external financers,

the company usually tendsdonsiderdebt financings thé primary sourcéShen 2014)

This is supported by Brarath et al. (2008) findings, which indicate that only 7.7% of
companiedelonging tahe lowest information asymmgttenthrelied on debt financing,
while 35.5% of companiesn the highesttenth measuredof information asymmetry
depended on debt financing.

In the context oktart upcompanies, debt finance is likely to be chosen as last means of
finance if there is igh perceived information asymmetry. Procuring financing by means
venture capital would be more likedyailableto these companies, as venture capitalists
have the means for company evaluation and continonaunstoring (Nofsinger& Wang
2011)

The notion of the inversed information asymmetrgentionedn section 23.3.1 can be
extended to the pecking order theory as wéllar mai s e disdingé &@ i 1 )
contradiction withMyers andMajlufé $1984) seminal researan thepecking order
theory, as thetheory is reversed when it comes to new entrepreneuritifiesn The
superior knowledge of certain institutional investors may convince the entrepreneur to
favor equity over debt contracts.

2.4.The capital structure impact of entrepreneurial and businessdctors

The decisionsentrepreneurs make applying for specific types of financingltimately
affect capitalstructure of theibusinesgVan Auken & Neeleyi996) Capitalstructure
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decisions are important determinants in the performanddeobusiness and ithe
likelihood failure or ex@nsion (Cass&004).

The capital structure ofstart upentity is subject to change overdstirelife span. Fluck,
Holtz-zEa ki n and Ro s e basedof thedNdsBopsinrerdrspeereurial klimate
study,elaborate®nthesources of finance used by nand smalentrepreneurial entities
andidentifies distinct patterns by which they source their finance in various stages of the
business. In the years following establishment, the proportion efnait finance
(entrgoreneur, friends, family anldusiness associates)mmonlyrises. Aftermaturing

for some 29 years, the proportion of external finance (bank, venture capital, and other
external investors) seems to increabke point of time,during whichthe change in
capital occursshould not be regardexs a constant

Berger andUdell (1998) note that internal finance does re#rs to dominate external
financing despite the respective changes throughout the life cyclestdreiup The

capital structure of a busisg may be the result of issues faced while acquiring finance.
The absence of a possibility for an equity investment may force a business to rely on debt
financing, even if it were against its interest. Alternatively, if a bank loan is not attainable,
the husiness entity may be directed to acquire financing through other means

Fluck et al (1998) argue thtte evidence can be explained using a combination of the
monopolylender theory of Rajan (1992) and the reputation theory of Diamond (1991).

I n Ra1992hrésearch is argued that investors, such as banks and venture capital
firms gain a monopoly of knowledge on long term customers, who can, as afdékalt
information advantagebring the investor considerable profiOn the other hand
Diamond(1991) attests that regardless of the superior private informaélshby the

initial investor, outside investors aeble to assess theeditworthinesby t he f i r mé s
record or reputationReputable firms are thus given access to cheapacedinancing.

Di a mo (@91 theory therefore seems to indicate the life cycle pattern suggested by
Fluck et al (1998).

With the absence of a reputation, new entrepreneurial entities tend to relieioral
financing but as their reputation develops, theependence on theséorementioned
sources diminishedAfter gaining a good reputation, options such as public debt and
equity markets open up. As a result, Fluck et al (1998) reseaasnot support the
previously nentionedMy er s 6 s p ehedy(1984) a®therk & no edéence to the
suggested sequende which retained earnings would be as a first source of finance, then
low risk debt and finally guity. Naturally, the entrepneur will tend to use income and
earnings, before applying for ertal finance. During stages of rapid growth these
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retained earnings are however easily exhausmteldexternal finance is need@duck et
al. 1998)

In section 2.3.3.2it was suggestestart ug generally obtain large amounts of internal
finance prior toexternal debt due to the moral hazard problem, which is cortrahe
findings of Berger antldell (1998). Berger antldell (1998) state that they recognize
the contradiction and argue that Fluck e{#298) data did nahclude trade credit, and
therefore might underestimate the importance of external debt.

According to Robb andRobinson (201Q)newly founded companies tend to rely on
formal, i.e. commercial debt financing, such as owquaranteed loans, business bank
loans and business credit liné®n average bankinancing is seven times greater
compared to the average amount of finance originating from inside the company. This is
also true for businesses with previous egbiged financing either in the form of venture
capital or angel investmn

While comparing internally and externallpwced capital, it is eviderhat internal or
ownerbased finance is mostly in the form of equity and external capital in the form of
debt. In the previously mentioned relation, businesses ¢emalve approximately 5 times

more debt than equity. This is not to say that equity capital is not as important as debt, as
the 205 businesses that had access to external equity received it in exces6Qff 350
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dollars, which is about twice as much as therage total capital of a business in the
survey. Over half of the 205 companies received their equity capital from outside informal
investors (e.g. amg investors). (Robb & Robins@010)

The survey also found that entrepreneurs with preatarsupexperience and/or a higher
level of education were prone toyiglg on external finance. Robb aRwbbinson argue
that this is likely to do with the fact that lower quality businissigely to only have
access to inder finance. (Robb & Robinsd010)

A survey onstart up in Sweden by Bggren and.aufer (2014) found thavidence that
bank finance was not as vital $tart ugs, as inplied by Robb and Robinson (2010) and
Berger andJdell (1998).A bank loan was used in only 19.3% of sifart upentities.
Bjuggren and.aufer (2014) argue thatternal equitycarriesmuch more importance than
external debt finang. Studies prior to Bjuggren ahéufer (2014) have not researched
the importance of location to expansion, performance and financing. The rliffere
between rural, intermediatand densely populated regions, imme of expansion
intentions,is that in the latter region, they are oftentimes directed internatiomaiije

in intermediate regions expansion is usually implemented in the domestietmark

2.5.Summary

Start ups commonly experience issues in acquifimgncing,due to their norexistant

track record.These issues commonly take place, when acquiring adequate levels of
financing are most needed. It is believed that the capital structuretamnately, survival

can be largely affected by the difficulty acquiring financingStart up finance has been

a little researched subject this far, and there are currently few widely accepted theories.
This study is among the first ones to survey the iBmsatart up landscape with regard to
their financing souces, issues and their capital structure.

The most important sources of financing range from angel investors, bank finance,
governmental finance, venture capital to crowdfundiagh source is plagd byits own
issues, as well as shared issUd® valuation and feasibility assessment procedures may
be too stringent for start ups, which may possess great potential, but little proof of
conceptAccording to prior literature, small business entitiesluding start ups tend to

rely on the debt capital market duehe lack of suitable financingyan Auken & Neeley
1996) This is visible in table 2, which reports on the main findings as well as other
pertinent information regarding prior studidfssuitable financing is not found, capital
market gaps may cause start updéviate from their potentiéRobb & Robinson 2010)
Many start ups therefore employ informal financing channels, such as angel investors.
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Table 2: Statistical methods used and magsults of prior studies

Study Studied Sample Method Main results Limitations
Characteristics of The majority used owner savings as initial
Scherr, Surgue & USA Business Owners OTS FawEIo capital. Bank finance is the most frequent
Ward (1993) database; 1986; 41 665 =3 Tegress] source of debt. Age negatively associated with
businesses debt use regardless of source
Finance from financial instutions represents the Su;::i::;{: 2
Berger & Udell National Survey of Small Descriptive most frequent source of external finance. .
USA : X ; 2 businesses,
(1998) Business Finance; 1993 analysis Internal finance does not dominate external
rather than
finance.
purely start-ups
Wisconsin
i g Entrepreneurial Climate ; i i
Fluck, Holz-Eakin, 2 : . Internal financing dominates during infancy.
Rosen (1998) USA Study; founded during Regression This pattern reverses with age
REE 1986-1991; 541 small i BhAR
business entities
Sample included
Van Huyghebaert & - Cross-sectional | Start-ups are dependant on debt. Bank finance solely
o 244 start-ups, o _ - S
Wan de Gucht Belgium A i:pls 9;;] Bl regression represents nearly half of total debt. Banks do  |businesses in the
(2002) analysis not screen start-ups thorougly. manufacturing
sector
Kauffiman Firm Survey; ;
; : Bank fi learly dominates th
e USA I i ——— Regression s;i:rce“;?r:"fl?a(r:lce: rI)tr isc:rl \«.:fble: ::ise oefT
(2008) observed until 2006; 4163 g S ;
; financing and readily available
businesses
Internally generat ity inates othe
S urced duough the Internally genera af cqu:ty; dommatm_o er
’ : , — financing methods. Under 1/4 of all businesses
Bjuggren & Laufer Swedish Jobs and Society |  Multivariate . < gl
Sweden 2 ; had bank finance. 53% of them had difficulties
(2014) Foundation; 2009-2013; analysis B i ; i
acquiring it. The location of the business carries
244 start-ups ; : :
importance with regard to expansion
Panel Study of As an average, almost 2 times db'n’lli(.h capital
Hechavarria Entrepreneurial dynamics; o foc debt than om equity. Neary'a
i 4 b ; is thi INess: C
arowss | usn [ io o e | Cop A | ot fed it
Reynolds (2015) founded in 2005; 830 & gres s  COmINE Jam aace
1214 business. Rougly a fifth of companies relied on
debt as the most important source of funds.

Researchers have found differing patteiorsentrepeneurs receiving financirgaleski
(2009) hypothesizes that start ups with an office, tangible products and competitive
advantages are more likely to raeefinancing than others. Hyytinen et al (2015) on the
other hand find that innovative businesses are more than likely to fail in comparison to
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start ups that are nddther researchers have focused on explaining the likelihood through
entrepreneuriachaiacteristics. Huyghebaert and Van de Gucht (2002) and Kotha and
George (2012) find that entrepreneurs with prior start up experience are more likely to
acquire financing than newly establishentrepreneurs. Robb aRébinson (2010) argue

that entrepreneunsith higher education are more likely to acquire debt financing than
less educated entrepreneurs.

Start up financing is largely plagued by the same theoretical issues as in general corporate
finance. Widely held theories, such as information asymmetoyalnmazard, signaling
theory, tradeoff theory and pecking order theory can be used to explain the financing
outcomes of start ups.

This study is interested to find out the most used financing channels and whether or not
there are common characteristfcs businesses receiving certain types of financing.
Another point of interest is, to empirically find out whether or not entrepreneurs generally
experience similar issues with a certain financing source. Lastly, this study is interested
in finding out whéher or not these issues affect the capital structure of these start ups.
The ultimate aim of this study is to better understand the process by which start ups
acquire their first capital and begin business.

In the nextthree sections, this study will egm the process by which the survey data
was collected andmpirically test the assumptions and findings obipliterature.
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3. RESEARCH METHODOLOGY

The purpose of this section is to discuss the methodological approacbssnc
conducting theesearchThis section willexamine the data acquisition methods used in
the survey and discuss the statistical methods that willdeinglata analysis in section
5.

3.1.Researchobjective

This study willexamine the primary sources of financedtart p entities. Theobjective

for this study is to demonstrate the issuesstat upentrepreneurs face while acquiring
finance and how these possible issues impact the capital stratthieeentrepreneurial
entity. Another question jswhether or not cé&in entrepreneurial or business
charasteristics lead to different capital structures or a better likelihood of receiving
financing.

3.2.Data acquisition methods

As the intent of this study obtain an unbiased understandistgrofu and the ahily to
genealize qualities obtart u as well as the difficulties they fageacquiring financing
this survey will employ a quantitative research approach

One form of quantitive remrch that collects data frognoupss of responsers iknown

as asurvey. A survgis a tool for receiving statistical information, or estimates on a target
population. It requires the target population to answer a set of questions that will be used
to analyze thir charasteristic=owler2014) One way of gathering this data, is thgh

a guestionnaire, which can contain a number of structured questions, all of whieh have
range of predefined answerdOpen-ended questions refer tguestions that can be
answered in the respondesa/n words(Adams & Brace 200634). This study will
emgoy both of these, but will tryo minimize the amount of opeanded questiontor
efficiency and ease of statistical analysis

Self-completionquestionnaires have several advantages over structured interviews. The
fact that the interviewer has to be pmas® ask the required questioims structured
interviews, can causeersonalcharacteristcs, such ahnicity, gender and social
background,d contribute to a bgin the answersSince the questionnaire is filled in
without having personal contact witie interviewee, selfompletion questionnaires lack
these problems. Questions regarding subjects that may create feelings of anxiety or
sensitivity in the interviewees, are best conducted ascsgipetion questionnaires, as
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the chance of undeeportingis lower than with stuctureahierviews. (Bryman & Bell
2007:241-245)

The disadvantages of choosing a-selmpleted questionnaire are largely related to lack

of a contact between the interviewer and interviewee. Due to the absence of the
interviewer, iferviewees cannot be asked to elaborate on questions. Furthermore, the
interviewee cannot be certain that the right personmasexed the question or thabn
responders have not had an effect on the answer. Intervielsedsnd to get fatigued

by ansvering too many questions, especially if the questions do not seemnteteva
them. (Bryman & Bell 2007242-243)

Perhaps the largest issue wilhiestionnaires is the expectewv response rate (Bryman

& Bell 2007:243-244). This is due to the fact thdetresponse depends completely on

the willingness of the responder to complete the questionnaire. The response rate has been
identified to have a negative correlation with the length of thetoqumaire(Adams &

Brace 200635). If the researcher is nobke to prove thathere is no statistical difference
between responders and a@spondersthere is a risk of bias. To counteract a low
response rate, many employ a strategy of offering a financial incentive for the interviewee
to answer the questionnair@eminders may also increase the rate of response in non
responders. (Bryman & Bell 200243-244)

This study will employ two methods for increasirthe response rate. Firstly, the
guestionnaire will be administered as an internet survey, rather thamalnservey.

Email surveys tend to lead to lower response rates, because the responder has to spend
time opening attachements and returningnihto the interviewer. Internsurveys are
generally quicker and require less effort from tegpondefAdams &Brace 200635).
Secondly, a financial incentive will be offered in fromtleé opportunity to win a prize

upon completion of the questionnaifénancial incentives (cash, gift cards, etc) are a
simple way of motivating responders (Sadt & Mooi 2014: 76). In this survey,
responding to the survey gave the responkderrightto enter in a raffle, the prize of
which was a 500 AAsdhe entry itaotime radffle Wals optioaal, the
contact information of those who wanted a chance to win tize,pvas needed. The
winner was selected from the people that chose to enter the survegdmdvided their

email address. Some respondents maturally refrain from giving out their contact
information, thus loweng the esponse rate in this cafgastedt & Mooi 2014: 77).
However, gen as the question regarding entering the raffle was the last one and the
respondents were given an option not to enter, the effect on the response rate may be
insignificant.
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Before publishing the survey online, it wasnt to four experts in the field efart up
and/or corporate finae. Pretesting the survey cagliminate a number of problems that
may arise from misunderstandingssurvey design errar§Sarsedt & Mooi 2014: 76)

The selfcompletion survey, whicls included as attachment | at the end of this study,
was creted using a combination of survey questions and themes of prior studies, such as
the Kaufiman survey (2011) and Bjuggren dralifer (2014)Questions 48 aim to create

a prdile on the responddrusinesses, by gathering information on their main industry,
business model, legal statusyel of innovativeness, employment and reventibese
questions also help identify whether or not the respondersbeatieemedstart up
businesses and providepartant comparative data fetatistical analytics.

In questions 9.1 the respondemsere asked if the business was subject to auditing, and

if so, for which reasons and whether or not there was any perceived benefit from being
audited. These quisns aimel to find outwhat percentage atart u in the population

were beingaudited and whether or not they employed in order to increasdititgdir

trust with investorgie. Information asymmetry)Jnder Finnish Auditing Act, businesses

are not obligatedo appoint an auditor, if no more than one of the three following
conditions are met in the past and previous fiscal years; balance sheet total of is in excess
of 1000 0 0 U , revenuC0O0eax ceeredav e2r0alg ees exceeds 8 o f
(Ministry of Trade and Industr007) It would seem therefore likethat manystart up
businesses do not have to be audited, if not required by other than legislative reasons.

Questions 124, as well as 19 all relate to the amount of inék(insider)and external
(outsider) equity and debtThe objective is to evaluate whether or not there are
quantifiable differences between the capital structures of those who indicated they had
experienced difficulties acquiring finance and those who had not.

Responders were askéal identify the primaryfinancing sources, ease or difficulty in
acquiring financing, any possible difficulties and reasons for said difficulties in questions
15 to 25 (exl. 19). These themes weretipdy selected from Bjuggren anda u f er 0 s
(2014) surveyn Swedislstart u. This study however employed likert scajaestions

to gather qualitative data dhe perceived difficulties a$tart upfinancing in Finland.
Questions 26 to 32 were background questions, which formed the basis for evaluating the
effect of entrepreneurial characteristics, such as experience, age, eduation, on obtaining
external financing.
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3.3.Survey process

Some pior studiesseem tohave usedhe termstart upas a general terrfor all small

businessesThe difference in terminology ay result in very different results, atart

ups 6s financing requirements dorexampte;,tfer om t r ¢
basis for Berger antdell (1998) seminal research is the national survey of small

business finance from 1993, which indds all sorts of small business&obb and

Robinson (2010) in their research examine the Kauffman Firm Survey data, which
includes 4,928 newly founded companies. Their research does not seem to exclude
businesses that can not be verifiedtast ufs.

This study isdifferent in the way the responder population was sourced. Namely, all the
responder contacts were sourced throstgnt upincubatorsthat predominately work

with start ups. Business incubators are a support systematinagt fostering the eation

and acceleration of new businesess, by supplying them with resources, assistance and
creating contactsThey have been credited for creating susftgsbusinessesand
prevening unexperienceentrepreneurs from making avoidable mistakbkasVerdd,
Riberio-Soriano & RoigTierno2015;Morant & Oghazi2016)

Email addresse®r 646 businesses were receiatherfrom start upincubatorsor start

up event organizers in Finland. Many of tstart ufs had attendeevents or had been in
contact with astat upincubator in Finland. After eliminating businesses that did not fit
under thestart upclassification and/or whose contact information were not able to access
the responder group for the survey in Finlawéntualyconsisted of 459 businesses.

The self-completion survey (Attachment I) was posted on Google Edband was sent

to a total of 459 businesses. The email addresses of these businesses can be divided into
193 CEO/Founder email addresses and 266 general email addresses. After eliminating
the email addresses that came back as false or undeliverable, the final responder group
came to 448 companies.

After the initial invite and two subsequent reminders, 90 responses were sknt ba

making the response rate 2®%. While there is no general rulen what constitutes a

statistically aceptable response rat®aruch (1999) states response rate oB@% in
guestionnaires that are being sent to a | ar
in this study, is fairly common. An adequate respontearafrequency of responses can

depend on the conditions of the study. UnBea r uc h6 B LI( &P &) conditi c
10% sampling error and a 80% confidence level, the required frequency of aifmnee

sample of 500 responaks, would be 25. Alternativey under fAStringent
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3% sampling error and 95% confidence level, 288exs would be require@onsidering
these guidelines, the mnse rate for this study cdre deemecheither good, nor
statistically unrepresentative.

There is a rislof nonresponder bias anberisk thatentrepreneur might not be the actual
responder in the survey. This risk may be hightened by the fact that the cover letter to the
survey indicated that there is a prize involved in completing the survey. Howewer, sin
most of thesatart ug are small, there is reason to believe the CEO/Founder would have
access and responsibility over respondmthe general email inquiries.

3.4. Data analysismethods

After the datavas gathered throughoogle FormS, it was input io IBM SPSSversion

23SPSS was c h seaserof useward reputation in quantitative data analysis.

Table 2 depictshe methodological approaches prior similar studies used in analyzing

their data survey data. Observing this table, it is evittaitpast studies have primarily
usedregressional statistical tools Seen as this study has exami
a similar fashion, it it reasonable to use the same statistethiods as well.

The main methods selected for data analysis vileee Spearman rank correlation
coefficient and logistic regression analysis. These tools were selected as most of the data
in this study is formatted on an ordinal scale. An ordinal scale is a level of measurement
that is able to indicate whether or notaiable possesses a certain quality more or less
than others. It is not able to explain how much of a certain quality any single variable has
compared to othevariables(Metsamuuronen 200341). Statistical methods for the
analysis of ordinal data carsalbe used on data thatformatted on a nominal scale, as

they were in this study.

341Spearmands r anodfficemtor rel ati on <c

Correlation indicates association between two variables. It shows the relationship
between two variables in terms of strength aimdotion and may only range from,
perfect negative association to 0, no association to +1 portraypeyfact positive
associationCorrelation merely shows an association and it does not quantify causality
between these variables. (Fib895: 38; Craford 2006)

The Spearmanés ranked order correlation co¢
the tool for examining statistical correlation in this study, as it is best suited to quantify
correlation between ordi naloshbadbainterjetece r e s ul
in the following way;0 to £0.20can be consideredregligibleassociation, while0.21
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to £0.40 is weak:+0.41 t0+0.60 is moderate;0.61 to 0.80 is strong ar.81 to+1.00
can be deemexkery strong. (Prion & Haerling014)

Theformula of the Spearman rank corteda coefficient is as follows:

Gi[)f
=l

1)
r,=1 =
Where: nn-—1)
di = 1én are the dijafldgrences in the ranks o

(Aczel 1989; 783784)
3.4.2.0rdinal logistic r egression

Regressional analysis explains the strength of the associatisedmetwo variabledn

case of several variables theuaged multiple correlation Rdentifies to what extent a
group of variables (factorgre able to explain the results of an independeriable.
Regression is able to predict the value of a dependmidble through a number of
independent variables. Unlike correlation, regression is able to differentiate between the
outcome angbredictor variablegMetsamuuronen 2005: 65859; Crawford2006)

Ordinal logistic regression analysiaims to find the viaables that best explain the
phenomenon out of an array of dependent variables, when the data is ordinal in fashion
(Metsédmuuronen 200887). Traditonal regression analysis assumes that the independent
variables at the very least, correlate on a moddeatd with the dependemtariables
(Metsamuuronen 200562). Ordered logistic regressiam the other hand assumes that
there is a linear association beween the logit of the depeadérnhdependent variable.
Another imporant note is that the orderedistic regressionmodel is sensitive to the
existance of outliers withithe data. (Metsamuuronen 20689)

The limitationof any regression analysisay be the absencetbiories to indicate which
variables should be used to explain the phenomenom imestigationThis means that,

the more norexplanatory variables a researcher chooses to include in the regression
analysis, the more imprecise the results may become. If the ratio of variables compared
to thenumber of observations becontes highin traditional regressiqgrthe results may
falsely indicate a higher correlation of determination. It is suggested that a ratio of 40/1
in terms of observations and variables should be maintained in order to produce reliable
results. (Metsdmuuronen @®: 661)
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Ordinal logistic regressiorhowever is more tolerant of a higher ratio of variables to
observations and will not likely skew resuttue to it (Metsamuuronen 20@89). Unlike
linear regression for example, ordered logistic regresdmes not allow fo the
examinaion of normality in residual@Metsamuurone2005:707).

Theformula ofordinalregressions as follows:
2
.~ O .
I Ip—"O [ [ 8 [ 8 E 1 8
Where:
Fij = is the prohbility that Y=j, the lowest ordered category
[ = the intercept of the regression surface

r AQ pFB &his theslope of the regression surface

(Aczel 1989 486487, Norusis 2008: 70)
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4. DATA

This section includea detaiéd examination of th@btaineddata in the following order;
business characteristics, financing characteristics, entrepi@neharacteristics artie
stated difficulties in obfaing financing The main findings of the survey are presented
in this section.

4.1.Business baracteristics

The obtaineddata show that all (100%) of the businesses surveyed are limitddylia
corporationsThis was expected, as other coprorate firms noapeas suitedor shared
ownership and receivingrgeexternal investmentsnierestingly however, Bjuggren and
Laufer (2014) state that only approximately one third of all Sweststt us were in
corporate form and the remainderre/gsole propetiorsps. With this regard thgathered
data forthis study does not reflect simileegal form decisionsThe main reasons for the
difference may stem from nation&dislation and the differences timne definition of a
start upbetween these two studies.

Tabe 3 depicts the characteristics of responder business. It shovibehagjority of

responders chose theirain industryof the business, as eitherSof t war e and | nt
(511%)ori Comput er s an d8 %).544% resporued ¢hat dheir(bdsise

model was aimed at producing both products and services, ag#0eo for services and

only 156% for solely producing tangible products. This naturally reflects the choice of

main industry as well.

Most businesses 68% can be deemed innovative or vl a competetive advantage, as
they possess intellectual property, such as patents, trademarks or copyrights. This is
arguably a good indicator that the businesses that wetacted, were in factart us.



Table 3 Characteristics of the respaer businesses

Business Characteristics

f Percentage

f Percentage

Main Industry Office Location
Software and Intemnet 46 511 Eented or Leased Space 38 652
Computer and Electromcs 16 17.8 Start-up Commurnity or Incubator 13 16.9
Media and Entertainment 7 1.8 Fesidence or Garage 10 112
8 f Busi
Healthcare 4 a4 R T
Contact/Customer/Supnlier
Business Services 3 33 Oraned Property 1 1.1
Consumer Services 3 33 Educational Space 1 1.1
Telecommunication 2 23 Mail Box 1 11
Transportation and Storage 2 2E Year of Establishment
Travel Becreation and leisure 2 22 -2011 17 18.8
Agriculture, Forestry and Mining 1 1.1 2012 14 15.6
Biotechnology 1 11 2013 14 156
Energy and Utilities 1 11 2014 4 26.1
Financial Services 1 11 2013 18 20
Manufacturing 1 1.1 2016 3 33
Business Model Employment
Both 49 544 None 40 44
Service 27 30 1-5 43 30
Product 14 15.6 6-10 2 11
Intellectual Property (Patents, 1115 5 o
Trademarks, Copyrights) . - -
Yes &0 66.7 16-20 1 11
No 30 333

The businesses largely (8%06) operate out of lead or rented spaces and only3P6.
were located at atart upi n ¢ u b prénuses@ k2% were located at a residential
location. These bsinesses employed either no @%) a 1-5 (50%) employees during
thestart upphase. It is unclear whether these employees were extdrimatiyemployees
or also includedthe entrepresur themself. A meré&.5% employed more than 5
employees, which is in accordance with fact ttart ug commonly do not have the
financial resources to employ, even if it were in their best intefést.findings with
regard to employment seem to beimelwith those of Van de Gucht aiktliyghebaert
(2002). In their sample, start upemployed 3.1 employees averageHowever as the
data in this study is ordinal, conclusions regarding the exact amount of employees cannot
be made.
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Most businesses were founded between 2012 and 2016, the most frequent year being
2014. Only 18% were founded prior to 20189% of the businesses had revenues of

under 500 0 0 G , with the most50000iel@0e0rOtu 6%)aRt5e gor y

31.3%had revenues between 1001 and 50@ 0 O U . This shows that
businesses are considered small and may not be abledtofu solely on revenue
streams.

Table 4 Auditing related questions

Auditing f Percentage

Has the company's financial statement been audited during the seed or

start-up phase?

Yes 64 ZAM|
No 26 28.8

What was the primary reason for having the financial statement audited?

Required by Financial Contract 26 38.8
Legislative Reason 19 28.4
Assurance purposes 8 11.9
Required by Company Regulations or By-Laws 5 q5
Voluntarily 5 75

In your opinion, did the business benefit from having the financial
statement audited

Yes
No

=

35.8
35.8

| ST ]

B

Table 4 reports on the responses with regard to the que&tr@mrsstudies haveot
examined whether or netart ug are being alited, nor the reasons for engaging veth
auditor The fact thatstart ug are being audited, despite the lack of obligation, can
indicate that start ups are tryingaiteviate information asymmetries and trissues with
investors, by having their financial statement auditedble 4 showsha a vast majority
71.1% had been audited by a certified public accountant, but for the most part, for other
than voluntary reasons. 386 responded that their investment or loanti@a required

it, while only 75% soughtin audited statement for upitay reasons. Additionally 19%
indicated that they had done for increased credib2y4% were legally obligated to be
audited, meaning theyavegrown over the limits introduced section 3.2.358% of the
responders perceived no benefit or advanfeme having their busess audited, while
another 38% considered beneficial.

a
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4.2.Characteristics of entrepreneurs

Table 5: Entrepreneurial characteristics

f Percentage f Percentage

Gender Education
Male 17.00 83.60 Grade School 1 11
Female 15.00 14.40 High School 3 13

Some University Courses 9 10
Age Bachelors Degree 20 222
Mean age 40.00 Masters Degree 49 344
Max 79.00 Advanced Graduate Work or g 80
Max age 79 PLD :
Minimum age 21.00
Age Group Professional or Educational
21-30 19.00 2140 Yes 38 422
31-40 50.00 33.70 No 52 378
41-30 27.00 30.00
51,60 1100 1250 mee_ssmngl or_Educanonal

Expenence in Finance
61-70 1.00 112 Yes 36 40
T1-80 1.00 1.12 No 54 60
Position
CEO 53.00 64.40 Prior E:ipenenc,.e with

Entrepreneurship
CTO 4.00 440 Yes 33 389
CFO 200 220 No 37 411

Other Key Management  7.00 1.80

Member of the Board 10.00 11.10
Sharholder 0.00 10.00

Based on table 5, theesponders can be said to be homogenous in terms of gender,
education and position in the lhosss. 8%% were men and mostly agedtween 2450

years of age. 85% hadreceived uni ver si ty dasegiaePhl).Brechel or

uneven distribution of gender and education may bmitation to the validity é the
results, as somenwantedresponder selection may have occurred, possibly stemming
from financial naturer the perceived difficulty ahe questions. Responders with higher
education may have been more willing to answer the survey, compared todeespo
without a university degre®rior studies have not fourstiirt upentrepreneurs to be this
highly educated(Bjuggren & Laufer 2014; Robb & Robinson 20 H)wever, the data
show that responders with a background in finance or accounting, were molikaty

to answer the surveygs only 42% had professional or educational experience in
accounting and 40% for financ&8.9% had prior experience in entrepreneurship.
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4.3.Financing characteristics andsources

Table 6. Crosstabulations with investor gpsiand amounts of external equity

External Equity

Under 10 000€ 10 001-50 000€ 50 001-100 000€ 100 001-250 000€ 250 001-500 000€  In excess of 500 000€  Total %

2 10 6 12 1 10
— °
Augel Fnvestor 1,9% 24.4% 14,6% 29,3% 2.4% 24,4% Al
e o 1 2 2 3 7 -
SReere 0.0% 6.7% 13,3% 13,3% 20,0% 16,7% »
Governmental Institution 4 J ) 4 : 23 %
0.0% 17.4% 21,7% 34,8% 8.7% 17.4% 5

2 1 1

T 5 y
tsruprdiunding 0,0% 50,0% 25.0% 0.0% 0,0% 25,0% ke
Financial institution 2 : 2 L 9 %
. 22,2% 0,0% 0,0% 44,4% 22.2% 11,1% u
1 1 1 3

Acquisition 6 %
1 16,7% 16,7% 0,0% 16,7% 50,0% 0,0% b

1 1
Investment Bank 2 %
0,0% 0,0% 0,0% 0,0% 50,0% 50,0% i

Total % 59% 18 % 14 % 27 % 12 % 24% 100 %

Table 6lists the frequencies drprecentages of various amouatdinancingin relation

to equity financing sourcesas indicated by the surveyed businesBesponders were
asked to identify the amounts of exigfifinancing in the categories of internal/external
debt and equity. Internal financing is defined as financing that originates from
shareholders, entrepreneurs, friends, family or other individuals that are already in close
connection to the business. Extal financing on the othe hand originates from parties
that do not have prior contact, stake or other vested interests in the buRleass.see
attachment 1 for further reference to the survey questions and questionnaire.

In termsof extenal equity angel investors (41)clearly seem to dominatbesestart

ups.. Governmental equity investments are indicated as the second most usedf@our
exterral equityat 236. The importance of these two channels of finance is undeniably
large, as they finande64% of all external equity, wti usually is supplied at more
suitableterms than debt. Venture capitalists only supplied 14%, but 46.7% of their
investments were in excess of SHID%.

External equity was investedost frequently in the category of001-2500 0 0 4. The
second | argest gr @WM® uwg s wrii c he Xx mals s ad fe s5 QI n
This study is mostly interested in early stage investments, due to which the larger
investments were grouped in one category.

The low acquisition gecentage of crowdfunding investments may be, due to legislative
reasons. Various laws, such as the companies, securities and investment firms acts, as
well as the fundraising acts limit the possililitf such investments currently in Finland.
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This studyfinds that bank finance cannot baid to dominate the financing of ttatart

up population. Bank finance, either as an entreprebauaked loan or busige loan had

been employed in 28 of all businesses. When combined with the precentages of
respondershatset ct ed A Ot her f0i he#talgpiecehtage rises to¥»d ut i on
This represents the amount of respondersabttinedeithe bank debt or debt from an
unspecified financial institutionWhile perhaps not thenost dominant channel in

financing altogether, banks and financial instutions represent the largest source of finance
for debt

Table 7. Crosstabulations with investor groups and amounts of external equity

External Debt

Under 10 000€ 10 001-50 000€ 50 001-100 000€ 100 001-250 000€ 250 001-500 000€  In excess of 500 000€  Total %
Entrepreneurial loan 2 g 1 4 L 14 %
o o
P 14,3% 42,9% 7.1% 28.6% 0,0% 7.1%
1 3 2 8 1 1
3 o
CorgoratoLioan 6.3% 18.8% 12.5% 50,0% 6.3% 6.3% toie
v 5 ) 4 2 16 2 5 .
Governmental Institution 6.5% 12.9% 6.5% 51.6% 6.5% 16.1% 31 %
Financial institution 2 i 2 1 4 2 30 %
6.7% 16,7% 10,0% 36,7% 13,3% 16,7% B
1 1 2
T : B
supplieror Gustomer 25,0% 0.0% 0.0% 25,0% 0,0% 50,0% Ao
1 2 1 1
Angel Invest 5 %
Bk 0.0% 20,0% 0.0% 140,0% 20,0% 20,0% ®
Total % 8% 19 % 8% 2% 8% 15% 100 %

Table 7 indicates th&equencies a precentages of various amounfsfinancing in
relation todebtfinancing sources, as indicated by the surveyed businésesrnmental

loans seem to bealmostas frequent (3%) in Finnishstart ug ascommercial and
individual bank loans are put togethEmancial institutions weresd almost agequent

a provider of debt agovernmental institution®ther prior studies have not found such

a strong reliance on govermental financing thangtudy. In comparison, Bjuggren and
Lauger (2014) find that merely8% of all start us recéved governmental funding,
without regard to the nature of the financing. When adding together the precentages of
governmental equity investments and debt financing, it is clear that governmental
financing is asurprisinglysignificant source of funding fadhesestart ugs. A total of 5446

of all businessehad received either equityaebt from agovenment agencyl hesurvey

did not allow for the responders to elaborate on which govermental institutes they had
received financing from, but there is reasmbelieve the most important ones are TEKES
and Finnvera, as examined in section 2.as/they are the largest providers.

42% of all debt financing was in the 1001-2500 0 0 U ¢ aAnhothgrd 9%y was

located in the category of ID1-500 0 O U . tributicmn ofdi@btsfinancing is somewhat

different from equity investments, as larger investments thal0Z6@ 0 ar e r at her
with debt.
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External Financing

30
30
ey 24
25 23
0 = -
17 17
1% 13
11
10
10
7 7 7
o a 5
5
0 I
0
(=) = = =3 [=] =
= = = =3 S = =
'\-_.l ‘J é‘ -:: :-:"\ i:_:
o = ] A i
Y ) : o
El 2 - — i S
= S 2 =] = =@
= o S =} (=] 3
= 2 2 2 #
= a &
mEquity =Deht

Figure5:Fr equenci es and distributions for exter

Figure 5 shows thdahe87% d the external equity varied from0to5000 0 u. 67 % of a
respondents had received soikind of an equity investment, with the most frequent

groups being 10007 500 0 1 4 a @Odli 250D ® 03B% had not obtained any

external equity, and 26% had notemal debt. Based on this figure, external debt is

slightly more frequent than external equity, but is mostly in categories belo® Q50 U .
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Figure6:Fr equenci es and distribution of intern

Internal finance, as shown figure 6, is most commoratgoriesl0000-500 0 §29%)

and under 10 0 @2i%). Internal debt does not seem to play a significant role in internal
financing, as 38% repted that they had nonk categories over 10 0 0 U , i nternal
and equity seerno be well matchednternal debt financing seems to be the most frequent

in the category 10 0 0 500 0 0 U wi C€Cdmpagd t& external financing, larger
amounts of internal financing are rare. The figure expectedly shows that all businesses
employ inernal equity, which they are required have under the Finnish Limited

Liability Company Act.This likely indicates that the survey questions were understood
correctly.

Table 8 Capital structure and equity ratio

Total Equity Total Debt Total Assets Equity Ratio

Lower Bound Upper Bound Lower Bound Upper Bound Lower Bound Upper Bound Lower Bound Upper Bound

Mean 174157.21€ 335974.03€ 118442.86€ 264935.06€ 2920600.06€ 600909.09€ 52% 52%
Median 60002.00€ 150000.00€ 60002.00€ 150000.00€ 150002.00€ 310000.00€ 50 % 50 %

Categorized Equity Ratios

0-25% 26-50% 51-75% 76-100%
f 16 26 16 15
% 21% 34 % 21% 25 %

Table 8 depicts the means and meslifor equity, debt and total assets, as well as the
computed equity ratio. When compiling this table, businesses with the five largest and
lowest total assets were removed from the scope of table 8, as they skewed the results
significantly. The questionsegarding the amount of equity and debt financing were
formatted into a ordinal scale. An ordinal scale is one that has an inherent order that
exists béwveen the available categori€éBink, 1995: 5. For examplethe category
10100071 2500 0 0O 0 i ®an b0AO1igl®Q0 OtO U and shoul d come fi
The ordinal scale can identify the relation of a certain choice &gthut cannot indicate

the exact amoun{Metsamuuronen, 20039). This means that in the case of assets, the
guestions canngtinpoint the exact amount of equity or debt, but can rather show the
lower and upper bounds for these valudse capital structuref a responding business

can be anywherbetween these two boundari®ghile the area between the lower and
upper bounds isindeniably large, it gives a rough estimate on the average businesses
balance sheet and shows that generally speaking, debt financing is not dominant.

-

C
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The equity ratio bounds were calated by dividing the upper and lower for equity with

the respectivbounds or total assetdAccordingto table 8 a responder business had, on

average between 140 00 a(@O B 3®f equd Oy eaMmid RI6IF debt
The median fortotal assets was between 5@ O U  a & @ OTBelnGean for total

assets is arawd 2920 0 0 U a(h @ O TheDaverage equity ratio was 52%. As for the

di stribution of the equity¥0rt amgd, rtelpe ementt
of the sampléWhen comparing these results to the Kauffman Firm survey (2008) results,

it is evident that the mean total assets are considerably higher. The mean total assets for

all highttech firms in their sample was $1861 8 . F eCrr efdH it g Steabfirmsd  hi g h
on the other hand, total assets were $78on averagd.he total assets ofélresponder

budnesses are more closely matched to the-tegh, highcredit firms in the Kauffman

Firm Survey. The results of this study and the KFS survey may be connected, as a large

part of the businesses in this study could be deemedédupfirms.However tle data in

this study does not provide arimation as to the credit worttéss of the business, which

limits the comparability withthe Kauffman Firm Survey.

4.4. Stated difficulties in obtaining financing

When answering the questions about finagdifficulties, the respondents were given
prefilled options to choose from and the possibility to supply a custom answer. Most
respondents chose to use thefited options in the questions regarding difficulties faced

in acquiring equity investments.

Table 9 Responses to the Likestale questions with regard to financing difficulties and
the impact on business

Likert Scale on Acquiring External Financing N Minimum Mawmum Mean  Standard Deviation Median

"Acquinng an external equity investment for our

i 34 1 k] 341 1.08 400
company was___

" Acquin iternal debt financing fi /
cquiring external de ancing for our company 8 ) 5 305 L4 3.00

was et
"These issues have had a clear negative impact on the

: - ; :
foms %0 1 5 326 131 3.00

*1-Very Easy 2-Easy 3-Neutral 4 Difficult 3-Very Difficult
** 1-Strongly Disagree, 2-Disagree, 3-Neutral 4-Agree, 5-Strongly Agree

Table 9 reports on the descriptive statistics of the answers to the Likert questions on the
difficulty of acquiring debt or equity invasients. Based on table e overall process

of obtaining external financingannot be said to be diffiduh the eyes of the responders

as themean for all of the questions is around nduifae difficulties were not seen as
having had a negative efteon the businessAcquiring external equity wasiowever
perceived as slight moredifficult than obtaining external debt (Mea#nalequiy=341,
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Mearextemal dest3.05) This is futher suggestely the fact that 35% responded that the
processofaagi r i ng e qui t Yhe standardtidviatisrofithe likertt scale
questions show that théyave not beerspecially polarizing(Standard deviatiQfermal
equi=1.08, Standard deviatiefiemal dest1.04, Standard deviati@@kiness impaztl.31)

Table 10 Stated difficulties in obtaining financing

Difficulties in Acquining Financing External Equity  External Debt
Eeceiving Financing for a Smaller Amount than Needed 22 (32.4%) 10 {12%)
Being Declined Altogether 16 (23.3%0) 14 (16.9%)
N/A 16 (23.3%) 34 (41%)
Eecetving Financing with Different terms than Wished 14 {20.6%) 16 (19.3%)
Difficulties with Negotiations - 6 (72%)
No Difficulties - 3 (3.6%)

According to table 10he largest issue with acquiring external &gjis the fact thastart

ups received smhdr investments than needed @%).Being declined altogetheeemed

to be a larger mue when acquirgn external equity than debt (23.5% versu9%g. In

the case ofxdernal debt, the single largassue was receiving financing with different
terms than needed, which may refer to a higher interest rate or a condition of repayment.
The reponders that chose N/A were likely those, who hadsues in acquiring financing,

could not pinpointssuesor did not apply for external defithe N/A option was included,

in case respondents could not state issues or were not willing express issueger
some responders chose to respond with a cus
when there were no difficulties. Therefore it is difficult to analyze whether or not some
N/A answers were due to the responders not bothering to supply emarsswer. Ashe
number of N/A responses is rather high, it nesywell be that the question was not
understood.

Table 11 Stated reasons for the difficulties in obtaining financing.

Feasons for Difficulties m Acquinng Fmancing External Equity External Debt
Business Too New or Unproven 42 (353%) 20(17.5%)
Disagreement on Valuation 18(15.1%) 0 (7.9%)
Issue with Business Model 3(2.5%) 6 (3.3%)
Issue with Product or Production 0 (7.6%) 3(4.4%)
Lack of Suitable Investors 8(6.7%) -
Management-related Issue - 1(0.9%)
N/A 17 (14.3%) 34 (20 8%%)
No Difficulties J(42%) -
Tighter Restrictions on Lending - 13 {11.4%)
Weak Profitability 3 (2.3%) 11 (9.6%)

Weak Revenue 14 (11.8%) 15 (13.2%)
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The reasons that led toetlstated difficulties in table 10 areostm in table 11The most
prominentissueregardng difficulties with extermal equity and debg&ccording to table

11, was that the business modéd too new or unproven, with 35.3% and 3%.
respectively.This comes as no surprise, gtart ug ae, by dénition, new and often
employ unproven business methods in search of a new businds$ produt or service.
Respondents also indicatétt disagreement onaluation (15.1%) and weak reven
(118%) were the cause of difficulties iacquiring equity. Té same peentages for
external debt were 7.9% and 2%. 11.4% also responded that the restrictions on lending
had been tightening and had caused difficufoeghem.
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5. STATISTICAL ANALYSIS

This chapter will addreghe statistical angsis of the prewusly examined data. It will

begin with

the anal ysi s ontmatrihand vBlipoeeedma n 0 s

to the ordinal regressionanalysis. The next section will conclude this study with a
summary and concluding thoughts.

Table 12below depicts all of the variables used in completion of this study.

Table 12.All variables used in data analysis

Name of Variahle

Description of Variahle

Dependent Variable
EXT DEB

EXT EQ

INT_DEB

INT_EQ

Independent Variable
AUDIT

BCEG_ACC

BCKG_EDU
BCKG_ENT

BCKG_FIN

BCKG_GENDER
BUSINMODEL

EMPLOY

EXT_DEB_LIKERT

EXT DEB PRO BUREAU
EXT DEB PRO YESSMA
EXT DEB_PRO_YESTERM
EXT DEB REAS NORIGINV

EXT_DEB_REAS PROMAN

EXT DEB REAS PROMAN

EXT EQ LIKERT
EXT EQ PRO NOINV

EXT EQ PRO YESSMA
EXT EQ PRO YESTERM
EXT EQ REAS BMUNPR
EXT EQ REAS DIFVAL
EXT EQ REAS PROB

EXT EQ REAS PROMAN
EXT EQ REAS PROPROPRO
EXT EQ REAS WR

EXT FIN DELAY
EXT_FIN_DELAY

EXT FIN NEG LIKERT

EXT FIN NEG LIKERT
FOUNDED

IFR

MAININD
OFFICE

Indicates the amount of external equity invested for each category (ordinal)
Indicates the amount of external debt financing for each category (ordinal)
Indicates the amount of internal debt financing for each category (ordinal)
Indicates the amount of internal equity invested for each category (ordinal)

Whether or not the business had been audited [ordinal)

Whether or not the responder had professional or educational experience in accounting
(ordinal)

Indicates the highest achieved educational degree of the responder

Whether or not the had prior experience in nunning start-ups

Whether or not the responder had professional or educational experience in finance
Indicates the gender of the responder

Indicates the nature of the product, service/product/'both

Indicates the amount of employees dunng startup on an ordinal scale

Indicates the level of difficulty in obtaining external debt financing

The problems inacquinng external debt were caused by the bureaucracy of the process
External debt was acquired but at a smaller amount than needed

External debt was acquired but at different terms

The reason for difficulties acquiring extemnal debt was the lack of right investors

The reason for difficulties acquiring external debt was a problem with the manufacturing
process

The problems inacquiring external debt were caused by problems in the manufacturing process

Indicates the level of difficulty in obtaining an external equity investment

The major issue in acquiring external equity was the lack of investors

External equity was acquired. but at a smaller amount

External equity was acquired, but at a undesirable terms

The reason for difficulties acquiring external equity was an unproven business model

The reason for difficulties acquining external equity was the differing valuation between the
investor and entrepreneur

The reasons for difficulties acquiring external equity were problems with the busness model
The reason for difficulties acquiring external equity was a problem with the manufacturing
process

The reason for difficulties acquiring external equity was weak revenue

Indicates the amount of days by which receiving external financing was delay if any
Indicates the delay in starting up. due to the financing process

A Likert scale answer indicating whether or not problems encountered during applyving for
financing has resulted in a negative impact on the business

Indicates the perceived negative effect on business caused by the financing process

The year the respondent business was founded on a nominal?? Scale

Indicates whether or not the business had obtained patents, trademarks, copyrights or other
intellectual property

Indicates the main industry of the business

Indicates where the businesses’ office was located
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5.1.Correlation analysis

Prior studies have examined the effect of business characteristics in relation to the
financing and capital structure of the business. Focal characteristics include main
industry, business model, intellectual property, type of office, level of employment and
auditing, as examined in this study. Many of these charaotsristay be linked to
assirance or credibility of the business. For example, businesses that have large amounts
of intellectual property and have been professionally audited may be more credible to
outside investors than ones who lack these characteristcs.

Zaleski (2009) pointsud that fims with external offices, ie. Offices located in other than
residential spaces, may be more likely to receive external financing. Furthermore,
businesses with intellectual property, such as patents and trademarks may also be more
likely to receie external investmentslyytinen et al (2015) find that entrepreneurs with
innovativeness may have a negative effect on obtaining external financing. Anginella
Mazzu (2015) also find that innovativeness may be a detriment to obtaining external
financing.

Tablel3pr ovi des a Spearmands correlation coeff
correlations between business characteristics and financing of the sample businesses.
Based on tabl&3, intellectual propertyights (IPR)do not seem to have amgsociation

with external financing, as observed in prior research. In the population of this study,

there seems to be a weadsitivecorrelation between internal equandIPR. This may

indicate similar findings to Hyytinen et al (2015) and Anginellaakt(2015)in the sense

that innovative firms strugglto acquire external capital and are forced to hagleehi

amounts of internal capital

The correlation matrixt®ws that auditing is positivessociated with having external
and internal equity invésents, asvell as external debThe correlation betweenternal
equity and auditing is significant at the 0.01 level (**), whilerigt are on the 0.05 level

(*). Employment is also positively associatedhngixternal equity investmentshat is

when equity investments grow in category, so does the level of employment and vice
versaAt this stage of analysisowever causality cannot be determined.
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EXT EQ 1,000

INT EQ 3997 1,000
.000
EXT DEB 536" 259 1,000
.000 014
INT DEB S 395" 1,000
.000 104 .000
MAININD -155 -015 -079 296 1,000
145 885 A57 033
BUSINMODEL  -117 202 -066 -030 042 1,000
273 056 537 782 693
IPR 204 2517 180 085 -098 011 1,000
054 017 089 A27 357 921
OFFICE 075 -.108 007 080 065 013 273" 1.000
485 316 948 453 547 906 ,010
AUDIT 247 2807 254 .170 032 -.034 069 056 1,000
019 ,008 016 .109 .768 753 516,600
EMPLOY 265" .190 067 183 047 o 202 050 122 1,000
012 072 530 084 660 292 056 644 253
FOUNDED 196  -125 -100 025 176 035 067 ©7F ¥¥> 010 1,000
064 240 349 819 ,098 741 531 476 000 924

Table 13 The Spearman rank correlations between business characteristics and financing

The variables explamed:EXT EQ=External equity values in categories, INT EQ=Internal equity values in categories, EXT DEB=External debt values in categories, INT DEB=Internal
debt values in categories, MAININD=Main industry in category, BUSINMODEL=Business model in category, IPR=Intellectual property rights (ves), OFFICE=Location of office in
category, AUDIT=Audited financial statement (yes), EMPLOY=Amount of employees in categories, FOUNDED=Year when founded

**_ Correlation is significant at the 0.01 level (2-tailed).
*, Correlation is significant at the 0.05 level (2-tailed).



68

5.1.1.Correlation betweenfinancing variables

The correlationmatrix in table 13dentifies a moderatepositive associationdiween
external equity and debt. Rising amounts of exkequity seems to be correlatedh
increasing amounts of exteal debt and vice versa. A weak statistical significance is also
found between external debt and internal debt, as well as between external equity and
internal debt.

There is a negate correlation betweethe esponse to the external equitikért scale
guestion and the amount of external equity itself. Attachment 2 hosts dummy variables,
many of which are derived from the variables seen in table 11. This matrix identifies that
there is correlation between having ndegral equity and thacquisition ofexterna
equity as @ Veikey5pbimtscded on t he L

Interestingly, a statistical significance was found between stating that acquiring an

i nvest ment was AEasydflias9@O0 h@avomhgedbtee wealn 4@
may indicate that acquirg 10000171 2500 0 0 U i n e X tnbacangidecteagyu i t y c a
in this responder group. The same is true for external debt, as those who @4 100

2500000 in external debt, stated that acquir
at the 0,01dvel. In contrast, those who had undel010 04 i n ext er nal debt
acquiring external debt financing was fAVery

The correlation matrix wh the variables (attachment) 2INT_DEB and
EXT_DEB_LIKERT show at the 0,01 level that businesses ®®00171 2500 0 0 4 i n

i nternal debt , had regarded acquiring exte
who had no internal debt, indicatpvdluet hat ac
level of 0,05 This may show that those, who struggle@ctquire external debt, were not

able b provide internal debt either. laddition, those who had between 1 i

2500000 i n internal debt , had stated that a
AVery Easyo. ( Alythidmal iedvate that finaAntets whgrowide both

external debt and equity consider existing internal debt financing as a positive signal.
Internal debt also may indicate that the entrepreneur is committed in the business and has

a personal stake in the business sutdicee

External equityand debsseems to negatively correlate with the variables indicdkiat
external financing was received at different terms than requtady of the responders
that indicated they had acquired external debt or equity may haveegkdeat terms
different to their needs.
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5.1.2.Entrepreneurial characteristics

Prior studies have examined the relationship of entrepreneurial characteristics to the
capital structure or characteristics of the business. These entrepreneurial characteristics
range from priostart upexperience, educational or professional experience in accounting
and finance to personal characteristics, such as age, gender or educatianand
George (2012) find that entrepreneurs with prior entrepreneurial experienceoi@e m
likely raise financing from professional and personal sources. Zaleski (2009) hypotheses
that entrepreneurs with academic certificates or education are more likely to acquire
external equity financing.

In contrast to Zaleski2009) Robb androbinson(2010) find that entrepreneurs with

prior start up experience or higher levelsediucation are more likely to quire debt
financing. Bjuggren andaufer (2014) find in theistudy having prior experience with

start up tends to have a negative corre@atto bank financeAccording to table 14,
education does not seem to correlate with any other variable, thus showing that it does
not affect the financing outcome of the businesses in this sample.

Table 14 reports on the correlations between entrepliahebaracteristics and amounts

of all classes of financinghis stud finds a fainpositivestatistical significance between
having prior expertise in financingnd external debBased on table 14here seems to

be a positive correlation between hayexperience in accounting and havexgperience

in finance. Having experienda entrepreneutsp seems to correlatpositively with
having experience in accourginMany entrepreneurs tend to manage their accounting
matters themselves, which may be aplanation to this finding. This study does not find
that prior entrepreneurship would negatively correlate with external debt, as Bjuggren
and Laufer (2014) did.

The negative correlation between the BCKG_Gender variable and external equity
indicates thathere is a positive correlation between being a male and external equity.
This naturally means that there exists a negative correlation between being a female and
external equityPrior experience in entrepreneurship and the variable gender correlate,
butsince the distribution of genders is highly skewed towards men, this finding may not
carry much importance.



EXT EQ INT EQ EXT DEB INT DEB BCKG GENDER BCKG EDU BCKG ACC BCKG FIN BCKG ENT

70
Table 14.The Spearman rank correlations between entrepreneurial characteristics and

financing

EXT EQ 1,000

INT EQ omww: 1,000
,000
EXT DEB ,536 259 1,000
.000 014
INT DEB ,366 172 ,3957 1,000
.000 104 ,000
BCKG GENDER -,NNE» -,092 -.031 ,063 1,000
,020 388 i | 554
BCKG EDU -029 084 021 -,063 ,098 1,000
784 434 .846 537 360
BCKG ACC 074 -012 205 -,061 ,033 -,003 1,000
A87 911 ,052 570 ,760 975
BCKG FIN ,090 =040 ,uum* -033 -,013 -,107 .mk_ut 1.000
397 707 J035 ,160 .904 315 .000
BCKG ENT -.165 -179 -.150 -,058 uuwm* 21 ,m:* -129 1,000
119 091 158 589 026 254 046 225

The variables explainedEXT EQ=External equity values in categorics, INT EQ=Internal equity values in categories, EXT DEB=External debt values in categories.
INT DEB=Internal debt values in categories, BCKG_GENDER=The gender of responder. BCKG_EDU=Education of responder in category. BCKG_ACC=Experience in
accounting (ves), BCKG_FIN=Experience in finance (yes), BCKG_ENT=Experience in entreprencurship (yes)

**¥_ Correlation 1s significant at the 0.01 level (2-tailed).
*. Correlation 1s significant at the 0.05 level (2-tailed).
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5.2.Regression analysis

This section discuss the processatych the regression model wilasmedandanalyzed.
The purpose of this section is to identify which variables affect the amoeatlofcapital
class examined. In choosing the variables, this stulllyend from prior esearch shown
in table 15 and try to test if their findings asible in the data of this study. This section
also aims to answer the research question 3, which is shown below:

Do the financing issues start ups face affect their capital structure?

In order to answer research question 3, it is necessary to examine whether or not the issues
in acquiring external debt and equity have an affect on the capital structure of start ups.
That is, are start ups forced to acquire internal financing, when extaraatihg is
available and debt financing when equity investmamngsnot available or vice versa?
Therefore, independent variabl@EXT_EQ PRO_X)(EXT_DEB_PRO_Xindicating

the problems in acquiring financing were added to each respective regression model.

Entrepreneurial characteristics have been identified to affect the outcome of financing
negotiations by prior research (Cassar 20&hirepreneurs with prior entrepreneurial
experience have been found to be more likely to acquire external and inteanalrig
(Cassar 2004; Huyghebaert & Van de Gucht 2002; Kotha & George 2012). Zaleski (2009)
states that entrepreneurs with higher levels of education may be more probable to obtain
external equity. Robb and Robinson (2010) state however that entrepreftbupsior
entrepreneurship and higher education are more likely to acquire external debt. In order
to test the results of these previous studies, variables BCKG_ENT, BCKG_EDU were
chosen to be a part of the regression modiebther novelty of this studis to examine
whether professional or educational experience in accoufB@lG_ACC)or finance
BCKG_FIN) translates into a higher likelihood of acquiring external financing.
Considering that prior entrepreneurship has been identified to affect the eutdfom
financing negotiations, this study hypotheses that experience in accounting and finance
may have a similar effect.

Zaleski (2009) indentifies that having an office or separate work space for business
purposes can issue credibility over residentialceg. Zaleski (2009) also explains that
businesses with tangible products are more likely to obtain external equity than those who
offer only services. The same may for businessesintigfiectual property rights (IPR).
Hyytinen et al. (2015) and Anginellet al. (2015) however argue that innovativeness,
which may be indicated by IPR, may be a detriment to acquiring finarketigwing the
previously mentioned studiesanables OFFICE, BUSINMODEL and IPRere chosen
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into the regression model. The noveittlythis study is to examine whether an audited
statement has an effect on acquiring external finanéiegliscussedh section 2.3.2.1,
small businesses may try to alleviate information asymmetriesharehse amounts of
finance or lower costs thoughvaluntarily audited statement. & interesting to find out

if this sample of start up businesses als® acta similar way and whether or not an
audited statement would lead to larger sums of financing. Therefore, the independent
variable AUDIT, expressg whether or not the business had been audited, was chosen
into analysisTable 15 below further depicts the reasoning for choosing the variables for
ordinal logistic regression analysiss seen in table 15, tlteimmyvariables were coded
yes=1, no=2, ather thantraditionally yes=1 no=0, ashe ordinal logistic regression
functionin SPS23 does not allowfor the reference category to be changedsuRs
would be opposite, if yes=1, no=0 coding would have been used.
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Table 15.The indegndent variables chosen for regression analysis

Independent variable

Definition

Prior research

EXT EQ PRO NOINV

EXT EQ PRO YESSMA

EXT EQ PRO_YESTERM

EXT DEB_PRO NOINV

EXT DEB PRO_YESSMA

EXT DEB_PRO_YESTERM

BCKG_GENDER

BCKG_EDU

BCKG_ACC

BCKG_FIN

BCKG _ENT

BUSINMODEL

IPR

OFFICE

AUDIT

A dummy variable indicating that no
equity investment was received [1;
ves, 2; no)

A dummy variable indicating that an
equity investment was received, but at
a smaller amount [1; yes, 2; no]

A dummy variable indicating that an
equity investment was received, but at
different terms [1; yes, 2; no]

No debt financing was received [1;
ves, 2; no)

A dummy variable indicating that an
debt financing was received, but at a
smaller amount [1; yes, 2; no]

A dummy variable indicating that debt
financing was received, but at
different terms [1; yes, 2; no]

A dummy variable indicating that the
gender of the responder [1; male, 2;
female]

Highest achieved level of education
[1; grade school, 2; high school, 3;
some university courses, 4; bachelors
degree, 5; masters degree, 6; advanced
graduate work]

A dummy variable indicating
experience in accounting [1; yes, 2;
no]

A dummy variable indicating
experience in finance [1; yes, 2; no]

A dummy variable indicating
experience in entrepreneurship [1; yes,
2; no]

Whether or not the business produces
products, services or both. [1; service,
2; product, 3; both]

A dummy variable indicating
intellectual proprerty rights [1; yes, 2;
no]

The location of the businesses office
[1; educational space, 2; rented or
leased space, 3; owned property, 4;
space of business contact/customer
etc, 5; start up community or incubator,
6; residence or garage

A dummy variable indicating whether
or not the financial statement has been
audited [1; yes, 2; no]

Resarch question 3

Resarch question 3

Resarch question 3

Resarch question 3

Resarch question 3

Resarch question 3

(Robb & Robinson 2010)

(Zaleski 2009; Robb & Robinson
2010)

Novelty of this study

Novelty of this study

(Cassar 2004; Huyghebaert & Van
de Gucht 2002; Kotha & George
2012; Bjuggren & Laufer 2014)

(Zaleski 2009)

(Zaleski 2009, Hyytinen et al.
2015; Anginella et al. 2015)

(Zaleski 2009)

Novelty of this study

Empirical regression models were put together using the dependent and independent

variables examined abovEhe following regrassion model tests the explanatory value of

the chosen indepdent variablesn relation tothe dependent variabkxternal equity.

This analysis includes 4 regression models with the same independent variables

throughoutHence, egression models 2 through 4 vary only in terms of the dependent
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variable. Regressionadel 2 isformedwith EXT_DEBas the dependent variabtaodel
3 with INT_EQ and model 4 with INT_DEB respectiveModels 2 through 4 will not

be shown below, as the models are the same except for the dependent variables.

(3) Regression model 1

%8 4 I 2%8 4 I 2%8 4 I 2%8 4
[ 2%8 4 I 2%8 4 [
Z%8 4 I 2oy [ 200 U0

r z" #+" [ 20010 [ 200 ® r
28 "Y"Y'00 0 0 'Q08& 00 Y[ 2z "0008[0 z 8 "YO'O'Y

In order to examineahe relidility of the upcoming results, it should be deteradi
whether or not muitollinearity exists between the chosen independent variables.
Multicollinearity refers to the collinearithetween thendependent variabéeand is
indicated by thdigh correlation between the independent variables. The first method
detecting the existance of multicollinearity is to exantimeecorrelation matrix made with

the independent variables. Another way for detecting multicollinerity is to calculate the
variance inflaibn factors (VIF).(Azcel 1989)

The correlation matrix which is located in attachment 3, shows that the highest
correlation isbetween experience in accounting and finance5&20.0Other correlations
are between negligibleand weak Attachment 3 also hosts the VIF and tolerance
calculations for the indepeadt variables. The largest Vimong the variables 2.087

and is found with variable BCKG_FIN. When a VIF figure of 10 or more is present,
action should be taken to ensure the realibility of the regression model (QC183.A

VIF of 2.087would entail hevariance of the regression coefficient estimator t8.687
times what it should be (Azcel 198%een as the largest VIF figure is rather low, there
should be no need for action at this poifhe following sections will discuss the
regression result®gardingeach class of capital.

After choosing the variables for ordinal logistic regression, the models were run with
SPSS23. As stated above, 4 models were formed with each class of capital having its own
model and being the dependent variable. /Bselts will be discussed seperately for each
class of capitalTable 16below reports on the results from the oridnal logistic regression
model made with the previously mentioneariables It aims to show which, if any,
independent variables are ableptedict the dependent variable.
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Table 16 Regression results for models 1 through 4

Model 1 Model 2 Model 3 Model 4
Class Variable B SEB B B SEB B B SEB i B SEB B
No investment* 23,69 0,86 0,00%%*  .2.19 0,83 0,01%**  .108 0,80 0,01%*  .2.79 0,90 0,00%**
External equity  Smaller than needed* 0,76 0,57 018  -1,10 0,58 0,06 1,05 0,58 0,07 224 0,68 0,00%%*
At different terms* 0,76 0,62 0,22 -0.15 0,64 0,82 -0.47 0,64 0.46 -1,00 0,69 0,14
No investment* 0,62 0.83 046  -0.86 0,85 0,31 2.35 0,87 0,01%%* 0,89 0.87 0,31
External debt Smaller than needed* 1,00 0.85 0,24 2.99 0,02 0,00%%* 0,69 0,87 0.43 2,77 0,93 0,00%%*
At different terms* 0,03 0,62 0.96 1.36 0.67  0,04%* 0.66 0.66 0:32 2,26 0.71  0,00%**
Male 1,72 0,79 0,03%* -0.43 0,81  0,29%* 0,39 0.78 0,62 -1,88 0.81  0,02%*
Gender
Female 0? 0* 0 0
Grade School -0,17 2,13 0,94 1,63 2.20 0,46 0,31 2,16 0.89 234 226 0.30
High School -1,63 1.63 032  -0.89 1.64 0,50  -2.28 1.69 018  -0.65 1.69 070
Filegtinn Some University Courses -0,28 1.13 0,81 -1.36 21 0.26 0,30 1,20 0,80 1.11 1,23 0.37
Bachelors Degree 0,70 0.86 0,42 0,09 0,94 0,92 -0.15 0,98 0,88 -0,10 1,04 0,92
Masters Degree 0,51 0,82 053  -033 0,90 0,71 1.59 0,06 0,10  -0.46 0,97 0,63
Advanced graduate work 0* 0* 0* 0*
Accounting* 0,38 0,63 0,55 1.69 0,67  0,01%* 0,37 0.64 0,56 1,04 0,67 0,12
Experience Finance* -0,15 0.61 0,81 0,18 0,66 0.11 -0.50 0,66 0.45 -1,31 0,69 0,06*
Entreprencurship* 045 0,48 0,35 0,72 0,50 0,11 1.52 0,52 0,00%%* 0,08 052 0,06%
Service -0,88 0,61 0,15 -0,16 0,60 0.79 -2,07 0,62  0,00%%* -0,04 0.59 0,95
Business model Product 0,74 0.70 0,29 0.38 0,72 0.60 -0.26 0,73 0,72 1.46 0,75 0,05*
moﬁr OM Oh DN ON
Innovativeness Tntellectual propery rights (IPR)* 2,00 0,58 0,00%%* 2,13 0,60 0,00%%* 1.86 0,60 0,00%%* 1.78 0,62 0,00%%*
Auditing Audited financial statement* 1,10 0.55  0,08%% 0.36 0,62 0.46 1,79 0.65 0,01%** 1,37 0.66  0,04%*
Office Educational Space -0,60 1,50 0,69 -2.35 1,62 0.15 -1.10 1.58 0,49 0,27 1.59 0.87
Rented or Leased Space 0,78 0,65 023 177 0,94  0,06*  -026 0,90 077  -1.65 0,96  0,00%
Owned Property -0,12 1.93 0,05  -1.43 2,37 0,55  -2.61 2.41 028  -0,95 2,42 0,69
R s M 055  L19 0,65 393 191 0,04 060 191 072 -085 194 0,66
Contact/Customer/Supplier
Start-up community or Incubator -0,02 0,77 0,98 2,50 116 0,03+  -1,12 1.16 033  -1,88 1.19 0,11
Residence or garage 0* 0" 0* 0*
R’ 0.53 0,48 0,52 0,45

MNote: For all variables marked with *, the reference category is 2:no, when 1 yes

0a = The reference category for the respective variable
Model 1: EXT _EQ, Model 2: EXT DEB. Model 3; INT_EQ, Model 4; INT_DEB
*erp,01, **p=<0.05, *p=0.10
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5.2.1.External equity

This section, along with the 3 following ones, will discuss the results reported in table 16.

Model 1 in table & shows the ordirldogistic regession results witkexternal equity as

the dependent variabl&he pseudo Rshows that the model is able to explain 53% of the

variation in external equity through these variables. Out of all the independent variables,

the only statisticy si gni fi cant ones in explaining th

external equity investment o, AGenkbeall o, Al PF
the results with dummy va&od,abmeasni ndet matf etr

indicaed in table 16 are in comparison dategoryfiNo @f each respective dummy

variable.

It was to be expected that thariablei No e xt er nal equity investr
statistically significant result, as responders who had no external equity should have
cho®n this optonAi No ext er nal equity investmento re

guestion of what the problem was in acquiring external equity. The negative regression

(-3.69) coefficient shows that this variable explains lower levels of external equitsta

a statistically very significant level (p<0.0)ii t h t he ref erence catego
results are in comparison to those responders that did receive external equity investments.
Theimportance ofinalysis througlvariable arises in the regréms mocels 2 to 4 as it

may indicate that problems in acquiring external equity lead to a larger likelihood of

having increasing amounts of internal financimgiebt financing

Vari abl e fAGender gin cortrasiwe woindrgaetmore likelyto rinseven
obtainedexternal equity investment$he positive regression coefficie(it.72) shows
that higher amounts of equity are likehhis result is statistically significant at the p<0.05
level. As a word of caution, these results may be unreliablehesdemographic
distribution in this study was very heavily tilted towards men.

Thepval ue for Al PRO indicate6®6llezel. hshaMmsthgt si gni
businesses pesssing intellectual property rights, patents, copyrights, ie. are hkely

to have more equity than those who do not possess theseTightegression coefficient
is200The reference category in this variable
the business had IPRhis may explain that investors are likéb choose businesses that

possess competetive advantages and have taken the timegatly Isecure these
advantages. Sincatellectual property rightgenerallyindicate innovativenesshése

results are oppsite to Hyytinen et al. (2015)ho found thainnovativeness is a detriment

to obtaining external financing.
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Variable AAudited f i nan t¢he 805 levd, gshowingeahatt 0 i s
having been audited leads to slighlty higher levels of externatlyeaiindicated by the

coefficient of 1.1Q An audited financial statement may be a prequisite in acquiring
financing, as it gives any investor an unbiased opinnion of the businesses financial state.
Alternatively, if the decision to be subjected to an audit was voluntary, it may have been
initiated in ordetto differentiate lower risk busasses from high risk businesses, tnd

increase the likelihood of receiving investmefitausar, Shroff & White 2016).

5.2.2.External debt

Model 2 is formed with the variable external debt being the dependeiable. The

models pseudd? indicates that the model is able to explain 48% of the variance in
externaldebtl nt er stingly, the var i abslsignificabm ext er n
explaining the level of external debt. The negative regressiefiicent (-2.19) shows

that the variable has a negative effect on external debt. According to this, businesses that
indicated they had not received an external equity investimahtower levels of external

debt as well This may indicate that these messes were not able to receive debt

financing or that they did not simply apply for any. The result is statistically significant

at the pvalue level of 0.01. As with all dummy variables in this regression analysis, the
reference category are therespanr s t hat responded ANoO to t
variable.

Variable ASmall er than neededslghtlyipgsiiver egar d
regression coefficie{D.58)with the amount of external defithis means that receiving

a smaller tha needed external equity investment seems to explain a higher amount of
external debt . This result is significant
external debt financingo does not give a s
regression coefficient, as would be expectedvidg received no external destiould

result in lower amounts of external debt.

Having received a smaller than needed amount of debt or at different terms than needed
seem to show that higher amounts of debtaweever likely according to the regression

coefficient This is understandable, as responders not receiving debt financing according

to their wishes, would still have received some amount of debt financing. Variable
ASmall er debt f ishasicg migf itchaamt neete dtelded 4. 01 |
termso is at the 0.05 | evel

Male respondersn comparison to female respondeeem to be slightly less likely to
employ external debt, as indicated by the regresson coefficies.48. The result
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statistically significant at the 0.05 lev&llhen examining the results regarding variable
Gender, caution should be excersized, as the sample is dkewed towards the male
gender. These results are however in line with Robb & Robinson (2010), sdhorah

very malecentric sample identified that females receive less outside capital than other
groups.

This study chose to examine what kind of an impact experience in accounting and/or
financing would have on acquiring financing. Results indicatettteaexperience does

not affect levels external equity, while it does for external debt. Individuals with
experience in accounting were more likely to have external debt financing, as shown by
the regression coefficient of 1.69. The result is statisticidjgificant at the 0.01 level.

This may show that individuals with accounting experience are more likely to acquire
debt financing, through their attitude towards debt financing, or their skills in portraying
pertinent accounting information to potentiglbt financiers.

As with external equity, IPR is statistioallignificant at the 0.01 levah explaining the

level of external debt. The effect of having IPR is positive (2.13) on the amount of external
debt and clearly shows that innovative businessesmore likely to have external
investments or financing than those who are not deemed inno\Baised on the results

with both external equity and debt, IPR can be said to be the one of thpromaging
predictors fo receiving external financing ihis sample.

Interstingly, an audited statement does seem to affect the likelihood of receivishgpot
financing as the variable is not statistically signficant. Regarding the choice of office
made by entrepreneurs, model 2 finds that in comparisbawving an office situated at a
residence or garage, a negative effect on external debt is shown for offices located in
rented or leased space&.{7), spaces beloging to a customer or supp{te®3) or at a

start up comminity or incubatof.50). Thg may imply that these businessee either,

not viable candidates for external debt financing or those that choose not to acquire
external debt for reasons unknown to this stidyese businesses may not possess the
collateral to acquire debt financingpi financial instutions, as they are not in posession

of their office spacesZaleski(2009) argued that businesses with office spaces outside
of the residences or their founders, are more likely to acquire external financing. This
study does not suppdttese findings, as the findings are opposite.

5.2.3.Intern al equity

According to table 16, responders that indicated they had not received any external equity
investmens had a lower likelyhood to gainternal equity. The regression estim&ite8



79

shows thathere is a negative relation between not having external equity investments
and internal equity. Theesult is significant at the @-level. However, receiving a
smaller than needed external equity investment seems to reslighity higher levels of
internal equity(1.05).

Contrary to the findings regarding the relationship of external equity and internal equity,
not having received external debt financing, seems to result in hiyB8&) @mounts of
internal equity. While there is no definite answethis finding, it may be possible that
entrepreneurs that cannot acquire external debt, are forcelg tmrinternal equity.

The regression results for internal equity also imply that masters level graduates are more
likely (1.59) to have higher amotsof internal equity. This result is only valid at the
0.10level, so its statistical significance is questionable. Responders with prior
entrepreneurial experience may be more likely (1.52) to have more internal equity. The
opposite is however true forubinesses that produce only services. The regression
coefficient of-2.07 indicates that lower levels of internal equity are expected for these
businesses. The results for both entrepreneurial experience and service providing firms
are significant at the.01l-level.

As with previous classes of capital, IPR seems to very significant in explaméngal
equity. It is significant at the 0.0lkevel and shows that positive relation (1.86) exists
between IPR and internal equity. The variable auditing is satguficant in explaining
the level of internal equity. Regression model 3 shows thatiagidiias a positive effect
(1.79) on the level of internal equitfhe Pseud®? shows that the model explains 52%
of the dependent variable internal equity.

5.2.4.Internal debt

As with internal equity, a response of HANoO
with external equity has negative effe.79) on the amount of internal debt. Contrary
to internal equity, the vari akml éhasi SGmallelgeart

effect ¢2.24) on internal debt, showing that lower levels of internal debt are expected.
These results are significant at the 0.01 IeUbis shows that businesses that had issues
in acquiring external equity did not generally have mioternal debt than those who had

no issues acquiring external equity.

The amount of i nternal debt I Smajeodebtt i vely
financing than needéd a At diffefentterms (2. 26) . These resul ts
businessesot able to acquire adequate levels of external debt are finalscaaternally.
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Internally refers to the fact that the financing originated from those, who are in close
relation to the bsiness receiving financing. Such individuals may be the entreptene
shareholders, board members themselves, or their family or friends. Interestingly
however, the fact that a business has not received any external debt does not seem to
affect the level of internal debt

Variabl e fiGender 0 -588wfingerndl debt are dxpeotesl foalds.e vel s (
However the results for the variable gender are likely to be inconclusivié)eas
demographic in this study is highly skewed towards men. The regression results indicate

that experience in finance has a negativeatf§1.31) on internal debt, while experience

in entrepreneurship has a positive effect (0.98). These results are only significant at the

0.10 leve) however.

Businesses that only offer tangible products are more likely to employ internal debt,
accrodingto the regression results. The regression coefficient of 1.46 shows a positive
effect on the level of internal debt. The resudire in comparison to businesses that
produce both services and products andsayeificant at the 0.10 level

Variable IPR las shown a positive effect on all types of capital this far. As with previously
examined classes of capital, IPR appears to have a positive effect (1.78) on the level of
internal debt.The result is significant at th@.01 level. Examining all the evidence
regarding businesses with IPR, it seems that they are able to acquire all types of financing.
They may be more competitive than others and are more viable investment possibilities
to financiers.IPR can be deemed one of the most valuable variables inieixg the
financing of start ups in this study. However, considering that the sample consists of
mainly hightech software and IT businesses, the results masefiett start ups across

all main industries.

The fact that businesses have subjected thHgest an audit appears to have a positive
effect(1.37)the amount of internal debfhe result is significant at the 0.05 level. This
may indicate that businesses that engage with auditing to alleviate information
asymmetries, even when debt is origathinternally. Alternatively it may mean that these
businessearealreadyobligated to be audited, due to legistation or contract.

5.3.Validity, limitations and reliability of r esults

Some of the extensively referenced research, for example by Berger dhd108@),
Fluck et al. (1998) Garmaise (2001) and Cassar (20(4) not be as relevant in the
current start up landscape as they were when first published. The lack of pertinent
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research forces this study to rely on their findings, even when their tre$eaings may

not represent the changing world of start ups. It is undeniably true that the small business
world has gone through drastic changes in the la&0lyears. Additionally, the fact that

the geographics and demographics are largely differsmtden prior research and this
study, may explain some of the differences found. The validity of comparisons made to
these studies in previous sections may be limited therefore.

Surveys that include @es are commonly susceptible to response falsidicatrharmful
selection of responders. However, in the case of this study, there is reason to believe that
the responses are truthfahd not guided by the financial incentive, a242 chose not

to enter the optional raffiwhen given the optianThis mayindicate that at the very least,

these responders took part in twvey for charitable reasons or did not want to supply

an email address in fear of it getting into wrong hands.

The fact that the responder businesses were gathered througitavhlypincubators or

start upevent organizers in Finland may limit the reliability of tht#ained data. Since

their data does not include businesses that did not reach out actively to event organizers
or start up incubators, it may not represent theatherstics of all start updHowever, it

proved impossible to contact such businesses as they were not included in any lists
provided for this research tr be found in other databases or other sources.

The data is very homogenous in terms of main industng. Software and internet and
computer and electronics main industries made up roughly 75% of the sample. Due to
this, the data may represent the characteristics of mosthtéaghsoftware and computer

start ups.

The questionnaire received semminor corections while being open for responsas,

some esponders indicated that thiegd technical difficulties or did not understand the

difference between externally and intdhypeoriginated finance. These issues were

however addressguromtly after receivig feedbackFor example, the large amount of

N/A answers caused a loss of information, as suitable answers wereaiablavand

responders did not bothero el abor ate i n t Hienayhomerbeom answ
that, before making corrections to thervey the isues deterred somesponders or

caused confusion in the responding processthose who respondedany of the

respadess are mostly highly educated individualghich indicates thathere may have

been unwanted selection of responders.
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With a sample as small as 90 responders, some of the regression model results may not
be completely conclusive. Small amounts of responders in certain vavalbésponses
may trick statistical programs into believing there is significant result, whemitheone.
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6. CONCLUSIONS AND SUMMARY

The purpose of this study was to examinefthancing ofstart ug in Finland through

their financing decisions, capital structure and financial issues. The main interest of this
study was to finaut thecurrentlymost used financing channels and whether ostzot

ups experience issues in obtaining financing. This study also aimed to investigate whether
certain characteristics and reported issoeght affect the capital structure of the
respormler businesses. The data for this study wdeaeld through an online survesgnt

to verifiedstart upentrepreneurs in Finland.

Prior studies have highlighted the problematic ss&et us find themselves in wia
acquiring financing. Mangxperiene issues while acquiriniginding for their business
due to their lack of &rack record, proof for viability of the business model andhtheng
the right investorsWhile prior studies have examined the financingtairt ugs, there
does not appear telsimilarempirical studies conducted in Finland.

The businessdbat responded to the survieythis study were mostly young, innovative
high-techstart up with close to 70%f the respondersperating in software, internet and
computer industries. Thentrepreneurs of these business were highly educated
individuals, most of which had pri@xperience in entrepreneurship.

For external equity and debt, the most frequent amount of finance was found in group
100001-2500 0 O U . In terms of external equity,
of all investments, while governmental institution finance amounted to 23%. Foradxtern
debt 31% came from governmental institutions and 30% from various financial
institutions. The average equity ratio of the sample businesses is 52%, which clearly
indicates a significant amount of equitiallenginghe assumption that bank debt would
dominate he capital structure. Bjuggren ahdufer (2014) in a Swedish study conclude
similarly, butpoint outthat internakequity carries more importance than bank débis

study did not find internal financing to be more important than external fimate start

ups.

The findings of this study diffatrasticallyfrom prior researchsuch as Berger anddell

(1998) and the Kauffman Firm Survey (201Bngel investorsand governmental
institutions are most important source of equdy Finnishstart ys. Bank financing,

while an important source of commercial and personal debt, does not dominate the capital
structure External debt cannot be said to dominate early stage capital structures in start
ups eitherBased on the findings of this sy govermental financing appeats play a

much larger role in start up financing than previously thought.
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Finland appears to have created a large supply of governmental financing that is directed
to highgrowth start ups. Puttonen (2010) argues however tleataitye supply of
governmental financing saturates the market and causes competition with private lenders

Responders indicated that the largest issues in acquiring equity were receiving financing
for a smaller amount than needed, being declined finaraitogetheror receiving
financing with different terms than wished. Reasons for these difficulties in the case of
equity, were the fact that the business was too new or unproven, weak revenue and
disageements on valuation. For deissues ranged from thgeviously mentioned ones

to problems related to tighter relatiofiie issues were largely different than assumed in
research question 2, which expected similar findings than the Kauffman Survey. (2011)
Despite experiencing issues while searching foarfeing, many businesses have
succeeded to acquire large investmeiesponders generally felt acquiring equity
investments as slightly harder than acquiring debt finandihig. study was not able to
conclusively show thatbusiness,which experienced iseg with acquiring external
finance exhibit more internal finance, lagothesizedn research question 3

The correlation analysis finds that there is a positive correlation with having been audited
and the levels of all capital classes, except internit. dehe regression mode#so
showedthis result, but as indicated by the regression coefficients, the effect can be
deemed a minor on&he regression model findariables IPR and auditing the most
significant in explaining the capital structure out aff business characteristics.
Intellectual property rights have a positive effect on the level of capitallifexternal

and internal financing. Auditing had statistically significantpositive effect on all
classes, but externalebt Out of the entremneurial characteristics, experience in
accounting increased the likedibd of acquiring external debt financjngvhile
experience in entrepreneurship appeared to have a positive effect on internal equity and
debt. Businesses that indicated they had extived external equity investments, likely
had lower levels of external debt, internal equity and internal debt asWedther or not

a business has receivedternal equityinvestmentsappears to predict the amounts of
external debt and internal financing. Having received an externayeéquéstment may
thusindicate the receiving busineséesmpetitiveness in relation to others.

Based on the findings on this studydditional research could be conducted on the
relatiorship of governmental financing tstart ug and the process by which such
financing happendf additional research was conducted qualitativdg,process diow
acquiring governmental fimgingimpacts start upsiay be better understood.
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ATTACHMENTS

ATTACHMENT 1. The selicompletion srveysheet

Startup-yritysten rahoitus

Tama kyselytutkimus toteutetaan osana Vaasan yliopistossa suoritettavaa maisterin tyéta
startup-yritysten rahoituksesta. Tutkimuksen tavoitteena on tarkastella startup-yritysten
alku- ja varhaisvaiheen padomarakennetta, rahoitusta ja rahoituksen saannissa mahdollisesti
koettuja haasteita.

Vastaamalla tdhan tutkimukseen Te autatte luomaan kokemusperéista dataa liittyen startup-
yritysten rahoitukseen. Startup-yritysten rahoituksen tutkimuskenttd on vield varsin uusi ja
kokemusperdista dataa Suomesta hyvin vahan.

Arvostan suuresti tahan tutkimukseen kayttdmaanne aikaa.

Tayttdmalla tdman kyselylomakkeen, voitte osallistua arvontaan, jonka palkintona on 50€
lahjakortti Amazon.com:iin. Voittajaan otetaan yhteyttd 19.04.2016

Mikali teille ilmaantuu kysyttdvaa tai kommentoitavaa, ottakaa yhteys alla ndkyvaan
sahkodpostiosoitteeseen:

Remi Veijalainen
U97391@student.uwasa.fi

Kyselytutkimuksen tayttdmisessa menee noin 10 minuuttia.

Vastauksenne kéasitellaan luottamuksellisesti, eikd luovuteta kolmansille tahoille. Tuloksia
kaytetdan vain tdman maisterin tydn tekemiseen.

*Required

Yrityskohtaiset kysymkset

1. Mina vuonna yrityksenne on perustettu ?
(vvvv) *

2. Mika seuraavista vaihtoehdoista kuvaa parhaiten yrityksenne yhtiomuotoa? *
Mark only one oval.

Avoin yhtid

) Osakeyhtid
Osuuskunta
Kommandiittiyhtid

) Yksityinen elinkeinonharjoittaja

Other:
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3. Mika seuraavista vaihtoehdoista kuvaa parhaiten yrityksenne toimialaa? *
Mark only one oval.

Maatalous, metsatalous
) Bioteknologia
) Yrityspalvelut
Tietokonetekniikka ja elektroniikka
) Rakentaminen ja kiinteisténvalitys
Kuluttajapalvelut
) Koulutus
) Energia
Rahoituspalvelut
Terveys- ja sosiaalipalvelut
Valmistus
Media ja viihde
Jalleenmyynti
Ohjelmistot ja internet
Telekommunikaatio
) Kuljetus ja séilytys
) Virkistys-, harrastus-, ja vapaa-ajantoiminta

) Tukkukauppa ja jakelu

4. Onko yrityksenne tarkoitus tuottaa jotain alla olevista? *
Mark only one oval.

) Palvelu
) Tuote

Molempia

5. Onko yritykselldnne hallussa immateriaalioikeuksia, kuten patentteja,
tavaramerkkeja tai tekijanoikeuksia? *

Mark only one oval.

) Kylla
Ei
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6. Mikd seuraavista vaihtoehdoista sopii parhaiten kuvaamaan toimitilojanne? *
Mark only one oval.

Asuinrakennus tai autotalli
) Vuokrattu tai leasattu tila
) Yrityksen omistama tila
) Tila, jossa likekumppani/asiakas/tavarantoimittaja sijaitsee
) Startup-yhteisd tai inkubaattori
Koulutuksellinen tila (Yliopisto, korkeakoulu yms.)

Postilokero

) Other:

7. Valitse seuraavista yrityksenne liikevaihtoa parhaiten kuvaava vaihtoehto. *
Mark only one oval.

Ei ollenkaan
Alle 10 000 €
10 001 — 50 000 €
50 001 — 100 000 €
100 001 — 250 000 €

) 250 001 — 500 000 €

) 500 001 — 750 000 €
750 001 — 1 000 000 €
1 000 001 — 2 000 000 €
2 000 001 — 3 000 000 €
3 000 001 — 4 000 000 €
4 000 001 — 5000 000 €
Yli 5000 001€

8. Onkol/oliko yritykselldnne palkattua henkilostéa aloitus- tai varhaisvaiheessa? *
Mark only one oval.

Ei ollenkaan
) 1-5
6-10
11-15
16-20
) 21-25
26+
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9. Onko yrityksenne tilinpaatoksestd annettu tilintarkastajan lausuntoa aloitus- tai
varhaisvaiheen aikana? *

Mark only one oval.
) Kylla
Ei

10. Mika oli paaasiallinen syy tilintarkastukselle?
Mark only one oval.

Lakimaardinen velvoite

) Rahoitussopimuksen maaraama velvoite
Yhtigjarjestyksen maardama velvoite
Luotettavuuden lisd&miseksi
Vapaaehtoisesti

En osaa sanoa

Other:;

11. Hyotyiké yritys mielestési tilintarkastuksesta?
Mark only one oval.

Kylla
) Ei

En osaa sanoa

Rahoitukselliset kysymykset

Seuraavat kysymykset liittyvat yrityksenne pddomarakenteeseen, rahoitukseen ja
mahdollisiin sijoituksiin aloitus- tai varhaisvaiheessa. Viimeiset kysmykset liittyvat
mahdollisiin rahoituksellisiin haasteisiin, joita koitte hakiessanne rahoitusta.

Aloitusvaiheeksi voidaan katsoa se yrityksen kehityksellinen jakso, kun yrittdjilld on bisnes-
tai tuoteidea, mutta operatiivinen toiminta ei ole vield alkanut tdysimittaisesti.

Varhaisvaiheeksi voidaan lukea se yrityksen kehityksellinen ajanjakso, kun tuotekehitysta
ollaan saattamassa loppuun ja markkinointi/myynti aloitetaan.

Sisdinen rahoitus
Yrityksen sisdinen rahoitus on usein perdisin perustajilta, ystavilta, sukulaisilta tai muilta
tahoilta, jotka ovat l&heisessa suhteessa yritykseen.

Vieras pddoma on yritykseen sen ulkopuolisten tahojen sijoittamaa pd&omaa, jolla on aina
takaisinmaksuvelvollisuus toisin kuin omalla pddomalla. Vieras pddoma voidaan jakaa
lyhytaikaiseen ja pitk&aikaiseen velkaan.

Oma paaoma ei ole valttamatta takaisinmaksuvelvollisuuden alaista ja on luonteeltaan
pysyvampaa. Tassa tutkimuksessa ollaan kiinnostuneita osakepaioma ja/tai sijoitetun
vapaan oman padoman sijoituksista
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12. Valitkaa alta yrityksen sisdiseen vieraan padoman ehtoiseen rahoitukseeen
parhaiten sopiva euromaaridinen vaihtoehto. (Aloitus- tai varhaisvaiheessa) *

Mark only one oval.

) Ei ollenkaan
Alle 10 000 €
) 10 001 — 50 000 €
) 50 001 — 100 000 €
100 001 — 250 000 €
250 001 — 500 000 €
500 001 — 750 000 €
750 001 — 1 000 000 €
1 000 001 — 2 000 000 €
2 000 001 — 3 000 000 €
) 3000 001 —4 000 000 €
) 4 000 001 — 5 000 000 €
) Yli 5000 001€

13. Valitkaa alta yrityksen sisdiseen oman padomaan ehtoiseen rahoitukseen parhaiten
sopiva euromaaréinen vaihtoehto. (Aloitus- tai varhaisvaiheessa) *

Mark only one oval.
Ei ollenkaan
) Alle 10 000 €
10 001 — 50 000 €
50 001 — 100 000 €
100 001 — 250 000 €
) 250 001 — 500 000 €
500 001 — 750 000 €
750 001 — 1 000 000 €
1 000 001 — 2 000 000 €
) 2 000 001 — 3 000 000 €
) 3 000 001 —4 000 000 €
) 4 000 001 —5 000 000 €
Yli 5 000 001€

Ulkoinen rahoitus

Ulkoinen rahoitus on peréisin yrityksen ulkopuolelta, eli sellaisilta tahoilta, jotka eivéat ole
laheisesti suhteessa yritykseen. Talldisiad tahoja ovat muut kuin osakkeenomistajat,
perustajat, ystavat, perheenjédsenet tai muut talldisiin rinnastettavat henkilét ja yritykset.

Vieras pddoma on yritykseen sen ulkopuolisten tahojen sijoittamaa pd&omaa, jolla on aina
takaisinmaksuvelvollisuus toisin kuin omalla padomalla.

Oma paaoma ei ole valttamatta takaisinmaksuvelvollisuuden alaista ja on luonteeltaan
pysyvampaa.
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14. Valitkaa alta yrityksen ulkopuoliseen oman paaoman ehtoiseen rahoitukseen
parhaiten sopiva euromaéaridinen vaihtoehto. (Aloitus- tai varhaisvaiheessa) *

Mark only one oval.

Ei ollenkaan
) Alle 10 000 €
10 001 — 50 000 €
50 001 — 100 000 €
100 001 — 250 000 €
) 250 001 - 500 000 €
) 500 001 — 750 000 €
) 750 001 — 1 000 000 €
1 000 001 — 2 000 000 €
) 2000 001 — 3 000 000 €
) 3 000 001 — 4 000 000 €
4 000 001 — 5 000 000 €
Yli 5 000 001€

15. Mikd/mitka olivat kyseisen ulkopuolisen oman pdaoman ehtoisen rahoituksen
Iahteet? *

Tick all that apply.

Bisnesenkeli
Padomasijoitusyhtié
Valtion virasto
Crowdfunding
Rahoituslaitos
Yrityskauppa
Investointipankki

En osaa sanoa

| Other:

16. Valitkaa seuraavaan vaittamaan mielestanne parhaiten sopiva vaihtoehto “Ulkoisen
oman padoman ehtoisen rahoituksen hankinta yrityksellemme oli e

Mark only one oval.

Hyvinhelppoa () ( ) ( ) ( ) ( ) Hyvinvaikeaa
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17. Minkilaisia mahdollisia ongelmia liittyi ulkoisen oman paaoman sijoituksen
hankintaan? *

Tick all that apply.
: Emme saaneet sijoitusta ollenkaan
Saimme sijoituksen, mutta haluttua pienemman suuruisena
Saimme sijoituksen, mutta eri ehdoilla kuin halusimme
En osaa sanoa

Other:

18. Mika syy/mitka syyt teidan mielestinne johtivat ongelmiin ulkoista oman pdaoman
ehtoista sijoitusta hakiessa? *

Tick all that apply.

| Heikko liikevaihto
Heikko kannattavuus
Yritys tai businessmalli oli liian uusi tai todistamaton
Ongelma businessmalliin liittyen
_ Ongelma tuotteeseen tai tuotantoon liittyen
| Erimielisyys arvonmaarityksesta
Ongelma liittyen yrityksen johtoon
En osaa sanoa

Other:

19. Valitkaa alta yrityksen ulkopuolisen vieraan pdaaoman ehtoiseen rahoitukseen
parhaiten sopiva euromaardinen vaihtoehto. (Aloitus- tai varhaisvaiheessa) *

Mark only one oval.

Ei ollenkaan
Alle 10 000 €
10 001 — 50 000 €
50 001 — 100 000 €
) 100 001 — 250 000 €
250 001 — 500 000 €
500 001 — 750 000 €
) 750 001 — 1 000 000 €
1 000 001 — 2 000 000 €
) 2000 001 —3 000 000 €
) 3000 001 — 4 000 000 €
4 000 001 — 5 000 000 €
Yli 5 000 001€
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20. Mika/Mitka olivat kyseisen ulkopuolisen vieraan paddoman ehtoisen rahoituksen
lahteet? *

Tick all that apply.

Crowdfunding

_ Yrityskauppa
Investointipankki

| Yrittajalaina
Yrityslaina
Valtion virasto
Rahoituslaitos

| Tavarantoimittaja tai asiakas

| En osaa sanoa

: Other:

21. Valitkaa seuraavaan vaittamain mielestidnne parhaiten sopiva vaihtoehto “Ulkoisen
vieraan pdaoman rahoituksen hankinta yrityksellemme oli e

Mark only one oval.

Hyvinhelppoa ( ) C ) C ) ( Hyvin vaikeaa

22. Minkélaisia ongelmia liittyi ulkoisen vieraan paaoman ehtoisen rahoituksen
hankintaan? *

Tick all that apply.
| Emme saaneet sijoitusta ollenkaan
Saimme sijoituksen, mutta haluttua pienemman suuruisena
Saimme sijoituksen, mutta eri ehdoilla kuin halusimme
En osaa sanoa

Other:
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