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‘AUDITIONING FOR MONEY’: WHAT DO TECHNOLOGY INVESTORS LOOK FOR AT THE INITIAL SCREENING STAGE?

ABSTRACT

Many businesses fail to raise external equity finance because they are not "investment ready". One of the key aspects of being investment ready is the ability to effectively present their opportunity to investors. This paper examines the role of impression management skills on investor decisions by means of a case study of a presentation by an entrepreneur who was seeking funding for a software venture. The real-time reactions of business angels who watched the presentation on video were captured. Presentation-related issues dominated their reactions. Most investors were critical of the style, content and structure of the presentation. The failure of the entrepreneur to "sell" the opportunity raised doubts in the minds of investors about the ability of the company to sell their product. The implication is that entrepreneurs need to develop their impression management skills so that potential investors draw the preferred conclusions. Policy-makers should consider developing initiatives to help entrepreneurs overcome these deficiencies.
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INTRODUCTION

Most studies of the financing of technology-based small firms (TBSFs) in the UK and Europe have concluded that they face special financing problems over and above those encountered by small firms in general (Aernoudt, 1999; Bank of England 2001). There are several reasons for this. The complexity of the technology creates difficulties for potential investors in assessing the growth potential of the business and increases their due diligence costs, there is likely to be a need for substantial up-front capital investment, cash flow will be unpredictable and may be negative for a long period of time because of lengthy product development times, and there are costs involved in protecting the intellectual property on a world-wide basis (Bank of England, 2001). For these reasons debt finance is rarely the most appropriate financing instrument for TBSFs. However, there is a concern, particularly in Europe, about the limited amount of venture capital that is invested in early stage technology ventures (Cowie, 1999). Institutional investors - notably pension funds and life companies - have been reluctant to invest in venture capital funds targeted at early stage technology, preferring instead funds specialising in management buy-outs and buy-ins, which have generated the highest returns (Bank of England, 2001; BVCA, 1998; Piper, 2000; Lockett, Murray and Wright, 2002). Other factors discouraging venture capital funds from investing in early stage technology businesses include the perception that technology investments involve higher risk, the need for greater hands-on involvement by investors, the longer time horizons required and the increasing amount of funds under management which militates against making smaller investments. Business angels are believed to be no more likely than venture capital funds to invest in early stage technology ventures. This is because – at least in Europe – there are too few business angels with operational experience in technology firms and so are able to assess technological risk (Harrison and Mason, 2002; Bank of England, 2001; CBI, 1997).

The Supply Side: Policy Intermediation

National governments and the European Union have responded to these financing difficulties with a variety of supply-side measures designed to improve the financing environment for TBSFs on the grounds that firms based on new technologies  make a significant contribution to economic development (Department of Trade and Industry, 1998). To take the UK as an example, the longstanding SMART scheme provides grants to help small firms translate research ideas into commercially viable products. More recent developments include a £65m University Challenge Fund to encourage the transfer of science and technology from universities to the commercial world and a £125m high technology "fund of funds" to invest in venture capital funds that specialise in technology investments. At the EU level, the European Investment Fund and the European Investment Bank have both launched programmes to invest in venture capital funds that invest in technologically innovative SMEs, and the Commission's I-TEC scheme offers a 50% cost subsidy on qualifying investments to venture capital funds that invest at least 25% of the fund in technology-focused, high growth SMEs (Bank of England, 2001).

However, the argument that there is insufficient finance available to fund technology ventures is difficult to reconcile with - the admittedly less comprehensive - supply-side evidence. Studies consistently find that business angels report being unable to make as many investments as they would like (Mason and Harrison, 1994; 1999; Coveney and Moore, 1998). Profiles of venture capital funds specialising in technology ventures also report that they invest in very few of the opportunities that they consider. One fund was cited in a recent Financial Times (2000) article which had met 170 management teams since it was set up six months earlier but had made only two investments. This paper therefore questions whether the difficulties which TBSFs encounter in raising finance can be attributed entirely to the supply-side, and in turn, whether the policy emphasis on supply-side initiatives is appropriate. 

The Demand Side: “Investor Readiness”

The contribution of demand-side deficiencies to the difficulties that TBSFs encounter in seeking finance has attracted only limited attention and analysis. However, studies in Australia have observed that many entrepreneurs seeking equity capital have been unsuccessful because they are not "investment ready". This term was originally coined in a report by Australia's National Investment Council and Marsden Jacobs (1995) which defined this  a lack of investment readiness as "fail[ing] to meet fundamental requirements to be attractive to external investors" (p. 1). Three criteria were identified as central: governance arrangements must separate the personal affairs of the owner from those of the business; not be single person driven - that is, the business must be sustainable in the absence of the owner; and adequate management skills must exist. Douglas and Shepherd (2002) decompose investment readiness into three sub-areas of readiness: technology readiness, market readiness and management readiness. However, a different perspective on "investment readiness" was offered in a follow-up study for the Australian Government as "a  state of willingness and/or preparedness to take on an external investor" (Ernst and Young/Centre for Innovation and Enterprise, 1997). This gives greater emphasis to the "state of mind" of the entrepreneur. 

The core of the concept is that entrepreneurs are either unwilling, or do not know, how to meet the requirements of investors, or even know what these requirements are. If entrepreneurs are unwilling to meet the requirements of investors this may be because they do not understand their motivations, needs and objectives. The concept of "investor readiness" therefore puts the emphasis on entrepreneurial deficiencies as the reason why TBSFs are frequently unsuccessful in their efforts to raise equity finance. 

AIMS AND OBJECTIVES

Our concern in this paper is with presentation. Knowing how to present an opportunity effectively to potential investors can be regarded as one specific aspect of being "investor ready" as it requires an understanding of what (different types of) investors look for in an opportunity and an ability to anticipate and address the concerns of investors. Central to this presentation is information use (Feldman and March 1981) which demonstrates and signals personal and organisational competence through “explanation packaging [which] may signal a decision maker's [entrepreneur in the present context] abilities and motivations and thus may affect both perceptions of her or his trustworthiness and acceptance of the decision outcome” (Elsbach and Elofson 2000: 81).  Our previous research into investment decision-making by business angels (Mason and Rogers, 1996; 1997) has drawn attention to presentational failings as an important reason why opportunities are rejected. Key factors are not providing sufficient information and failing to address the concerns that investors have. That study was based on the reaction of investors to a proposal that was in the form of a written document. However, in view of the importance that has recently been given to the role of social skills in entrepreneurial success (Baron and Brush, 1999; Baron and Markman, 2000) it is appropriate to revisit the issue of the role that presentation plays in the way that potential investors assess investment opportunities, but this time in an oral context. This issue is examined through the lens of a "real time" case study of an early stage technology business seeking venture capital funding from business angels. The importance of business angels as a source of risk capital for technology-based firms at their start-up and early stages is well-established (Freear and Wetzel, 1990; Roberts, 1991). Consequently, any insights from this study that can help technology entrepreneurs to understand what potential investors look for when reviewing investment opportunities has considerable practical relevance not just to entrepreneurs but also to the SME support network.

IMPRESSION MANAGEMENT 

Baron and Markman (2000: 110) identify four specific social skills that may contribute to entrepreneurial success:

•
social perception: the ability to perceive accurately the emotions, traits, motivations and intentions of others;

•
persuasion and social influence: the ability to change others' attitudes and/or their behaviour in desired directions;

•
social adaptability: ability to adapt to, or feel comfortable in, a wide range of social situations

•
impression management: proficiency in a wide range of techniques for inducing positive reactions in others.

Our concern in this paper is with the last of these skills. As Baron and Markman (2000: 109) have suggested, "skill at impression management may ... be extremely helpful to entrepreneurs in their efforts to obtain needed capital" with the effect that potential investors will evaluate their business plans more favourably.

Impression management can be defined in Goffman's (1959) terms as the presentation of self, that is, the management of personal legitimacy by actively taking on roles and developing social affiliations through mediated communication in relationships (Schlenker 1980; 1984; 1985; O'Sullivan 2000; Elsbach 1994).  As such, it involves a systematic and purposive process of behaviour self-management which is both conscious and intentional (Tedeschi 1981; Martinko, 1991). Accordingly, it "is a ubiquitous feature of social and organisational life . . [which] . . has undergone a slow and at times painful transformation from being an 'extreme' to its current status as a 'mainstream' theory of organisational behaviour and practice" (Giacalone and Rosenfeld, 1991: 4). Within the management studies literature, impression management has been studied almost exclusively in the context of existing organisations. Applications include leadership studies (Gardner and Avolio 1998), managerial role definition (Gardner, 1992), issue selling and advocacy within organisations (Ashford et al, 1998), the management of organisational legitimacy (Staw et al 1983; Elsbach and Sutton 1992), marketing (Fisk and Grove, 1996) and organisational behaviour (Giacalone and Rosenfeldt, 1989; 1991). However, although it is most commonly thought of as "a fundamental interpersonal process" (Leary and Kowalski, 1990: 35), and hence as the 'expressive' dimension in Daft's (1983) model of organisational symbolism, impression management has a wider organisational, even social, dimension in any circumstance in which an organisation or its representatives act as gatekeepers of information and thereby affect an audience's attitudes, opinions and behaviour (Shoemaker, 1991). 

Our concern in this paper is to examine one aspect of impression management in the organisational emergence process, specifically, the process of seeking finance. As such, we are contributing to an emerging interest in a symbolic, rather than rational, perspective on decision-making (Weick, 1979a; 1979b). This symbolic approach "suggests that a major role of top managers [and, we might add, entrepreneurs and potential entrepreneurs] is to enact the environment; that is, to create a shared understanding - a unitary view - of the events that occur and the environment in which the organisation operates" (Russ 1991, 222). Indeed, in the investment decision-making process we would go further and argue that creating this shared view (with investors) is the primary aim of the entrepreneur. Inother words, impression management ('organisational facades' in Nystrom and Starbuck's (1984) phrase) is an aid to justifying actions, gaining discretion and acquiring resources from environments. 

The application of impression management ideas in this domain can be viewed as a dramaturgical process (Turner, 1992). Events - in this case, the entrepreneur's search for finance - take on the form of a drama "wherein the key performance elements are the actor; the audience; the situation serving as the stage; the set of expectations serving as the script; the performance as constituted by the verbal, non-verbal and artifactual behaviours; and the reactions of the audience serving as the reviews" (Gardner, 1992: 33). Accordingly, it can be suggested that successful entrepreneurs, as social actors, use impression management behaviours to create and maintain identities as investable propositions, and that the investment opportunity 'pitch' is akin to the situation of an actor auditioning for a part in a play or a film. In this, self-presentation "involves packaging desired self-identifications so that audiences draw a preferred conclusion. . . . There is nothing nefarious, superficial or Machiavellian about packaging. Just as a textbook writer must edit information to present it in a readable, concise fashion, so must people edit information about themselves in everyday life to provide the 'best' description possible" (Schlenker and Weigold, 1990: 827). In the remainder of this paper we investigate the extent to which the 'professional competence' of the audition is considered by potential investors as a key element in their initial investment screening decision by means of a case study of a review of one particular technology entrepreneur's performance by a sample of business angels.

RESEARCH DESIGN

Conceptual Issues

The investment decision of both business angels and venture capital fund managers comprises a series of stages (initial screening, evaluation, due diligence, negotiation, investment) at each of which a decision whether or not to invest is made (Tyebjee and Bruno, 1984; Fried and Hisrich, 1994; Feeney, Haines and Riding, 1999). The particular focus of this study is on the initial screening stage in which investors filter out the majority of the proposals that they receive. Investors normally receive investment proposals in one of two ways. Probably the more common route is to receive a written document - such as an executive summary of a business plan - which they receive either "cold" through the mail or else via an informal or formal intermediary. The other way is in the form of a face-to-face presentation by an entrepreneur. There are a growing number of investment forums organised by business angel networks and other forms of networking organisations such as the University of Michigan's Growth Capital Symposium (Brophy and Chambers, 1991) and the University of California San Diego Connect programme (Walshok, 1994), which has since been adopted in Scotland, some English regions, Denmark and Sweden , at which entrepreneurs make short (typically 10-15 minute) presentations to an audience of investors. In addition, business angel syndicates often invite entrepreneurs to make personal 'pitches' to their members (Conlin, 1989; May and Simmons, 2001; Payne and Macarty, 2002; May, 2002). 

 The initial screening stage comprises two elements. Proposals are initially considered in terms of "investor fit". Venture capital funds screen proposals on the basis of whether they meet the investment criteria of the fund (Fried and Hisrich, 1994). Similarly, the first issue that business angels consider is the extent to which the proposal meets their own personal investment criteria, in terms of, for example, their knowledge of, and interest in, the sector, stage of development, amount of funding sought and location (Mason and Rogers, 1997). Investors then proceed to assess those proposals which satisfy the "investor fit" considerations on a largely intuitive, or "gut feel", basis. The  degree of rigour that is applied is likely to vary depending on he the origination of the deal: screening may be less rigorous when the quality of the referrer is high (Fried and Hisrich, 1994). This entire process occurs over a relatively short period of time, typically less than ten minutes and in some cases just a minutes or two (Hall and Hofer, 1993; Mason and Rogers, 1996). Those proposals that investors feel positive about will be subjected to a more detailed and objective process of evaluation. This may involve more than one stage: for example, Feeney et al (1999) distinguish between an evaluation stage and a due diligence stage. Finally, for those projects where the investor decides in principle to invest, the final stage is to negotiate the terms and conditions of the investment with the management team of the business. 

The importance of the initial screening stage is that the vast majority of the proposals that investors receive are rejected at this point. In a study of Canadian business angels, Feeney et al (1999) noted that 73% of opportunities were rejected at the outset on the basis of first impressions and before the business plan was given serious consideration, and a further 16% were rejected after a detailed reading of the business plan. In other words, 90% proposals were rejected before the entrepreneur has had the opportunity to go "eyeball-to-eyeball" with potential investors. This is consistent with an earlier UK study which found that business angels seriously considered just 17% of the opportunities that they had received (Mason and Harrison, 1994). Thus, understanding what investors look for at the initial screening stage, what encourages them to read on, or continue to listen, and what has the opposite effect, is fundamental if the entrepreneur's search for finance is to be successful.

Methodology

It is generally accepted that the most appropriate way in which to study decision-making is by using real-time methodologies (Sandberg et al, 1988; Hall and Hofer, 1993; Zacharakis and Meyer, 1995). Traditional approaches which have used questionnaire-based surveys to examine investment decision-making by venture capitalists have been subject to widespread criticism (e.g. Shepherd, 1999). First, self-report data creates the possibility of conscious or unconscious errors associated with post hoc rationalisation. Second, the use of ex post facto data gathering techniques opens up the possibility of recall bias. Third, there is no differentiation between the criteria used at different stages in the evaluation process. However, Feeney et al's (1999) study of Canadian business angels noted that the relative importance of various criteria change over the process. For example, finance assumes greater importance at each succeeding stage in the process. Finally, it is not able to assess whether investors use compensatory or non-compensatory procedures. In response to these criticisms recent studies of investor decision-making have sought to use methodologies which can examine investor decision-making in real-time. For example, several studies have used verbal protocol analysis (Ericsson and Simon, 1993), a technique which examines decision-making in real-time, albeit often in artificial or experimental situations, by asking respondents to "think out loud" as they make a decision (Sandberg et al, 1988; Hall and Hofer, 1993; Zacharakis and Meyer, 1995; Mason and Rogers, 1997; Mason and Stark, 2002).

Data

This study is based on the real-time reactions of business angels to a presentation by an entrepreneur who was seeking finance for his business. The company provides bespoke software. It has been engaged in consultancy work for manufacturers. It was seeking £60,000 to £80,000 (approx. $100,000 - $125,000) to set up a new business to fund the ongoing development of an integrated instrumentation control software package for the pharmaceutical industry. Initial development of the software had been funded by the company's consultancy activities and sale of instrumentation. The rights to the software are wholly-owned by the company and would be transferred to the new business. The management team comprises five individuals whose expertise covers (i) sales and marketing, distribution network support, (ii) internet marketing and graphic software design, (iii) sales and software system design, (iv) project management, and (v) software development and internet support. The presenter was the member of the team responsible for sales and marketing. 

One of the members of the management team made a presentation at a business angel network in the UK in May 1998. We were given permission to make a video of this presentation. Two weeks later we showed the video to delegates at the 4th annual LINC Scotland Conference at Gleneagles Hotel who opted for a workshop on appraising technology investments. LINC Scotland is the national business angel network for Scotland. It has around 260 registered investors, a significant proportion of whom have an interest in investing in technology ventures. Immediately prior to watching the video participants were provided with short written summary containing brief information on the company, business concept and management team.

There were three stages to the data gathering process. First, workshop attendees were asked to record their thoughts, impressions and reactions on the form that was provided as they watched the video presentation. Their comments were transcribed onto cards, one comment per card, and were then classified by the authors according to subject. Second, at the end of the presentation participants were asked to tick one of the following boxes on the form:

•
I am not interested and would not pursue the proposal

•
I would consider it further

Participants were further asked to explain in a few words the reason(s) for their decision. Those who opted for the second response were also asked to say what they would do next to pursue their interest. Participants completed the forms anonymously but were asked to indicate whether they were a business angel, institutional investor or in another category. Third, following the video we held an hour long focus group with the participants. The interaction between the participants provided us with deeper insights into their collective reaction to the presentation. 

This process was run twice during the conference with two different groups of delegates. There were 41 responses in total, of which 30 were from business angels and five were from institutional investors.
 This paper is based on the responses from the business angels.

There is an inevitable artificiality about the process of data collection and it is impossible to say for sure that the reactions of the investors were the same as they would have been if the entrepreneur had made the presentation in person. In particular, it is a fundamental tenet of media-richness theory (Daft and Lengel 1984; 1986; Daft, Lengel and Trevino 1987) that task performance will be improved when task information processing requirements are matched with a medium's ability to convey information richness.  The channel of communication (eg face to face vs video or written) is therefore important in determining outcomes in a communication setting (Westmyer et al 1998).  In the present context, therefore, this theory would suggest that the video presentation would generate a qualitatively different response than would face to face communication, in that the communication channel should match the equivocality or information richness of the message being exchanged.  However, although intuitively plausible, media-richness theory has been challenged on conceptual and empirical grounds (Fulk and Boyd 1991; Shirani et al 1999; Suh 1999; O'Sullivan 2000).  Of particular relevance to the present research design, Kies et al (1995) concluded in a one-to-many video conferencing situation with no feedback or interaction between the parties in the communication (equivalent to the use of an asynchronous one-to-many video presentation in the current study) that there was no evidence to support the media-richness theory.  Similarly, Suh's (1999) study of negotiation behaviour and outcomes in zero-history groups concluded that there were no task-medium interaction effects on either decision quality or decision time.

The communication research literature, therefore, supports the validity of our video-based research design.  Our confidence in the validity of the findings is further based on the following considerations. First, a study by Bracker et al (1994) which compared the reactions of two audience to a "pitch" by an entrepreneur for funding - one which was in the same room as the presenter and the other which watched the presentation via teleconferencing in another room - reported no differences in their reactions to the proposal. Second, the audience who watched the video were committed investors with strong interest in investing in technology businesses (and so were similar to the audience which was present at the live presentation). The conference itself was largely oriented to technology investing: two of the four workshop sessions were on technology investing and the conference concluded with an investment forum at which four technology entrepreneurs presented. 

INVESTOR REACTIONS

The 30 investors made a total of 198 separate comments on the proposal. The average number of comments per investor was 6.6, with median of 6.0. The comments were therefore not excessively dominated by a small number of investors.

********************

TABLE 1 ABOUT HERE

TABLE 2 ABOUT HERE

*********************

The investors were not impressed by the proposal. Some three-quarters of comments were negative (75.8%) and only 11.1% were positive (Table 1). Presentational issues attracted the most comment (40.9%). These covered a wide range of issues, including general content, technical content, presentation style and focus/structure  (Table 2). Most of the comments on presentational issues were negative (88.9%). Half of the positive comments related to technical content, although most of the comments on technical content were negative.

Presentation Style, Content and Structure

Investors were very critical of the presenter, variously describing him as "pathetic", "flakey" and "bloody awful" on account of his nervous, hesitant, negative and rambling delivery style and lack of enthusiasm. He was criticised for not connecting with the audience and losing their attention. Investors were also critical of the content. First, it was regarded as lacking in detail, so many investors were confused as to what the company does: common reactions amongst investors were: "what's he talking about?" "I'm not told what the they do", and "what are these words telling me?" Second, it was criticised for being too technical and assumed knowledge and understanding of the technology which few investors in the audience possessed. As one investor commented, entrepreneurs "must understand that those he or she is pitching to may have a very imperfect knowledge of his area of product".  This is consistent with recent research in the areas of speech and communication studies which has shown that speech styles contain information about a speaker's competence (Scherer and Giles 1979).  The more familiar the speech style and use of understandable language (for a given audience), the more favourable the evaluation of the speaker (Carpenter et al 1995) and the higher the perceptions of the speaker's competence and trustworthiness (Elsbach and Elofson 2000).

The structure of the presentation added to the confusion of investors. There were two main criticisms. First, it was criticised for not providing a context: one investor noted that "a quick overview" was required while another wanted to be told "the big picture" before going into detail. Second, the order in which the material was presented was criticised: one investor commented that "the objective of the software should have been described briefly at the start of the presentation and not halfway through" while another complained that he was "telling us afterwards about the strategy of the business". A final aspect of the presentation that was the subject for criticism was the illustrations (which the presenter himself criticised). Several investors commented that the illustrative material - which was presented on overhead transparencies - was poor and did not complement what was being said. Some investors also highlighted the incongruity between the use of an overhead projector (OHP) and the nature of the company's business: 

"it's odd for a software company to be using overheads and not freelance or powerpoint"

"they do software yet present their technology in an old fashioned way"

"you'd expect software companies to have advanced beyond manual viewfoils".

Market

Comments on market-related issues were the second most important category, attracting 22.7% of comments. Here again, these were largely negative (75.6%) and predominantly related to the failure to provide sufficient information. Investors were critical, in particular, of three issues: first, the lack of information on the market - its size, value, how it is segmented, competitors and the potential customers; second, the marketing strategy in terms of how the product will be sold; and third, pricing strategy. 

Product

Product was the third most frequent topic of comment (10.6%) but these tended to be neutral (52.4%) rather than negative (38.1%), and were mainly posed as questions for information. However, investors were critical about the lack of information on the product and the failure of the presenter to sell the benefits of the product. Their questions related to what the product does, the USP and the benefits for users. Positive comments related to the fact that some measure of market acceptance had been demonstrated because the company was already selling elements of the software.

Other Issues

Other issues, such as the management team, financials and business strategy, were of  little concern to investors, with fewer than 5% of comments. Comments on the people concerned the lack of business experience of the management team, although this was countered by positive statements about their experience in the market. On finance, investors were critical of the lack of detailed information. Comments relating to IPR concerned its ownership (the company or its customers) and whether it is protected or patentable.

INVESTOR DECISION

In view of these reactions it is not surprising that most of the investors who participated in the study indicated that they would reject the proposal. Only five (16.7%) would consider it further and one investor declined to make a decision. The remaining 24 investors stated that they would reject the proposal (80%). These investors gave an average of 1.29 reasons for their decision. These are listed in Table 3. Not surprisingly, in view of the overall reaction of the investors to the proposal, most of these investors gave  presentation-related issues as the main reason for rejecting the opportunity. Nine investors cited incomplete information as the reason for terminating their interest in the proposal. This covered the market, product and financials. Eight investors lost interest because they were unable to understand aspects of the proposal from the presentation. Four investors were turned off the proposal by the presentation. In short, fully two-thirds of the reasons given for rejecting the proposal were associated with weaknesses in the content, structure and clarity of the presentation. These presentational deficiencies raised doubts amongst investors about the business competence of the principals. One commented that "the presenter can't be a good salesman - he's boring and not enthusiastic", while another observed that "if they sell themselves in the same way he does to customers - which I am sure they will - they won't succeed."

*********************

TABLE 3 ABOUT HERE

*********************

The five investors who would consider the proposal further were equally critical of the presentation, with one commenting that "there were many unanswered questions" and another noting that "it needs much more clarification". However, comparing the real-time reactions of these investors with those who rejected the proposal reveals some interesting contrasts (Table 4). First, investors who would consider the proposal further were much less concerned with presentation deficiencies: only 26% of their comments were about the presentation (although these were largely negative) compared with 45% of the comments of investors who rejected the proposal. Second, these investors were more likely to comment on the market (43% cf. 19%). Third, investors who would consider the proposal further were more likely to make neutral comments than those who rejected the proposal (28% cf. 9%). Fourth, and following on from the previous point, investors who would consider the proposal further were more questioning (26% cf. 11%). 

*********************

TABLE 4 ABOUT HERE

*********************

In short, investors who would consider the opportunity further were not particularly positive about the proposal. Rather, they were simply less negative about it and wanted to discover more. The next steps that these investors would take would be to gather more information to establish the credibility of the management team, understand the business case and understand the industry by talking to the management team and people in the industry. Why these investors were able to go beyond the presentational deficiencies is not clear but it may be speculated that these investors had detailed technical or industry knowledge which enabled them to appreciate the market potential of the product. Certainly, this was the theme of the comments made by those investors who gave reasons why they would consider the proposal further: 

"it may be an exciting [market] niche - I should understand the industry"

"growth in bio work may mean there is a significant market - let's find out"

CONCLUSION

In drawing out the implications of this paper it is important to reiterate both the setting and the methodological limitations of the study. First, in terms of its setting, the study is only concerned with the initial screening stage of the investment decision-making process and concerns the reaction of business angels to an oral presentation by an entrepreneur. The conclusions cannot be extended beyond this setting. Second, the study is based on a single case study. Although it is possible that the reaction of investors has been influenced by the medium - a video presentation - the available evidence on the influence of media channel on decision outcomes (Suh 1999; Bracker et al, 1994) suggests that this is unlikely. 

Despite its limitations, the study does effectively demonstrate that impression management skills are important in raising finance from outside investors. In this case, the presenter has very poor impression management skills and as a consequence generated a largely negative reaction from the audience of business angels who viewed his presentation. The presentation had two fundamental failings. First it was preoccupied with the product/technology - which had the effect of confusing and ultimately turning off those angels who did not have a software background - and failed to make the business case, which is the paramount concern for all investors. The need for the product was not demonstrated, the benefits to the customer were not explained and potential customers were not identified. The point was made in the subsequent discussion that business angels are backing people, not the technology. They will invest even though they do not understand the technology if they believe that the management team has the capability to be successful and that they can sell. Poor presentation, in this case, the failure to sell the opportunity - or indeed, any vision for the company - is interpreted by investors as a signal of the entrepreneur's wider lack of competence: "if he can't sell to investors, how can he sell to customers?" Second, the presentation displayed a lack of understanding of the needs of investors and consequently failed to induce excitement in the audience. A key element in generating excitement is to convince potential investors that the opportunity for wealth creation is significant: in other words, as one participant commented, investors want to know "how an £80k [$125,000] investment can be turned into £4m [$6.5 m] in three years."

This case is a specific example of a general problem amongst technical, including academic, entrepreneurs who major on the product rather than the business, and in so doing fail to address the standard commercial questions that business angels seek answers to, namely:

•
what does the company do?

•
how big is the market?

•
who are the customers?

•
what is the competition?

•
what is the company's technical edge over the competitors (the USP)?

•
how is the product/service a solution to the needs of potential customers?

•
what is the route to market?

Practical implications arise from this study for entrepreneurs and policy-makers. For entrepreneurs, the study demonstrates the importance of presentational skills. It highlights, first, the need to make the business case, rather than being preoccupied with the product or technology, and, second, how essential it is to ensure that the presentation considers what investors want to know. In impression management terms this case study demonstrates through failure the importance for entrepreneurs in managing self-identification so that audiences (in this case potential investors) draw preferred conclusions (Schlenker and Weigold, 1990). A further implication is that the CEO should not necessarily be the automatic choice amongst the founding team to make such presentations if they have weak impression management skills. The study also confirms the premise that was stated at the outset of the paper, namely that demand-side weaknesses also contribute to the difficulties that TBSFs counter in raising equity finance. 

Many technology entrepreneurs need help to turn their ideas into structured business propositions but are unable to pay for professional help. Thus, the implication for policy-makers is that they should reallocate some resources away from supply-side measures and towards the business support network for the development of schemes to support technology entrepreneurs to become "investment ready". Such schemes are being development in several countries, including the UK, Australia and New Zealand.  The most common model comprises a series of information seminars on sources of finance, a business review process, consultancy sessions to address the issues raised in the review, and presentation coaching (Mason and Harrison, 2001). The case study evidence presented in this paper adds to the weight of cumulative evidence (e.g. Mason and Rogers, 1997; Shepherd and Douglas, 1999; Douglas and Shepherd, 2002) that these types of initiatives have the potential to significantly ameliorate the demand-side deficiencies that contribute to the financing difficulties that technology entrepreneurs encounter.

Finally, it is appropriate to revisit the notion - illustrated in the quote by Gardner (1992) that was cited earlier, as well as by the title of the paper - that the process of raising finance can be viewed as a dramaturigical process. Insofar as this entails the 'authentic' presentation of self, and the consequent use of communication technologies to present self-relevant information in a manner most likely to secure the desired decision outcome, this metaphor holds (Schlenker 1980; Brissett and Edgley 1990).  However, this study suggests that the applicability of this metaphor has to be modified to take account of the particular circumstances of the search for finance.  In particular, a good "actor", with a good "script " is not necessarily the only situation that will produce a positive reaction from the "audience" (i.e. investors). First, arising from communication as self-presentation, in this context the "actor" and the "script" are inter-related. Indeed, there is a sense in which the actor is writing the script in the process of the performance. Second, and again echoing the communications research literature (O'Sullivan 2000), the reaction of the audience to the performance is subjective and context-dependent, being dependent on each individual's own knowledge base. Thus, their reaction to the performance will be conditioned by their perception of what the "script" should be like. Hence, an investment opportunity may get to the next stage in the decision-making process despite a poor performance by the "actor" or a poor "script". Indeed, some members of the audience might be willing to help the actor (entrepreneur) to "clean up" their "script" (business plan) in order to judge its merits as an investment opportunity at a later stage.  This raises several questions for further enquiry. How much do presentational skills alone influence the funding outcome? Is poor presentation discounted when investors have knowledge of the technology and are excited by its potential? And are potential investors willing to work with the entrepreneur to develop an investable business plan prior to making an investment decision? 
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Table 1

Investors' Real-Time Reactions to the Proposal: Classification By Subject Matter

	criteria
	Total number of statements
	Neutral statements*
	negative statements
	positive statements
	number of statements that were questions

	Presentation
	81
	3
	72
	6
	0

	Market
	45
	5
	34
	6
	6

	Product
	21
	11
	8
	2
	12

	People
	11
	1
	6
	4
	1

	Financials
	10
	2
	8
	0
	2

	Business strategy
	9
	1
	5
	3
	0

	Investor fit
	6
	0
	6
	0
	0

	Exit
	6
	0
	5
	1
	0

	IPR
	5
	2
	3
	0
	2

	Deal structure
	2
	1
	1
	0
	1

	Miscellaneous
	2
	0
	2
	0
	0

	Total
	198
	26
	150
	22
	24


* mainly questions seeking information

Table 2. 

Comments on Presentation: Breakdown By Topic

	topic
	Total number of statements
	neutral statements*
	negative statements
	positive statements

	General content
	18
	3
	14
	1

	Technical content
	17
	0
	14
	3

	Presentation style
	16
	0
	15
	1

	Focus/structure
	13
	0
	13
	0

	Illustrations
	9
	0
	8
	1

	Presentation
	8
	0
	8
	0

	Total
	81
	3
	72
	6


Table 3

Reasons For Not Considering the Proposal Further 

	Incomplete information [9]
	"not sufficient information"

"competitive position unclear: what is unique/different about the product?"

"lack of focus on software/product"

"the market is undefined"

"not enough financial details"

"no sales or profit figures"

"virtually no financials"

"insufficient market research"

"market need not demonstrated"



	Lack of understanding [8]
	"not clear about opportunity"

"not clear on investor returns"

"don't understand the proposition, market or technology"

"lack of understanding of product or product development opportunity"

"don't understand product's relevance to the market"

"don't understand what they are trying to do"

"objective not clear"

"lack of clarity - product, IP, fiscal projections"



	Poor presentation [4]
	"very poor presentation"

"turned off by presentation"

"poor presentation: incoherent and rambling"

"vague - appalling presentation"



	Investor fit issues [4]
	"geography" (i.e. location of business)

"location - too far away"

"don't back start-ups in this area"

"the business is looking for an investor with software/programming skills: that's not me"



	Other [6]
	"business and consultancy - no way!"

"business needs an MD/Chairman"

"not impressed by management"

"high risk"

"not fully thought out"

"not focused - does not know what he wants from investors"


Note: The numbers in the square brackets refer to the number of comments, not the number of investors: investors could give more than one reason for rejecting the opportunity.

Table 4. 

Investors' Reaction To The Opportunity: Comparison Between Investors Who Rejected The Proposal And Those Who Would Consider It Further

	criteria
	Investors who rejected the proposal
	investors who would consider the proposal further

	
	Neutral
	negative
	positive
	neutral
	negative
	positive

	
	no.
	no.
	no.
	no.
	no.
	no.

	Presentation
	3
	64
	4
	0
	8
	2

	Market
	1
	24
	5
	4
	10
	1

	Product
	5
	6
	1
	6
	2
	1

	People
	1
	6
	4
	0
	0
	0

	Financials
	2
	7
	0
	0
	1
	0

	Business strategy
	0
	4
	3
	1
	1
	0

	Investor fit
	0
	6
	0
	0
	0
	0

	Exit
	0
	4
	0
	0
	1
	1

	IPR
	2
	3
	0
	0
	0
	0

	Deal structure
	1
	1
	0
	0
	0
	0

	Miscellaneous
	0
	2
	0
	0
	0
	0

	Total
	15
	127
	17
	11
	23
	5


NOTES





� The other respondents comprised a university industry liaison officer, a product developer, an academic, an academic/entrepreneur, a student and a "non-investor".
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