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Introduction

EBANtthe European Trade Association for Business Angels, Seeddrutitily Stage Market Players
t is pleasedto presentits latest researchreport focused on understanding the reasons why angel
investorschoose not tanvest in early sige SMEs.

Our organizatiorundertakes continuous research to produce practical information on the early stage
investment market in Europevhich is available to the general public via the Knowledge Center section

of the EBAN websiténttp://www.eban.org/knowledgecenter

This yearwe are adding a new repotb E [wody of researchr§] S0  "Busi@es®ngels Do Not
Invest Findings on obstacles preventing investment in startupghe report isbased on direct
responseseceived fromEBANmembers and paritipants ofourinvestor trainingvorkshogsorganized
during the years 2012017 683 patrticipantdrom 41 different countriesthe vast majority othem
beingactive angel investorparticipated ina brief8-questionsurveyadministeredat the end of eals
workshop In this report, you will findin aggregation of the survey results wihbrief commentary
explaining the main findings.

Taking into account thenderlying limitations of tis report which are largely caused biye size of
the sample analyzedyur main objective is to provide a better understanding of thain reasons
hindering angel investment in early stage SMEs, commonly known as stdttigpsur hope that the
report will enable more entrepreneurs to address the areas of concern indi¢gatdaisiness angels
prior to approaching them for funding.

EBAN expresses its gratitude to all individwei® kindly provided their input for this publication.

For any questions, please contact the EBAN Secretariat.

EBAN Secretariat
Rue de la Science 14
1040Brussels, Belgium
Tel : +32 2 626 20 62
Fax : +32 2 626 20 69

Email: info@eban.org

Copyright © 2018 EBANII rights reserved.



Why Business Angel® Not Inves

Survey Results

The present reporon *tZC pe]v *+ VP o+ } HSbagadloreSurvesesponses collected
by EBANfrom the participants ofour investor training masterclasses and workshops organized
throughout Europeduring the years 2018017.

The first hree questions of the survey asked respamtls to indicate theirgenderand experience
when it comes to making @el investmentsluringthe past five years

1. DEMOGRAPHICS

As indicated irFigurel below, thegreatmajority ofthe 683surveyparticipantsare male although it

is very important to noteghat female investos are becoming more active in the early stageesting

space. This can be attributed tioe considerablesfforts from the EU Commission, member states, and

private market playersEBAN proudly participat@s such efforts byaunching initiativedike the Rising

Tide Europe Prograntfp://www.risingtide.eu/), the only training and investing prograsreated and

led by womeninvestors and workings} Jv & < A}u v[e % ES3] 1% 3]}v ]Jv VP o JVA .
class and by being a partner ¢ifie EUfunded lean INEU WBAproject, which aims to educate women

business angekndlaunchwomen angel networks across Europt://www.leanin-wba.eul).

E [ 2010 statistics estimated women to be slightly
below 5% of the angl population. Since then, the interest
shown by women in angel investing has grown considerably

The 126 women that responded to our survey are just the tip of the iceberg of a large and rapidly
growing population of investors in Europine overall sizef the female angel investor population in

Europe that we have estimated in our latest Statistics Compendium report
(http://www.eban.org/eban2016-statisticscompendiun), estimates womena be approximately

10% of the angel population in western Europe, and 30% of the population in Central and Eastern
Europe. To give our readers a feel for the growth recordtethe recent yearsour 2010edition of the

Statistics Compendium and White Papen “t}u v ]v EoC "8 P [VA «8]vP_  3]u :
population to be slightly below 5% of the overall angel one.

Figure 1.Sample

683 participants d
Women

from 41 European countries
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2. Z "WKE Ed*"[ yW Z/ E A E' >t NEBVIBERK DF
INVESTMENTS AND INVESTMENT FHASE

Figures2.1and 2.2showinformation onhow many investmentsrespondentanade in theast5 years
and at what stage of development the venturesvere in when the investment took placeThe
responsesre grouped in brackets of 0, 1, between 2 and 5, between 6 and 10, betwe2a aad
more than 2Qin terms d the number of deals, and in Later stagiarup stage; Seed stage and Pre
seed stagén terms ofthe level of development.

At first glance Figure 2.Zeems to show that angel investors are more prone to invest@d and pre

seed phaseompanies However, the percentages shown are calculated based on the number of deals
done and without taking into account the amount of money invested in the company as it relates to
§Z 0 3835 E[+ 3 P }( Forlexarmptey if\ad ¥avestor invests 200.000 Eurasdompany in

the Startup stageas well a&0.000 Euros in 4 otheompanieghat arein the pre-seed or seed stages,

it would appear that 80% of deals are seed or-peed.The lack of information regarding the amounts
invested as they relate to the inggnent phase representsne of thelimitations of this report.

Figure 2.1 and Figure 2.2. Business angels' experience

Number of investments in the past 5 Investment phase (% of
years (% of participants) participants)

No deals 1 2-5 6-10 11-20 +20 Later stage Startup  Seed Pre-seed
*Note: Several participants took more than one option

3. REASONS INVESTORS CHOSE NOT TO INVEST

The main aim of the survey was to uncover the reasons why angel investors did not invest in the
startups that approached them during the past 5 yedtigh risk of failure and exaggerated valuations
were the two main reasons for not moving forward with an investment for the vast majority of
respondentsRegarding thénigh-risk profile, it is clear from this resuthat entrepreneurs areeither
unaware d all the riskeembedded in their business plans, or at least thaye not addressedll of
theserisks properly.

High risk of failure and exaggerated valuations were the two
main reasons for not moving forward with an investment
for the vast majority ofrespondents

European Trade Association for Business Angels, Seed FuhBsardy Stage Market Playgr& BAN
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Surprisinglypnly 7%of the respondents indicated that they had considered low return on investment
as a reason not to investhisresultshows that the large majority of the projects presentedatmgel
investorshave onpaper, an acceptale or excellent returmpotential. Therefore the large majority of
entrepreneurs do not need to increase artificially the potential of the projecirderto get funded.
Instead, entrepreneurs should focus on addressing the risks associated with theitpro

Figure 3. Reasons why you didn't invest (on average) in investment opportunities in the last 5
years (%)

87.6%

o Project had too many risks
@ Valuation was very high
@There were not other investors

% Project was far from where |
live/work

Qo O
M | didn't know how to negotiate with
the entrepreneur

((c';)The project had low return potential
=
| would never invest in that sector

*Note: Several participants took more than one option

4. MAIN PROBLEMS/RISKS THAT PREVENTED RESPONDENTS
INVESTING

As a follow up questiomespondents were askeadhat their main problems and reasonwere for not
investing inboth tech and nontech startups. As expected, responses focusedmarketdemand and
competition, team structure and ability to executand, finally,the valuationof the company|t is
interesting to note thatwhereasentrepreneurs tendo focuson the product/technologyinvestors
are more interested in knowing if there isvaarketfor the product/serviceandif the teamis capable
of executingtheir business ideaTherefore, i entrepreneursfocus more on the market in their
business plans and presentationisey might increase theichances of getting fundedt seems that
valuation isconsidered askxcessive more oftenin nonttech deals, as compared tech deals. This
phenomenon could beelatedto the scalability of tech projectsvhich justifies their higharaluations.
Thisis 0+} }v(]Eu C E +% }v calabifityMhidheisjavbigger concern in noech deals.

Market-related factors, such asnprovendemand andan unclear
competition landscape are the main issues that prevented
participantsfrom investing in both tech and nontech deals

FROMN
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Figure 4. Main problems that prevented you from investing in tech deals (%)

=
yt Market: demand was not proven

ﬂ’ Market: competition landscape was

not clear

x Lack of entrepreneur/team skills to
©

execute the project

7 \ Not appropriate entrepreneur/team
i personality

@ Valuation was too high

A:[A Lack of entrepreneur/team ethics

m Not having a lean approach
ﬂ Potential legal risks
—
&

@ Money would not be enough for
company to survive

@ Potential technological risks
I_,—'_rScaIabiIity would be very unlikely
Unacceptable investment legal terms

18.3%

*Note: Several participants took more than one option

Figure 5. Main problems that prevented you from investing in non-tech deals (%)

oy
a)l: Market: demand was not proven

ﬂ’ Market: competition landscape was
not clear

(ﬁ Lack of entrepreneur/team skills to

execute the project

@ Valuation was very high

@ Not appropriate entrepreneur/team
personality

QJ[A Lack of entrepreneur/team ethics

Not having a lean approach
&

@ Money would not be enough for
company to survive

I_rrr Scalability would be very unlikely

Unacceptable investment legal terms
ﬁ Potential legal risks
[—]

@ Potential technological risks

*Note: Several participants took more than one option
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5. MAIN REASONRESPONDENTS DO NOT INVEST IN IMPACT PROJECTS
(PEOPLE, PLANET, PROFIT)

The surveyalso asked respondents to speciffleir & <}ve (}JE v}3$ JVA «3]vP ]8 ~"Ju% §_
AYEI]VP 8}A E +» 3Z 3E]%o0 }33}u o]v }(Unhfsstundaly, ahddlaspite he v %o E } (]
numerous efforts made to clarify the difference between impact investing and charity, a worrying
percentage ofesponsessuggest that investors feghey willonly lose moneyor have low returns on

these investmentsDespitethe existence ohumerous reports that confirnthrough research and

statistics that impact investing isist as (if not more) profitable as traditional investingsee for

example the latest report published by the Global Impact Investing Network (Gitsyl 4GIIN

Pergpectives: Evidence on the Financial Performance of Impact Investmetiiisre is a need to

showcase more success storiesthre impact investingarea, otherwise investors tend to see these
investmentsas charity projects.

Figure 6. Reasons not to invest in impact projects - people, planet, profit (%)

mmm | feel my investment will be lost

{SD Lower return on investment
\_%2 Poor business plan

OO0 Otherreasons

Sustainability issues do not affect my
decision

82%

*Note: Several participants took more than one option

6. FACTORS THREDUETHE RISKSSOCIATED WITH INVESTMENTS

In terms of situations that could reduce the overall perceivedfdskivestors, there is no real surprise
that survey results indicate market and team risks to be the main factors considered by the
respondents.

A project hawng good traction iswidely acknowledgedas a
risk reducing factor

However, 1 is interesting to note thato-investment fundsare ranked higher than tax breakss
preferred measures to reduce investment risk, despite the fact that the latter give orgesn
immediate return These results can be linked to the fact that tax bseaity protect on the downside

EBAN European Trade Association for Business Angels, Seed Funds and Early Stage Market Players
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of the investment whereasco-investment fund, characterized byasymmetric exs, protect the
downsidewhile alsoboosing the upsideof the investment. Another pasibleexplanationfor this
preference could be due to the fact thptofessional angeli@ many countrieslo not benefit from tax
breaks orcapital gainsgiven that many tax breachemes only apphp labar income.

Figure 7. Choose which of the below situations would reduce the risk of your
investment (%)

D
Sp

N\g Project has orders from clients

Project has good traction

95.5%

90.9%

Balanced team, and not just one
entrepreneur

86.5%

84.6%

Entrepreneurs use a lean approach

Project has reliable letters of intent
from clients

79.5%

% Co-investment funds with public
T money with asymetric exit

69.4%

“_/’: Investment is split in phases

v — according to milestones

66.8%

[+]-] Correct valuation or valuation

ua dependent on future performance 63.4%

E Certificate from technological center 55.9%

stating technology will work

Q

At

@ Tax breaks for investors

|9= Certificate from IP attorney about IP 47.6%

status

93.7%

$/

O

(More skin in the game from
J entrepreneurs a7%

PR
V!

Standard legal documents

Other investors invest in the same 27.9%
deal
EU or national grant is given to the
& oroject 17.9%

12.3%

member

@ Investment is crossborder 3.4%

E Your involvement as paid board

*Note: Several participants took more than one option
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7. CHANGES IN LIKHOOD OF INVESTMENT WHEN PROJECT RISKS ARE
REDUCEMDMR INVESTMENT READINESS IS INCREASED

WhileFigure &elow only reconfirmshe obvious assumption that less risk makes investors more likely
to invest, Figure9 showsthat approximately three quarters ofespondentshave had to deal with
entrepreneursthat were v}§ C § ~JvA «3u .vI¥e @maigiig24%of investors that came
across*|vA «3u v38 E C_ 8 ESHu%e }po Jv] 8 8Z 8§ 8Z uvC ((}ES.
accelerators as well asEUREKA!nnovestand Eiropean Commission programisicluding but not
limited to InvestHorizon, ePlugcosystemand Future Internet Businesare producing important
results.Nevertheless, lere is still a need to increasargeted efforts and programmwardsraising

the investment readiness level of startugis can be achieved not onlyrough specificprograms

but also through building the capaies of universites, incubators, acceleratgrand other relevant
organisations Finally, inFigure 10, we wouldexpect a higher number of business angalswing a
preference for dealing with skilled entrepreneubsit it seems that some investors would besitant

to work with highly skilled entrepreneurs or may think thatojects that are more investment ready
would havehigher valuationsln any casgthe large majority of business angels prefer to invest in
projects where entrepreneurs understand the role of amngel and are ready to accept some
traditional angel clausesuch as thétag along" clause.

Figure 8. If project risks are reduced, your willingness to invest increases (%)

Yes: 96.2%

No: 1.5%
No change: 2.3%

@Yes ®No No change

Figure 9. Rate the preparation of entrepreneurs when interacting with investors (%)

Not well prepared: 45%

Well prepared: 18% ‘ Not prepared at all: 31%
Very well prepared: 6%

@ Very well prepared @ Well prepared Not well prepared Not prepared at all

Figure 10. If entrepreneurs were better prepared to interact with investors, your
chances to invest in the projects would increase (%)

Yes: 68%
Would reduce: 19%

No change: 13%

@ Yes @ Would reduce No change
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Condusion

dZ E %}ES }v "ZC pe]v o+ vHFimnngs of pBstacids prevénting investment in
startups. v A}E 8} uv E+3 v SZ u]v E e}ve Z]v notPomake A <3S} E -]
investments in any givestartup. The 8juestion survg, administered to 683 participan{®f which

81,6% were male)} ( E[e JVA «8}E SE ]Jv]vP A}EI+Z}%201dGhdwed hé C E-
following results:

X The majority of respondents kamade between 2 and 10 investments in the last 5 years (with
35.4%having made 5 investments and 27.16-10 investments)

X In terms of the number of deala,large majority of respondents favor seed and-peed stage
companies, however, these results need to be augmented by the anafunbneyinvested
as it relatesto the investment phase

X High risk of failure and exaggerated valuations were the two main reasons for not moving
forward with an investment for the vast majority of respondents

X Marketrelated factors, such as unproven demand and an unclear competiticisdape, are
the main issues that prevented participants from inwegin both tech and nortech deals

X A largepercentage of respondents feel that impact investments will only result in losses or low
return oninvestment despite numerous reports and sistics that prove the contrary

X A project having good traction is widely acknowledged as a risk reducing,fatidog with
other factors that reduce market and team risks

X Investment readiness is a crucial factor for investors deciding whether or not to imvast
startup.

Identifying and addressinthe areas of riskhat investors pay attention tawill surely create more
investmentsn startups in the shottierm and, very likely more global success storigsthe midto long
term. However, there is a strongerd todeveloptools, based on input provided by investothat can
help startup entrepreneursbhetter identify, quantify and mitigatehe risks related to thi& businesses
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