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Executive Summary 

Cleantech is an industry that is trying to make money on developing products and 

technology that are environmentally friendly and creates a more sustainable future with 

regards to energy production or alternative fuels for example. These types of ventures 

can take a long time to develop and need a lot of capital during all stages before they 

reach the market with a commercially viable concept. Venture capital firms can 

influence the future of how we produce energy and so on by their investment choices. 

We wanted to find out how venture capital firms evaluate Cleantech investment 

opportunities. Are they evaluated differently than investment opportunities in other 

industries? When researching this we also wanted to provide Cleantech entrepreneurs 

with a better understanding of how they and their companies are evaluated in order to be 

better prepared in future negotiations with potential investors.  

There are not many studies made regarding the relationship between Cleantech and 

venture capital firms. We quickly realized that our study would have to be explorative 

and therefore provide new knowledge through an inductive research approach. Most of 

the relevant literature ended up being about venture capital and Cleantech separately. 

Finding scientific articles about Cleantech in a business setting was difficult since the 

subject is new due to investments picking up speed as late as 2006. 

We have conducted a qualitative study by making interviews with representatives of 

venture capital firms. From the empirical findings we can draw conclusions that 

Cleantech is not evaluated differently compared to other industries. The venture capital 

firms acknowledge that there are specific risks associated with Cleantech such as time 

horizon and political risk. However these risks do not allow for different treatment 

when making valuations. The same tools are used when making valuations regardless of 

industry, however the inputs in the valuation differ from industry to industry due to 

specific risks. The importance of the entrepreneur seems to overshadow all other 

concerns the venture capital firm has prior to making an investment. This is something 

the entrepreneur needs to be aware of. To emit a sense of willingness to take advice and 

a cooperative spirit is vital to catch and keep the interest of potential investors.  

Venture capital firms do not claim to evaluate Cleantech differently simply because it is 

Cleantech. Due to the intrinsic characteristics of Cleantech investments such as long 

time horizons and capital intensity they are evaluated and scrutinized more thoroughly 

than investment opportunities in industries with smaller demands regarding time and 

money. It is not only the business idea and model that is investigated more intensely the 

entrepreneurs must also be prepared to undergo a more thorough social due diligence.   

  

Summarizations of the interviews are available at request.  
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CHAPTER 1  

1. Introduction 
 

The first chapter will present the research background about Venture Capital and the 

relationship to Clean Technology. Together with the research question and purpose, an 

explanation of why we have chosen to write about this subject will be presented, 

combined with the knowledge gap and limitations that we believe are relevant for this 

study. 

1.1 Background 
The need for renewable fuels and technologies are growing as the fossil fuels are 

reduced and the climate in our world is changing. Nations have answered by 

implementing laws in order to reduce the environmental pollution. Sweden has an 

ambitious climate policy, both nationally and internationally. The Governments vision 

for 2050 is that Sweden should not be involved in and contribute to any net emissions of 

greenhouse gases into the atmosphere. (Energimyndigheten (A), 2011) This calls for 

technological development. Technology that contributes to a more sustainable world is 

today called Cleantech. But in order for new technology companies, or any companies, 

to emerge on these markets, external financial funding is mostly required. Venture 

Capital Firms (VCFs hereafter) have contributed funding to approximately half of the 

U.S nonfinancial firms. (Ogden et al., 2003, p.365) Thus we can conclude that VCFs 

possess the power to participate in and influence the sustainability of our world’s use of 

resources, by making a conscious choice when deciding on what kind of companies 

they will invest in. 

There are a lot of companies with new technology and good prospects. VCFs all around 

the world are looking for potential investments. The reason for their growing interest in 

Cleantech is due to several factors such as climate change, high energy prices, oil 

dependency, and stricter environmental protection laws. These factors seem to have 

contributed to a shift in how Cleantech business opportunities are viewed. (Strömdahl & 

Sunér Fleming, 2011)  

1.1.1 The beginning and the future 
The change in environmental awareness began in the early 1970´s when eco-labeled 

products emerged on the market. Consumers started to show interest for products that 

were environmentally friendly. Producers were quick to respond to the demand and 

started to produce products they could eco-label. (Liljenstolpe & Elofsson, 2009, p.13) 

The idea that they could charge a higher price for products that had an environmentally 

friendly profile also contributed to the companies' interest in “green products”. (Peattie 

et al, 2005)  

Ashmeet Sidana, a General Partner at Foundation Capital said “I believe that venture is 

what feeds innovation. Innovation is the solution to the world problems and one 

problem that we face today is sustainability.  The path we are on isn’t sustainable” 

(Sidana, 2011) Furthermore he talks about how China is adding two coal mine power 

plants every week and how this is not a path toward environmental sustainability, 

neither was the huge nuclear incident that occurred in Japan in 2011. How are we going 
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to be able to solve these issues and “Where will those solutions come from?” (Sidana, 

2011)  In Sidana’s (2011) opinion the answer is that they will come from innovative 

solutions that are invested in by venture capital. 

This indicates that VCFs have a great influence on the development of innovations that 

contribute to a more sustainable environment.  

1.1.2 Cleantech 
Cleantech means Clean Technology. Cleantech is addressing the ecological problems 

with new technology and new science. The industry is aiming at providing solutions to 

environmental challenges facing this planet and simultaneously providing competitive 

returns for their investors. (Cleantech Group (A), 2012) Some examples of Cleantech 

industries are: (Cleantech Group (B), 2012) 

 Solar, systems, thin films, cells and modules 

 Agriculture, sustainable fertilizers, natural pesticides, crop yield, land 

management 

 Wind, turbines, farms 

 Materials, bio, nano, chemical, biodegradable products 

 Water, water treatment, waste water treatment, purification, filtration 

 Biofuels, biodiesel, biomass, biogas, grain ethanol,  

When investing in early stage Cleantech firms the issue for investors is to take a very 

long term view of the companies they invest in. Some startups will not mature into 

commercial firms for years, this is especially obvious when investments are being made 

at an early stage and the technology is speculative and therefore also highly risky. 

(Fehrenbacher, 2012)   

1.1.3 Cleantech and Venture Capital firms today 
In Sweden today about 7% of employees in the private sector are working for 

companies owned by venture capital firms. Added, these companies have a turnover of 

about 250 billion SEK in Sweden each year which accounts for approximately 8% of 

the GDP.  (SVCA (B), 2012) 

According to the National Venture Capital Association in the United States, venture 

backed companies accounted for 12 million jobs and 3.1 trillion dollars in revenue in 

the United States in 2010 (NVCA, 2012).These figures show that VCFs are an 

important contributor to the economy. 

The Swedish Venture Capital Association states on their website that venture capital is 

of great importance for growth and the creation of jobs in Sweden, e.g. by helping small 

entrepreneurial firms to expand (SVCA (A), 2012).  

Investments in Cleantech companies (CCs from here) have rapidly grown throughout 

the years. In 2001 almost no investments were made in CCs. Ten years later 20% of all 

investments made by US VCFs were in CCs and therefore represent a significant part of 

funding source for CCs (Chung, 2011). VCFs are therefore involved in and contributing 

to the development of new, innovative technology that strives toward environmental 

sustainability. In 2006, 28 Cleantech Investments (CI hereafter) were made in Sweden, 

with a value of 269 MSEK. During the first half of 2008, 19 investment projects worth 

275 MSEK were made within CC (Karlberg, 2008). The investments in 2009 were 1396 
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MSEK which clearly shows where Swedish investments are heading. 

(Energimyndigheten, 2010)  

1.1.4 Valuation 
When VCFs consider investing the most important question is, what is the value of the 

business? When valuing a publicly traded firm it is relatively easy to examine the firm’s 

historical earnings and dividends and then forecast future earnings. The next step is to 

apply a reasonable discount rate and the valuation is then basically complete. The 

valuation of a venture is more complicated. First of all the venture has no historic 

earnings and the product may be so new that there is no actual market for it yet. This 

presents another problem: there might not be any comparable companies, which makes 

the establishment of a reasonable discount rate complicated. (Ogden et al., 2003, p.358-

359)  Regardless of these problems the valuation must be done one way or another. We 

will later discuss approaches to conduct a valuation despite lack of historic data.  

1.2 Research Question 
With the research background in mind, our main research question will be: 

How do Venture Capital Firms evaluate Cleantech investment opportunities? 

Our sub question will be: 

- Is there a difference in the evaluation of an investment within the Cleantech sector and 

more traditional investments?  

1.3 Research Purpose 
The purpose of our research is to provide Cleantech entrepreneurs in Sweden a better 

understanding of how they are viewed and evaluated by VCFs. We hope to achieve this 

by first of all answering the question whether there are any differences regarding how 

CCs and non-CCs are evaluated by potential investors. If there is a difference, we want 

to find out what the difference is and why it exists.  

A Cleantech innovator and entrepreneur may only have VC as a realistic funding 

opportunity. If this is the case it would be advantageous to know more about how VCFs 

operate and what they take into consideration while evaluating investments. More 

knowledge in this field can help CCs to be more prepared when pitching their idea and 

business plan to VCFs. By showing CCs the VCFs standpoint our study may facilitate 

communication and reduce conflicts between the two parties before an investment 

decision and after an actual investment. 

 If I am an entrepreneur and innovator in the Cleantech industry, does it matter from 

which VCF I seek funding or do they all have the same approach towards investing in 

CCs? Are CCs treated differently because of the industry they belong to? Is this 

discrimination in favor of or against CCs? We would like to answer these questions 

with our research and in that way contribute with some new knowledge for Cleantech 

entrepreneurs. 

1.4 Choice of Subject 
We are aware of the major challenges facing our planet. The unsustainable use of the 

world´s resources is probably one of the most important. Climate change is something 

that affects all nations, poor as well as rich. It is a global problem. It is our belief that 

VCFs have the power to influence the way we use the world’s resources by investing in 

companies that try to create a more sustainable future. Are VCFs prepared to be flexible 
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and change their methods in order to invest in and thus support companies with ideas 

and products that might create a more sustainable world? After several years of studying 

at University the authors have solid knowledge of how VCFs operate in theory, this 

study is a chance for us to see how they operate in practice. In our study we wanted 

indirectly to explore the power of VCFs and how they actually use it.  

We believe that Cleantech innovations will contribute to the end of our world’s 

addiction to oil and other fossil fuels. These innovations will undoubtedly generate 

wealth for the innovators but also for those funding the development of the innovation 

because without them there is only an idea. We think that the combination of VC and 

Cleantech is vital for the development of new ideas, products and technology that can 

change how people consume energy or contribute to a more sustainable way of life in 

other sectors. Cleantech is not only about clean energy. We also believe that the 

combination of VC and Cleantech is lucrative and could potentially produce a lot of 

new jobs in addition to a more sustainable world. 

1.5 Knowledge Gap 
Many studies have been made both on VCFs and CCs and despite the fact that early 

stage businesses are in need of external funding, very few studies have shed light on the 

relationship between VC and CCs. One reason for this is the fact that VCFs did not start 

to invest in Cleantech ventures on a larger scale until the beginning of 2000. However, 

the investments have increased rapidly ever since. Between 2010 and 2011 the 

investments in Cleantech worldwide increased by 13% to 8.99 billion USD (Cleantech, 

2012). Little attention has been paid to the evaluation process of CCs from a VCFs 

point of view. Also when considering that we want to evaluate the situation in the 

Swedish VC market we struggle to find any previous studies on the matter. Therefore 

we see an opportunity for us of contributing to an updated picture of how Swedish 

VCFs evaluate CCs. 

When conducting a search on Business Source Premier on Cleantech and Venture 

Capital we get a hit rate of 211. When searching for “Cleantech”, “Venture Capital” and 

“Evaluation” we found no hits. When only searching for “Cleantech” we received 458 

hits. In contrast to this we received 37881 hits when only searching for “Venture 

Capital”. Literature research will be discussed further in chapter two. The different hit 

rates are an indicator of how small the topic of Cleantech is in relation to Venture 

Capital our hope is to bring these two topics together in this study.  

Since there has not been made many studies we feel any findings we make during our 

research will be of some interest and contribute with something new. Hopefully our 

discoveries will be a good foundation for future research.   

1.6 For whom 
With the growing number of CCs in mind and the importance of external funding from 

VCFs for the expanding situation of emerging Cleantech ventures it is our intention 

with this study to provide information to CCs regarding VCFs evaluation process. Our 

hope is that this information will make CCs more prepared in the negotiations with 

potential investors by giving them an overview of how VCFs approach potential 

investments, which also might help avoid conflicts due to misunderstandings or lack of 

communication. This research is therefore mainly directed to CCs who wish to receive 

external funds from VCFs.  
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We have not conducted any interviews with Cleantech innovators or entrepreneurs. 

Instead we have focused on how they are viewed in the eyes of potential investors. We 

believe that we can bring knowledge to entrepreneurs by mirroring their potential and 

future value in the eyes of VCFs.   

Studies have shown that many young companies are a bit lost in the jungle of funding 

and are in need of help (Energimyndigheten, 2010).  Convincing a VCF of investing is 

tricky and entrepreneurs need to be prepared, our research will therefore be useful for 

these emerging entrepreneurs. That is also why we have chosen to only interview VCFs, 

since it is only their point of view that is important in this aspect. If we wanted to help 

the VC market receive more business proposals we would ask entrepreneurs what their 

perceptions and attitudes are towards that market and what they felt needed to change. If 

we want to help Cleantech companies receive funding we need to speak to those who 

are in charge of the money and investigate what they take into account before investing. 

This will potentially lead to CCs being more adaptive in their way of approaching 

potential investors, since CCs hopefully have a better understanding of how they are 

viewed by these investors after reading this. 

Not receiving funding from a VCF can be the end of an idea and we believe this 

research can help Cleantech entrepreneurs see the investment process with a VCFs eyes 

and in that way perhaps make the investment process smoother and in the end more 

successful. We also think many entrepreneurs would like to know more about what is 

going on at the VCF after they have sent in their business plan and this research sheds 

some light on that.   

Through our research we also shed some light on the issue of differences between 

potential investors. Are CCs viewed in exactly the same manner by all VCFs? By 

answering this question we make it clear for entrepreneurs that it may or may not be 

worthwhile to do some research of their own into what investors they have a higher 

chance of initiating a successful business relationship with, which in the long run will 

help them expand and become more successful.  

1.7 Delimitations 
First of all, the goal of this study is not to compare and analyze the mathematical part of 

valuing new investments. In this study we are only interested in the way VCFs approach 

the evaluation of a possible Cleantech investment. Are the approach, perception and 

attitude toward a Cleantech investment any different compared to a more traditional 

investment? These are the things we want to investigate and not what formulas or 

mathematical techniques VCFs use. 

We have only conducted interviews with Swedish VCFs. When searching the web for 

theories, articles and general background information to our study we have however not 

constrained ourselves to the conditions on the relatively small Swedish market. When 

researching this study we discovered that it was easy to find information about the 

dominating US venture capital market and more difficult to find information about the 

Swedish. Our research will not include a comparison between these countries. Since 

VCFs worldwide are interested in making profitable investments we feel comfortable 

using theories presented by American authors and authors of other nationalities in our 

work.   

The Cleantech industry is still evolving and so is the VC market which means this study 

will provide a snapshot of the situation today, in Sweden. 
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1.8 Disposition of the Study 
CHAPTER 1. Our first chapter will provide the reader with background information 

about the topic, the purpose of the study and a research question. It also presents what 

we hope to contribute by making this study despite certain limitations. 

CHAPTER 2. The theoretical methodology chapter presents the design and the chosen 

method for the research. To clarify our starting point; preconceptions, research 

philosophy, approach, design and criticism to secondary data will be discussed. 

CHAPTER 3. Theoretical framework is a collection of previous scientific research 

about the key words of the research such as Cleantech and VCFs. This chapter will 

serve as the foundation for which the rest of the study is based including the interview 

guide and therefore also the chapters regarding our empirical work.  

CHAPTER 4. The practical methodology chapter will outline how the respondents were 

chosen, the sample size and illustrate how the interview structure was constructed. A 

presentation of the interview guide and how it was structured in order to answer our 

research question will be presented together with the interview procedure itself. 

CHAPTER 5. Here our empirical findings will be presented and it is basically about 

summarizing what the respondents’ answers and attitudes were with regards to our 

questions.  

CHAPTER 6. The empirical analysis chapter will tie the most important data from the 

interviews together and relate to the theoretical chapter as well as the research question. 

Reasons as to why the respondents replied as they did are discussed.  In addition to this 

some tentative theory based on the analysis will be presented.  

CHAPTER 7. The last chapter is a conclusion of our findings and the consequences of 

these findings. We present what our study´s theoretical and practical contribution is. 

Recommendations for further research are also made.  
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CHAPTER 2  

2. Theoretical Methodology  
 

Chapter 2 will clarify which methods have been used for this research combined with a 

motivation for the choice of these methods. There will also be a presentation of the 

authors’ preconceptions and research design. The part concerning research philosophy 

will shed light on the meaning of objectivism and constructionism among other aspects. 

2.1 Preconceptions 
Our knowledge of VCFs was based on textbooks. This gave us a base of theoretical 

knowledge but we were looking forward to investigate the behavior of VCFs more in 

detail. Both of us have studied at Umeå University and our preconceptions regarding 

VCFs operations were more or less identical.   

Before we began our research the knowledge we possessed about Cleantech was quite 

limited. We were barely aware of the fact that the abbreviation Cleantech existed. 

However, it soon became obvious to us what it includes.  

We were aware of the fact that the world´s climate is changing and that humans play a 

role in this. In addition to this we both realize that the use of the world’s natural 

resources cannot continue in the manner it is today. We both sincerely believe that these 

challenges need to be taken seriously and that it is every person, firm and governments 

responsibility to consider what impact their actions have on the environment. We are, of 

course, aware of the fact that managers and people in general are first of all concerned 

with surviving financially before considering the effects on nature when making 

decisions. Still it may influence us to be critical of VCFs who are not flexible when it 

comes to Cleantech investments (CI hereafter). 

The Cleantech industry faces some major challenges. We do not think it is realistic to 

believe that people will voluntarily pay more money for car fuel if they know it is 

environmental friendly. The only way forward for this sector is to provide competitive 

products at competitive prices. From a finance perspective the need for Cleantech 

companies to become at least as profitable as traditional technologies is of interest. 

Regarding our practical preconceptions of the topic we would like to say that at a very 

early stage of the work we had an idea to write on commission for a Cleantech company 

in Umeå. We had a meeting with the Assistant manager, however after an initial 

discussion we were not convinced of how our research would contribute in a scientific 

setting. The company had concerns regarding access to public financing. We found the 

topic of financing smaller cutting edge companies fascinating and this later evolved into 

our current research question.       

2.2 Research Philosophy  
Should the social reality be studied using the same principals and methods that are 

applied in traditional science? This type of question is epistemological and there are two 

major orientations in this field: positivism and interpretivism.  
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Positivism is the viewpoint that the methods used in traditional or natural science should 

be copied when research is made in other fields. According to positivism the purpose of 

research is to test different theories and provide material for the development of new 

theories that later can be tested. (Bryman & Bell, 2005, p. 27) Positivism encourages an 

objective form of knowledge where for example relationships between actors are 

measured in terms of so called social facts. (Morgan & Smircich, 1980, p. 493) 

The other major approach is based on interpretation. This view firmly states that the 

study of social sciences is fundamentally different from the study of traditional science. 

Because of this the followers of the interpretative approach will argue that a different 

mindset is needed when studying people and their institutions compared to when studies 

in for example physics are being pursued. In other words researchers must consider 

what is special about humans and their behavior when collecting data in this field of 

research. When a human engages in a social action, that action must be considered from 

the perspective of that individual human.  (Bryman & Bell, 2005, p. 29-31) 

Interpretivism is motivated by a desire to understand and explain certain actions and 

practices (Hay, 2011, p. 168). For someone conducting research in the natural sciences 

the term explanation means one thing. Interpretivism´s use of the term explanation is 

different from that used in the context of natural sciences. A natural scientist may, for 

example, want to explain why a baseball dropped from the third floor acts in a certain 

way through the air and when it lands in comparison to how a feather dropped from the 

same height acts. During the process the researcher puts forward the idea that under the 

specified conditions these objects generally behave in this manner due to certain 

physical laws. This type of explanation is focusing on a specific instance subordinated 

to a general phenomenon or law. Interpretivists do not want to be associated with this 

kind of explanation since they tend to reject the idea that social systems “exhibit the 

kind of regularities which make the identification of general or covering laws possible”. 

(Hay, 2011, p. 171-172)  

So what description of the term explanation would an interpretivist accept? First of all, 

explanation is case or instance-specific. Secondly, the key to explanation is 

understanding. Since the application of general laws is rejected, interpretivists basically 

state that understanding is explaining. In other words understanding is the key to 

explaining social phenomena. Understanding involves establishing or sorting out the 

beliefs that guide actions and in turn the practices that these actions create. In the 

interpretivist perspective, for an explanation to be acceptable, it is also important to 

provide an account of motives, beliefs, preferences and meanings to the actor of the 

actions in which he engaged and how these ideas formed the actions.  (Hay, 2011, p. 

172)  

Interpretivist explanations are more narrative compared to the positivist explanations 

used in natural sciences and are expressing the same generality as the phenomena they 

wish to describe. They do not make reference to any general laws but are instead built 

on the motives, beliefs and meanings to the actor of the actions they take part in. This is 

done instead of deriving or attributing motives and characteristics to the actor only from 

the context they are a part of. (Hay, 2011, p. 172)  

Based on our research question we found that the interpretivist philosophy suited us the 

best. We will not be able to use any general laws that can be applied to our research and 

it is not our goal to produce any covering laws that can be applied all around the world, 

as for example the laws of physics. Since there are no previously established laws in 
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this field of research we are unable to test laws which clearly speak against the use of a 

positivist perspective. Instead we are interested in contributing some new information of 

how VCFs in Sweden treat investment opportunities in the Cleantech sector. This 

information will give us some understanding of the issue by discovering some of the 

beliefs, motives and preferences of VCFs and with understanding comes the ability to 

explain the behavior of VCFs. This in turn will hopefully aid Cleantech entrepreneurs in 

further understanding how they are treated before the decision to invest or not is made 

which can make them better prepared in future dealings with potential investors. 

2.3 Ontology 
Questions regarding ontology are concerned with the very nature of social entities. 

Should social entities be perceived as objective or as constructions built by the 

perceptions and actions of different operators in the social context? (Bryman & Bell, 

2005, p. 33) Objectivism is the ontological standpoint that every phenomenon we meet 

in our social life is outside our control. It exists without our influence, social 

phenomena and their meaning exist independently of the social actors. If we take the 

example of an organization, this is something that has the power to punish or fire us 

unless we conform to its values and goals. Regardless of what we think, it exists and we 

have no choice but to submit to its influence over us. (Bryman & Bell, 2005, p. 33) The 

other ontological standpoint we want to discuss is that of constructionism. According to 

this view social phenomena and their meaning is something that is created by and under 

constant revision from social operators. In other words our social surroundings are 

created by ourselves. Contrary to objectivism, constructionism states that the order in an 

organization is something that is worked out or negotiated. The rules of the organization 

are not as rigid as hinted in the standpoint of objectivism. The rules are looked upon as 

a general consensus instead of strict commands. The social order of an organization is 

perceived to be in constant change where innumerable agreements are made, forgotten, 

cancelled, renewed or revised. (Bryman & Bell, 2005, p. 33-34)  

Constructionism focuses on analyzing the different processes through which we create 

our reality. Reality is linked to the process by which it is created and any possible 

knowledge is confined to understanding that process. (Morgan & Smircich, 1980, p. 

497) 

According to Hosking (2011, p. 48) the main idea behind constructionism is that the 

world we live in and our relation to it are not just there, instead we the participants 

actively construct our world of everyday life and its different elements. She also 

concludes that in all scientific theorizing and empirical inquiry there is always some 

form of construction involved. (Hosking, 2011, p. 49)   

The standpoint of constructionism appealed to us the most. First of all because we 

strongly believe that the VCFs have the power to influence the environment and 

sustainability of this world through their investment decisions. By acknowledging that 

the VCFs have the power to control our reality in different ways it would be 

unreasonable for us to argue that every phenomena in our social lives is beyond control. 

Instead we consider an organization to be more of a living thing in constant evolution 

with new agreements and rules being developed by its components, which are the 

people in that organization. If people have a lot of decision making power surely they 

can influence the values and rules of the organization, why would these rules and 

practices be beyond the social actor’s control? Thus we consider our research to rest 

upon a foundation of constructionism. 
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We wanted to gain insight in how VCFs consider Cleantech investments and the best 

way we could think of to gain this information was to ask the people who are a part of 

these organizations and influence their decisions. We concluded that by conducting 

interviews the most interesting information would be discovered which could provide a 

deeper understanding of, and provide the most exhaustive answers to, our research 

question. By giving our respondents questions it is our belief that we found out their 

own opinions and not the opinions handed down to them by the organization.  

2.4 Research Approach 
In the deductive research approach, theory and the hypothesis derived from this theory 

are the foundation of gathering data. The results of the data collection will either 

confirm or reject the hypothesis created from the theory. Depending on the hypothesis 

being rejected or not the theory used can be confirmed, or the results may show that the 

theory needs to be revised. (Bryman & Bell, 2005, p. 23) 

The inductive research approach views the link between research and theory in another 

way. In this approach the theory is the result of research. By collecting data and making 

observations conclusions are made and they in turn are the foundation of the theory. The 

inductive research approach will not necessarily lead to groundbreaking new theories 

but may only yield empirical generalizations. This does not mean that the study is 

uninteresting however. (Bryman & Bell, 2005, p. 25) The deductive approach is to test 

and evaluate theories while the inductive approach aims at developing theory which 

means that the starting point of a deductive research can be the conclusions from an 

inductive research. (Kovács & Spens, 2005, p. 140)   

The inductive approach is often associated with a qualitative way of gathering data and 

the deductive approach is associated with the quantitative way of gathering data. 

(Bryman & Bell, 2005, p. 25)  

When researching our research question to find what has been written about it 

previously we did not find much. This led us to the conclusion that this study will 

contribute with some new knowledge to a relatively unexplored area and possibly be the 

basis for future research. 

Due to the fact that there are no (at least known to us) well established theories 

regarding VCFs and their relationship to Cleantech the use of a deductive approach 

seemed impossible to us. In order to use the deductive approach we would need a well-

established theory as a foundation of our research and then examine some hypothesis of 

our interest and see if that would lead us to accept the theory or reject it as inconclusive. 

Instead we hope that future researchers will look at our study and use it as a basis for 

further research which may help develop a new theory in this field.   

Since there were no previous theories an inductive approach was necessary. After 

establishing that the inductive approach was the most appropriate way to handle our 

research question we decided that it was suitable to collect the data via a qualitative 

method based on interviews. The inductive approach associated with the qualitative 

research method fit our purposes well since our findings will not verify or reject some 

previously established theory. The choice of a qualitative method will be further 

discussed in section 2.5.  

According to Kent (2007, p. 17) an exploratory research aims at generating ideas or 

insights. This description fits our research perfectly. Exploratory research should not be 
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confused with the notion that almost all research has an exploratory phase where the 

direction and form of the research is shaped (Kent, 2007, p. 17). 

2.5 Research Design 
“As a site of discussion, or discourse, qualitative research is difficult to define clearly.” 

(Denzin & Lincoln, 1994, p. 3) 

In a quantitative research the aim is to test before-determined hypothesis and answer 

questions like “what?” while a qualitative research, such as ours, aims to answer 

humanistic questions like “why?” and “how?”. (Marshall, MN. 1996, p. 524) 

Qualitative research is a research strategy that can be said to have more respect for 

words compared to a quantitative strategy. For example instead of having 100 people 

answer a survey with a fixed number of possible answers you might focus on 

interviewing ten people and really analyze what they are saying. (Bryman & Bell, 2005, 

p. 40-41) The quantitative approach is strongly linked to the positivist view that has 

been discussed previously and therefore it should come as no surprise to the reader that 

we have decided to pursue a qualitative research method.  

Jack (2010. p. 128) argues that qualitative techniques can be better suited for some 

types of network research, for example when studying network development and 

processes that are seeking to explain relationships. She also argues that quantitative 

methods can be useful when it comes to making generalizations. Quantification of data 

may however limit the research and researcher when it comes to thoroughly 

investigating what goes on inside different networks and organizations. (Jack, 2010, p. 

128)    

We decided to conduct interviews in order to gather data. What intrigued us about the 

qualitative method was that we were allowed to focus on the individuals’ own 

perceptions of the subject. The idea that the respondent has been actively selected and 

that his or her opinions matter so much to us that we let them speak for a long time and 

thoroughly answer a question with their own words. This is vastly different from being 

handed a questionnaire where you have 3-5 choices of what your answer will be. It may 

also produce different results.  A qualitative research design fitted our research since we 

wanted to analyze more deeply how the evaluation process was conducted in VCFs and 

how they differ if the firm being evaluated is in Cleantech. It is hard to analyze a subject 

deeply if the respondents are only allowed to answer in certain ways constructed by the 

researcher.   

The opportunity to ask follow-up questions in a quantitative study is completely lost. 

The quantitative study is more focused on the researcher’s interest while in a qualitative 

interview the respondent is able to fully answer the questions and contribute with, from 

their point of view, interesting and relevant information that the researchers might not 

have considered previously. The focus is completely on the person being interviewed. 

In a quantitative study, respondents who try to convey some other opinions or 

information than the ones provided in the actual survey might be considered as a 

problem or interference.  (Bryman & Bell, 2005, p. 360-361) When using qualitative 

methods there is the possibility of discovering new variables, relationships and actually 

understanding complex processes. In order to build new theories you need to have the 

knowledge that only qualitative methods can provide, which emphasizes an important 

limitation with quantitative research: theory building. (Jack, 2010, p. 132) 



12 
 

The qualitative interview is however not perfect. The quantitative method is constructed 

to provide good validity and reliability (Bryman & Bell, 2005, p. 360-361). The factor 

of validity for example can be questioned when conducting an interview. How can we 

be sure that the relatively few, in comparison with a quantitative study, respondents give 

us a good and unbiased view of the actual reality? We can never be 100% sure of this. 

However that does not mean the qualitative study has nothing to contribute in an 

academic setting. We believe it is a good way to explore the relatively unexplored and 

maybe researchers reading our study will be inspired to conduct their own studies, 

perhaps quantitative, based on our findings. 

Jack (2010, p. 128-133) encourages more qualitative work since it is in her opinion 

underutilized. She believes that more qualitative work is the key to dealing with 

research questions that have been ignored because they may not be suited to a 

quantitative method, which is the most commonly used or at least most commonly 

published research method in journals. Qualitative approaches may also complement, 

extend or challenge already existing work. 

In support of Jack´s argument Cornelius & Persson (2006, p. 149) state that in the field 

of venture capital both American and European academics mostly use quantitative 

methods when conducting research. We felt that a qualitative study would contribute 

more and to some extent fill out a knowledge gap which intrigued us more than 

producing yet another quantitative study that will more or less disappear among the vast 

number of studies conducted in that manner.  

“Ultimately utilizing different research strategies is critical in furthering understanding 

about networks and entrepreneurship” (Jack, 2010, p. 131).  

We were not deterred by the fact that we seem to be in minority when it comes to choice 

of research method in the field of venture capital and entrepreneurship. On the contrary 

it strengthened our determination to use a qualitative method because that may increase 

our chances of contributing with some new knowledge. And as the quote above 

indicates, we were and still are convinced that in order to find new knowledge or 

complement existing knowledge, which can be the seed for future theories, researchers 

should use different research methods instead of focusing only on the quantitative 

method. 

2.6 Literature Research 
Finding scientific articles about the relationship between Venture Capital and Cleantech 

has been a challenge. This can be explained by the fact that a relationship between them 

have only existed for approximately 12 years (A. Chung, 2011). However these two 

subjects separately resulted in a better hit rate, especially information on venture capital 

and different aspects of it. Cleantech was harder to find scientific articles about. If we 

were interested in finding out more about new technologies and different theories of 

how to create renewable energy we could probably find a lot more. We, as business 

students, were however mostly interested in finding information about the commercial 

viability of Cleantech and this subject has not been around for that long. Through our 

study we want to contribute to fill some of the knowledge gaps regarding the Cleantech 

sector´s status from a financial perspective or more exactly from the perspective of an 

investor. Without a doubt there will be more and more scientific articles about 

Cleantech and its role in the world of investments if the sector start producing more 

successful companies and generate more publicity through IPOs on markets around the 

world.  
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Since the Cleantech sector is relatively new there is not a lot of printed information 

about it available. The obvious source of information is of course internet and we have 

used it throughout our study. We have used databases available from the Umeå 

University library such as: Business Source Premier and Emerald. These two sources 

contributed greatly to this study by providing access to articles published in scientific 

journals. When using the databases we used keywords such as: Cleantech, Venture 

Capital, Finance, Investments, valuation and evaluation.    

The university library has also been of use to us beyond what is provided online. We 

found some interesting reports from the Swedish Energy Agency which showed us that 

the government or at least the agency seems to be well informed about the Cleantech 

sector in Sweden today. It seems they also think this is a sector that deserves to be 

studied more closely.  

2.7 Criticism to Secondary Data 
When searching the web for articles and theories we know that material was not written 

with our specific research question in mind. We try to add information that we think 

make a contribution to our study. If someone wanted to find theories or articles 

contradicting the information we have used that might be possible. The Cleantech 

industry is not completely uncontroversial, just as the topic of pollution and climate 

change is not uncontroversial. It is impossible to say that the specific information used 

by us is absolutely unbiased. We have done our best at providing the reader with a 

relevant study in a current topic. Since we have worked our way through a lot of 

material we can also with confidence say that there is no massive amount of information 

contradicting the theories we have used. If there where we would have found them and 

not used the theory in our research. A lot of our material is collected from American 

sources. It would be foolish to say that there are no differences between the United 

States and Sweden. However we do believe that material collected from foreign sources 

is necessary to give a more complete and updated picture of the VC market around the 

world, including Sweden. It is important to remember that VCFs are primarily 

interested in making profitable investments. That will not change no matter where we 

go in the world.   
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CHAPTER 3  

3. Frame of Reference 
 

The following chapter will present relevant theoretical findings regarding VCFs, their 

evaluation processes, Cleantech companies and the relationship between the two of 

them. At the end of the chapter we will discuss why we think it is interesting and 

important to study the relationship between VCFs and CCs.  

3.1 Venture Capital Firms 

3.1.1 What are Venture Capital Firms and how do they operate? 
Basically, VCFs are pools of capital that are normally organized as limited partnerships. 

They invest in companies that present an opportunity for high return. Venture capital is 

an important resource for new firms and it could be described as professionally 

managed funds that invest in young companies which have a potential for producing 

high returns in the future. (Ogden et al., 2003, p. 374-375)   

Investors who choose to invest in a venture capital fund may do so for a variety of 

reasons, such as: potentially high returns, diversification, take advantage of other 

investors’ knowledge, and the freedom from activity that a direct investment requires. 

(Isaksson, 2006, p. 46)        

The most common type of VCF is independent and has no affiliation with other 

financial institutions. The general form of organization is that VCFs invest their capital 

through funds that are in turn organized as limited partnerships where the VCF is the 

general partner. VCFs can however be subsidiaries of commercial banks, investment 

banks or insurance companies. Industrial corporations may also have VCFs as affiliates 

and they will then invest solely for the parent. VCFs can also be connected to 

government investment programs. (Ogden et al., 2003, p. 376) One example of this in 

Sweden is the sixth national pension fund which is investing in the venture capital 

market. (Lindqvist, 2012) This type of venture capital organization is different from 

others since it is operating under statutory constraints. They may have specific purposes 

such as: investing only in one specific region in the country. (Isaksson, 2006, p. 23)    

Generally VCFs are private partnerships or corporations funded by a variety of 

investors such as (Ogden et al., 2003, p. 374):  

 Private and public pension funds 

 Foundations 

 Corporations 

 Wealthy individuals 

 Venture capitalists themselves  

 Foreign investors 

Venture capitalists can add value to the company they invest in by working closely with 

management and sharing their knowledge and experience gained when dealing with 

similar situations in the past. (Ogden et al., 2003, p. 374)  
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When investing, VCFs often demand board seats to be able to take an active role in the 

development of their portfolio firms. This is also a way for VCFs to manage risk. VCFs 

who invest in early stage ventures put more energy into monitoring daily routines while 

those investing in later stage ventures emphasize long term goals. Another strategy to 

manage risk is to only provide additional funding when a venture has reached specified 

milestones in its development. (Isaksson, 2006, p. 48) 

Discovering new venture opportunities is an important part of VCFs operations. There 

are two ways of dealing with this vital process and that is the reactive way and the 

proactive way. The proactive approach implicates that the VCF actively looks for new 

investment opportunities by attending industry fairs, for example. If a VCF uses the 

reactive approach they basically wait for the business plan proposals to come to them. 

The reactive approach is the most commonly used. (Isaksson, 2006, p. 48) 

Venture capitalists evaluate companies who seek funding from them and they invest in a 

small percentage of businesses they review.  When they finally make a decision of 

investing VCFs often have a long term perspective. They are aware of the high risk they 

take on and at the same time have expectations of high returns. VCFs will help 

companies they invest in to grow however they will inevitably exit the investment at 

some point in the future by selling their share of the company, this is how they make 

money. When this exit occurs depends on the investment. Early stage investments may 

take ten years to mature while later stage investments only need a few years. A venture 

investment is not liquid and it is not short term, which means money will be tied up in 

investments for a long period of time.  VCFs deal with their risks by diversification. 

They create a portfolio of early stage firms in one fund. Venture capital funds can in 

turn be a way of diversification for institutional investors. (Ogden et al., 2003, p. 374-

376)   

If an investor wants to invest in a publicly traded firm in the United States today they 

will likely invest in a firm that began as a small, privately owned start-up firm or 

venture. The people in charge of such a firm are called entrepreneurs and they serve as 

both major shareholders and management team. In one way or another, these 

entrepreneurs obtain financing in order to expand and eventually sell equity shares to 

the public via an initial public offering. Many firms never make it that far. There are 

numerous reasons for this. The nature of ventures is high risk since they often try to 

introduce speculative technology on new frontiers in different industries. Another factor 

is the inexperienced management and lack of earnings in the early stages of a venture. 

For a newly created venture raising capital publicly is often too expensive. It is also 

difficult for entrepreneurs to obtain private debt financing, from a bank for example, 

before reaching a more advanced stage in their development. Therefore early-stage 

ventures often seek funds from the venture capital market. (Ogden et al., 2003, p. 358)  

There are some similarities between a venture capital firm and an ordinary commercial 

bank. For instance they both issue securities to procure money from investors. The 

money is used to buy securities issued by other firms. The VCF specializes in financing 

ventures and providing guidance for management in strategic and other decisions. VCFs 

are more involved in the actual running of the firms they finance compared to banks, 

who are more risk averse and mostly finance stable and profitable firms. (Ogden et al., 

2003, p. 364-365) Also banks make money through interest payments and VCFs make 

money when its companies go public or are acquired by someone else. (Tierny, 2011, p. 

66)  
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3.1.2 Specialist or generalist 
VCFs may be specialists focusing on specific geographic locations or industries or 

generalists investing in various industries irrespective of geographic location. In 

addition to this not all VCFs invest in so called startups. They may specialize in later 

stage investing or may have no preferences concerning what business life cycle stage 

the firm is in. Another possibility is that VCFs invest in a firm over the course of many 

years as the company develops with the goal of making the firm grow to the point 

where it can attract public financing through a stock offering. Alternatively the VCFs 

may try to arrange a merger or acquisition by injecting liquidity and providing an exit 

for the founders. (Ogden et al., 2003, p. 375) 

One obvious reason for specializing in a particular industry is that there is need for 

extensive knowledge about the industry you invest in to find the companies with true 

potential for success. It is not easy for a VC manager to establish that kind of 

knowledge and a good view of where the industry is heading in a variety of industries. 

(Ogden et al., 2003, p. 379) Knowledge does not only mean that there is need for a clear 

view of opportunities but also potential threats (Tierny, 2011, p. 66).   

VCFs can respond to the uncertainty which is characteristic for their industry in two 

different ways. One way is to gather specialized knowledge about one specific industry 

which they will then invest in. VCFs with a deep understanding in one particular field 

may perceive risk and uncertainty differently compared to those who without the same 

depth of knowledge. The other way to manage their portfolios is to maximize exposure 

to a wide range of investments in many different industries, which demands a broader 

knowledge. This is done to try to cope with uncertainty and the hope is that the 

exposure will limit risk. (Matusik & Fitza, 2012, p. 408) 

The first approach focuses on specialization of knowledge and is an expression of the 

idea that superior knowledge will not reduce uncertainty but may increase the ability to 

react to uncertain events. The second approach, which is also called spray and pray, 

means “casting a wide net in the hope that valuable opportunities will evolve out of 

uncertainty” (Matusik & Fitza, 2012, p. 408). VCFs that tend to value broader 

knowledge and invest in a variety of industries are more prone to learning from outside 

events and outside expertise rather than their own personal experience. They are also 

better at bringing in outside knowledge and using it effectively instead of looking only 

at personal knowledge which may lead you to miss changes in the environment around 

you. Each of the approaches has its strengths and weaknesses when it comes to 

diversifying. (Matusik & Fitza, 2012, p. 409) 

VCFs may choose to increase its knowledge in one specific industry by only investing 

in that industry. The specialized knowledge accumulated is then used to better judge the 

quality of business plans presented to them. The network of contacts built up during this 

process is used to facilitate contact with potential key personnel or customers and 

provide technology specific expertise to their portfolio firms. This type of specialized 

knowledge makes the evaluation and development of ideas more efficient, it also makes 

it easier for the VCF to aid its new investment in its development. The VCFs with a 

more diverse base of knowledge should be less efficient in the evaluation of businesses 

and less effective at reacting to uncertain events within the different areas of investment. 

Diverse knowledge can however contribute to the ability to solve complex problems 

with innovative solutions. The variety of ideas and perspectives can help find linkages 

between two different businesses that specialize in different things. Companies can be 

helped to see outside their specific specialization and discover new markets. If a venture 
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evolves in another way then what was originally planned, the specialized VCF may 

have nothing to contribute while the diverse VCF may very well help its portfolio 

company with new perspective and contacts in another industry which the evolving 

product is better suited for. In other words diverse VCFs can help their portfolio firms 

become more adaptive to internal or external changing conditions. (Matusik & Fitza, 

2012, p. 409-410) 

According to Matusik & Fitza (2012, p. 423) VCFs area of knowledge effects its 

performance. They found that VCFs who do not benefit from either specialization or 

high diversification have poorer performance compared to those who use one of the 

approaches. 

3.1.3 Size of investment portfolio 
VCFs typically have money invested in more than one venture at any given time. They 

actively manage their portfolio of firms in order to maximize return. According to 

Fulghieri & Sevilir (2009, p. 4643) successful VCFs may limit the amount of capital 

raised (and therefore also their number of investments) in order to prevent the dilution 

of their limited amount of human capital over a large number of startups.  

A small portfolio has two major advantages for VCFs. First of all it allows VCFs to add 

more value to each venture and creates a positive response from the entrepreneurs who, 

in this case, finds it optimal to put more effort into making the venture successful, 

which naturally improves the chances of the venture to actually becoming successful. 

Another advantage by limiting the portfolio is that it limits the VCFs ability to extract 

rents from startups by inducing competition for the human capital and other resources 

available. What this means is basically that by keeping a small portfolio the VCF 

indicate that it will not threaten entrepreneurs to take away funding and give it to 

another venture if progress is not exactly according to the VCFs wish. This is beneficial 

for entrepreneur motivation. (Fulghieri & Sevilir, 2009, p., 4644) 

The benefits of holding a large portfolio are firstly that VCFs have a better bargaining 

position as startups compete for resources and human capital. This leads to the VCFs 

extracting a “higher surplus from the entrepreneurs” (Fulghieri & Sevilir, 2009, p., 

4645). Secondly holding a large portfolio allows VCFs to reallocate resources from one 

venture to another in case a venture fails and that provides incentives for both 

entrepreneurs and VCFs. (Fulghieri & Sevilir, 2009, p., 4671) 

By keeping a larger portfolio VCFs can extract higher rents since they have the power 

to move resources from one venture to another. This provides incentives for VCFs but 

less incentives for entrepreneurs. A larger portfolio requires the VCF to spread its 

limited resources over a large number of ventures which dilutes the value adding 

activities which in turn impacts incentives both for VCFs and entrepreneurs negatively.  

(Fulghieri & Sevilir, 2009, p., 4671) 

3.1.4 Valuing early stage ventures 
As mentioned in chapter 1.1.4 there is a problem when valuing early-stage ventures due 

to the lack of historic data. Public firms openly display financial figures in the financial 

statements in accordance with relevant accounting standards. Private firms do not have 

the same demands of transparency. In other words there is less information available 

regarding private firms. There are costs associated with liquidating an equity position in 

a private firm due to the lack of a marketplace and the process is more complex 

compared to selling stock on the open market. The owners of a private firm are often a 
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part of the management structure of the firm and they may have difficulties separating 

personal and business expenses, management salaries and dividends. These factors will 

be taken into account and affect the discount rates used and the valuation of the private 

firm. (Isaksson, 2006, p. 51)        

A valuation must however be made somehow in order to establish if it has the potential 

for a good return in the future.  Venture investors are usually conservative in the 

valuation of companies and early stage funds often have an even more conservative 

valuation because of the investments long time horizon in comparison to the later stage 

investments. (Ogden et al., 2003, p. 379)   

The following list presents the steps in a popular approach for investors to value 

ventures (Ogden et al., 2003, p. 358-359): 

1. Make a projection of when the venture will have achieved its long term business 

goals and hence be stable and profitable. Forecast earnings and earnings growth 

as of that specific date (known as horizon date).  

2. Calculate the fair value of the firm at the horizon date. For this purpose a normal 

discount rate or price-earnings ratio can be used. 

3. Calculate today´s value of the venture by discounting the value obtained in step 

2 using a reasonable discount rate. A discount rate of approximately 60% 

annually is generally used for early stage ventures. For later stage ventures a 

discount rate of approximately 35% is used. Factors affecting the discount rate 

are probability of venture´s success, time to horizon date, interest rates and risk 

premiums in the market. 

4. The estimated value of today should then be used to divide the shares of the 

venture between the entrepreneur and investor.  

VCFs are more careful with spending money on investments when times are bad. Their 

methods of valuation may also change in an economic downturn.  (Isaksson, 2006, p. 

52) 

The people actually carrying out the valuations of ventures often claim to use a sort of 

gut feeling approach. These valuations are based on the specific investor´s experience 

and intuition. Managers at VCFs often consider gut feeling issues the same as trust 

issues. The argument being that the evaluation of a venture is based largely on the 

perception that the entrepreneur can complete tasks and get the job done. It has also 

been shown that when trust exists between VCFs and entrepreneurs it has a positive 

effect on the financial performance of a portfolio firm. (Isaksson, 2006, p. 52-53) 

Due to information asymmetry and conflicts of interest, the entrepreneurs and VCs may 

disagree on the valuation and its different components. Areas of disagreement might be 

(Ogden et al., 2003, p.359-360): 

 Amount of financing required 

 Amount of time required to make the venture profitable 

 Value of future earnings  

 Probability of ventures success and in connection to this, use of appropriate 

discount rate in the valuation process 
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These disagreements will also lead to different opinions in what the exact value of the 

firm is today and consequently lead to different opinions in what percentage of the 

ventures equity should be in the VCFs control. (Ogden et al., 2003, p.359-360)  

When investing in ventures, long investment horizons such as five or more years are 

common. During this time the investment is illiquid. To compensate for this risk VCFs 

use high discount rates in the valuation. (Ogden et al., 2003, p.365-366) 

Today, the most commonly used valuation method for stocks and cash generating 

companies is the Discounted Cash Flow analysis (DCF). DCF is a net present value 

method that adjusts the value of future cash flow to the time value of money. Cash flow 

projections are a vital part of DCF. These projections can be seen as highly speculative 

for high risk and high technology ventures which are often private and non-tradable. 

This is especially true for ventures that have a long time to maturity. The combination 

of uncertainty regarding the success of the venture´s products and lack of reliable cash 

flow forecasts makes the use of DCF extremely uncertain when it comes to valuing new 

ventures. (Messica, 2008, p. 43)  

According to Messica (2008, p. 43) “the valuation of such ventures becomes more of an 

art than a science”. A different mindset than usual is required to be able to value risky 

ventures without cash flow. It is not realistic to rely on historical figures since these 

may not exist at all or at best be very short term. In addition there might be sketchy 

information about the company itself. Since there is no methodical or structured 

valuation method CEOs, CFOs, investment managers and VCFs use a variety of 

methods including the famous (or infamous) gut feeling. A misjudgment of the value of 

a venture can make or break a deal and may result in a good opportunity lost or a bad 

investment. (Messica, 2008, p.43) 

The following list describes the most common valuation methods used by VCFs in the 

United States, Great Britain, France, Belgium and Holland. The results are an average 

over the different countries (Manigart et al., 2000, p. 397).  

1. Capitalized maintainable earnings (P/E multiple-prospective basis) 

2. Capitalized maintainable earnings (EBIT multiple)  

3. Recent transaction prices for acquisition in the sector 

4. Discounted value of free cash flows 

5. Capitalized maintainable earnings (P/E multiple-historic basis) 

6. Payback period 

7. Industry´s special rule of thumb pricing ratio (e.g. turnover ratios) 

8. Discounted future cash flows 

9. Responses to attempts to solicit bids for the potential investee 

10. Historic cost book value 

11. Liquidation value of assets (orderly sale) 

12. Dividend yield basis 

13. Liquidation value of assets (forced sale) 

14. Recent PE ratio of the parent company´s shares 

15. Replacement cost assets value 

VCFs can be described as high-risk, high-gain investors. This type of investor is more 

concerned with the exit value of the venture than the present day value, which they 

negotiate when making the investment. Given the exit value investors can calculate 

backwards and produce the present pre-money value of the venture. When considering 
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the low success rate of new ventures and the required return on investment VCFs can 

determine the required cash- on- cash multiple over an estimated period of time. The 

time period is often linked to the exit time such as the projected time before IPO or 

acquisition. Since few companies in a portfolio will actually be successful and produce 

significant returns the cash- on- cash multiple should be high enough to more than 

compensate for money spent on the rest of the portfolio. (Messica, 2008, p.43-44)  

When VCs decide to make an investment or not they consider factors such as: the 

attractiveness of the opportunity, the management team and the deal terms. When an 

investment is made there are potential conflicts between the agent who is the 

entrepreneur with a venture that needs financing, and a principal who is the investor that 

provides capital. There are a number of ways for an investor to avoid these conflicts. 

The most obvious way would be for the investors to thoroughly gather information in 

order to screen out any investments that will not reach the desired return and any 

entrepreneurs that will be difficult to work with. The information gathering and 

monitoring must not stop when the investment is made but should continue when the 

project is under way. Finally the financial contracts regarding control and cash flow 

allocation can be designed in a way that the entrepreneur behaves optimally from the 

investor’s perspective.  (Kaplan & Strömberg, 2002) 

3.1.5 Summary Venture Capital Firms 
A VCF is an investment company that uses their capital to invest in ventures that has a 

potential for producing returns in the future. The reason for this could be potentially 

very high returns or diversification. A reason for investing in a Venture Capital fund 

could be to take advantage of other investors’ knowledge. VCFs can be shaped in 

different ways such as a private or public pension fund, a foundation, a corporation, a 

wealthy individual, or as a foreign investor. Compared to a traditional bank VCFs are 

more willing to accept risk and they contribute with knowledge, not only money to the 

companies they invest in. A bank makes money mainly through interest payments, 

while VCFs make money when its companies go public or are acquired. There is a very 

real risk however that the companies invested in will never reach that far.  

VCFs can be either specialists or generalists and most of the VCFs choose to have 

money invested in more than one venture. One reason for specializing is the difficulty 

of evaluating early stage ventures since they do not have any historical data. By having 

a specialized knowledge of that industry you could better determine the potential that 

company may have. They can also compare the company with other similar ones in 

order to make a valuation. Generalists tend to spread their capital over different 

industries in order to reduce risk by diversification.  

3.2 Cleantech 
“Since 2006, Cleantech represents the latest example of a scalable technology industry 

with a growth profile that is well suited for venture capital, where deal volume has been 

escalating.” (Tierny, 2011, p. 69)  

Humans have throughout history always used renewable energy and until about two 

centuries ago it was the only energy option available. Only a few centuries ago did 

fossil and later on, nuclear sources start being used as non-renewable energy sources. 

The reason for this change was because they seemed easier to get and cheaper compared 

to renewable sources. But the environmental issues that we are facing today cannot be 

ignored and we have to ask ourselves: are the choices of fossil and nuclear sources the 

cheapest and best ones to use? (Sørensen, 1991) 
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3.2.1 Definition 
Cleantech is a concept gaining ground and includes more than the concept of 

environmental technology or green technology mainly used in the 1970 - and 1980's. 

Back then it was associated with the technology that responded to the regulations such 

as purification of air pollution and the profit opportunities were limited. (Strömdahl & 

Sunér Fleming, 2011) 

Cleantech is an umbrella term that describes the whole process of a company’s friendly 

inventions and manufacturing process of environmental friendly tools that are designed 

to transition the world away from waste and using fossil fuels.  Cleantech is wind, solar, 

and geothermal energy generation, biofuels, and clean coal. But Cleantech is not only 

about energy generation. Cleantech also encapsulates materials, energy software, 

buildings, water, electricity transmission and recycling. What they all have in common 

is that they are products, technologies and services with the same purpose: to reduce 

pollution, greenhouse gas and preserve the existing natural resources and promote 

energy efficiency. (Tierney, 2011, p. 64) 

Cleantech Inn Sweden, whose purpose is to aid CCs, define Cleantech as “a sustainable 

business that meets everyone’s needs and contributes to the welfare system with 

permanent natural resources and assets for future generations” (Cleantech Inn Sweden 

(A), 2012). It is their belief that technology, business, and solutions that create 

sustainable development and are themselves sustainable in all areas will be the winners 

of tomorrow. CCs are businesses that fulfill the needs society have now and will have in 

the future by effectively utilizing resources and create opportunities for new markets.  

Ventures within the Cleantech industry aim to find technological solutions to industrial, 

ecological and energy processes. A long term solution would have to be sustainable and 

survive in a highly competitive business. (Cleantech Inn Sweden (B), 2012.)  

Miller et al. (2009) believes that there is no standardized or precise definition of what 

Cleantech is, but that Cleantech can be divided into different segments. However, in an 

attempt to try to give an overview of the industry the following figure illustrates a 

summary of the size of the Cleantech sector and shows some of the different industries 

(Cleantech, 2012): 

Energy efficiency Materials Energy Storage 

Lighting Nano Fuel Cells 

Buildings Bio Advanced batteries 

Glass Chemicals Litium-Ion 

Other Other   

      

Wind Water 

Biofuels & 

Biomaterial 

Gearboxes & 

Components Water Treatment Biodisel 

Turbines Waste water treatment Biomass 

Farms Purfication Grain Ethanol 

  Filtration Cellulostic Ethanol 

  Water Conservation Biogas 

      

Air & Environment Transportation 

Recycling 
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Emission Controll Vehicles Recycling 

Cleanup/Safty Component/Engines Waste to Energy 

monitoring/Compliance 

Electric & Hybrid 

Fuels Waste treatment 

Clean coal Logistic Metals 

Carbon/Emission   Plastic/Rubber 

      

Agricuture     

Natural pesticides     

Sustainable Fertilizers     

Crop Yield     

Land Management     

    [Figure 1] 

High prices on fossil-fuels and uncertainty about long-term supply and other 

geopolitical risks are boosting interest in renewable forms of energy (Rombel, 2008). In 

a study made by Burer et, al. (2009) one reason for the advancement in Cleantech is the 

increasing political pressure around the world where environmental goals are set up to 

increase the use of renewable energy and reduce emissions.    

3.2.2 Cleantech in Sweden 
Sweden has been very successful in using various mechanisms to stimulate the 

transition toward renewable energy. One reason for this is the more stringent 

environmental legislation that has served as a powerful instrument in the effort to 

generate a wider range of technological innovations within the Swedish industry. 

Approximately one fourth of all energy consumption in Sweden comes from renewable 

sources of energy which is four times more than the average in the EU. An example is 

the transport sector in Stockholm where 25% of the public transportation runs on biogas 

or ethanol. (Swedish Energy Agency, 2012) 

The Cleantech investment sector managed to do a solid performance during 2009 

despite the financial crises in 2008. The reason for this was loyal investors who let their 

investments remain untouched. However the amount of new investments dropped 

approximately 14% during the same period, the corresponding amount was roughly 

50% in non-Cleantech sectors. VCs increased their follow-on investments by 83% from 

the year before instead of fulfilling their buyouts, which also an indication of loyal 

investors. Norway, who had the largest amount of money invested in Cleantech in 

Scandinavia in 2009, is confirming this trend for CCs when their number of investments 

went down by almost 50% while the total amount invested increased fivefold. 

(Energimyndigheten, 2010, p.5) 

The interest for Swedish Cleantech has increased since 2009 not least from an 

international point of view (Energimyndigheten, 2010). 

Sweden stands out in that sense that CCs benefit from a lot of political instruments that 

influence their growth, such as taxes, deposit schemes, subsides, and other policy 

instruments that have driven the development and demonstrated a clear political 

ambition. The Energy agency, for instance, has received a government commission to 

develop proposals that contribute to a stronger collaboration and increased 

communication between those who are involved in environmental engineering. Their 

aim is to increase the environmental technology companies’ access to capital in the 
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early commercial stages, with focus on small and medium sized companies. 

(Energimyndigheten (B), 2011) 

There are approximately 3500-4000 CCs operating in Sweden. According to the Central 

Bureau of Statistics and Swentec about 1200 of these companies are exporting their 

Cleantech goods. The total exports amounted to about SEK 24 billion in 2005 and 

represented 2% of Sweden's total exports. The same statistics also show that about 80% 

of CCs are small and most of them have fewer than 10 employees. (Energimyndigheten, 

2009) 

3.2.3 Summary Cleantech 
Cleantech, an abbreviation of clean technology, is a term that is used to describe the 

investment philosophies of investors who wants to make money out of companies who 

are environmental friendly. It is also a generic term for all the companies whose 

inventions benefit the environment as a whole. The most common clean technologies 

are within energy, water, transportation, manufacturing and agriculture. 

The increasing demand for Cleantech products is due to the fact that the solutions we 

are using today are not sustainable. The Swedish government and other governments 

across Europe are encouraging Cleantech companies through policies and subsidies. 

Sweden has been serving as a role model in this field as one fourth of all energy used is 

renewable. 

3.3 Relationship between Venture Capital Firms and Cleantech 
Companies 

3.3.1 Venture Capital Firms and Cleantech Companies from the Beginning 
In a study (The State of Cleantech Venture Capital, 2011) research was made on 

Cleantech start-up investment from 1995 to 2011 on how much capital has been 

available for the CCs throughout this period. Through this period there were four 

phases: 

- The Baseline: 1995-1999. The VCFs grew rapidly during this period and so did their 

investments in Cleantech. During the first year approximately $7 billion were invested 

in CCs and in the end of this period more than $50 billion. This phase reflects how CCs 

looked like when there still weren’t any external forcing function to influence the 

Cleantech financing. 

- The Bubble Fumbling: 2000-2005. When the IT bubble burst in 2000 VCFs started to 

“fumbling around for another bubble” to invest in and fittingly, nanotechnology 

emerged on the market.  

- The Gold Rush: 2006-2008. During this period financing of Cleantech startups 

increased by 50 percent annually. In 2005 the first solar companies went public, in the 

US, and hundreds of VCFs jumped on the carousel and toward the end of this period 

financing of startup CCs began to shift to later stage financing. 

- The Retrenchment: 2009-2011. As a result of the financial crisis in September 2008, 

investors fled the scene and Cleantech startup investment decreased by a third during 

2009. The startup funding went back to the same level as in 2006, by 2010 it had 

stagnated and 2011 remained about the same. (Nordan, 2011) 
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Cleantech is confronted with some major difficulties before being completely accepted 

by the market. First of all fluctuating oil prices will affect the interest in Cleantech. 

When the OPEC oil embargo ended in the 1970s, cheap oil resulted in declining interest 

for renewable energy. In times of economic distress or hardships, public support for a 

more expensive source of energy declines. For VCFs a successful exit is vital and if 

faltering market acceptance obstructs Cleantech IPOs VCFs will hesitate to invest. 

Unlike previous techno-economic breakthroughs like air transportation or mobile 

communications, Cleantech faces another obstacle. These previously named innovations 

the public was willing to pay for because it made our lives easier and improved 

productivity. In the developed world today we already have uninterrupted power and 

reliable water supplies, therefore Cleantech must convince “people to pay more, in the 

short run, for something they currently take for granted.”   (Tierny, 2011, p. 81) 

3.3.2 Swedish Perspective 
There is a general shortage in Sweden today concerning early stage investors who invest 

in emerging companies. Swedish Energy Agency has conducted a study that has 

identified the parameters that are typical for the Cleantech sector and clarify what is 

affecting the access to external funding’s for CCs (Energimyndigheten, 2010): 

 A large proportion of the potential for Swedish Cleantech exists in markets 

outside Sweden. 

 The Cleantech sector is broad and spans many different industries which make’s 

evaluation of Cleantech complex. 

 The time horizon for investing in Cleantech is usually longer than in other 

industries. 

 The markets for Cleantech are often dependent of regulation and policy. 

 Many CCs come to a stage where some forms of demonstration projects are 

needed in order to get to their first deal. This is often capital intensive. 

 Cleantech is still a young industry with relatively few examples of successful 

investments. However, in line with the industry's development the willingness of 

investing in Cleantech will increase. 

 

The problems described in the list above are crucial and deserves a brief analysis. We 

all know that Sweden is a relatively small market. According to the Energy agency this 

is something that affects funding. This may be considered a risk by investors especially 

in combination with the point made about Cleantech being dependent on regulation and 

policy. Different countries may have different regulations and it will probably require 

resources to gain knowledge on foreign regulation. If a company is deemed interesting 

in Sweden with the regulation that is in effect here that does not mean that the company 

will be equally interesting in countries with different regulation and lower subsidies for 

example.  

The time horizon required in Cleantech ventures is another factor that differs from other 

industries and must be considered an extra risk since more time creates more 

opportunity for failure or allow competitors to beat you at reaching the market first. The 

longer time horizon generally means that more money need to be sunk into the project 

and naturally it means that it will be longer until the investors see any return. If there is 

a fund structure in the VCF they may be forced to sell the company at a certain deadline 

when the company is performing poorly and therefore generate less return to investors. 

In addition to this at the end of an investment period there might be a demand for a 
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larger demonstration project to convince potential customers and this may be very 

expensive.   

When valuing companies one common way is to compare it to similar companies. 

However since Cleantech is relatively new it may be difficult to find such similar 

projects and therefore create more uncertainty about the correctness of the valuation.  

In order to meet these problems the Energy agency has suggested that the following 

actions are needed (Energimyndigheten, 2010): 

1. Business Development and financing of Cleantech: The Agency’s business 

development support will be extended to cover the entire field of the Cleantech 

industries. 

2. International business development: The Agency will cooperate with other 

public aid actors and create strategic international partnerships so that CCs can 

develop and expand more rapidly in the markets where their innovation will 

have the greatest potential. 

3. Create a venue where annual conferences for the whole Cleantech industry will 

be held where focus will be on financing of CCs 

4. Creating a market overview in order to enhance information flow and thus 

increase the interest in investment in Cleantech.  

 

According to the Swedish Venture Capital Association there is a general shortage of 

capital in the early stages of emerging companies. They also argue that there are fewer 

investors in the early stages now than there were only a few years ago. The reason for 

this is that it has become more common to invest in existing companies who are in a 

later stage, which implicate larger investments in fewer companies. There can be several 

reasons for this. Investors tend to optimize their personal investment and capital 

resources to potential returns and the investment opportunities that are already available 

on the market. When it comes to VC funds they tend to want to attract more capital and 

possibly establish a result fund for investments and therefore it may be rational for them 

to invest in later phases rather than early ones. And since the capital is sufficient to 

fewer companies in the previous phases, it will therefore have a negative long term 

effect on companies in the startup phases. (Energimyndigheten (B), 2011 p. 21) 

In a survey made by PWC seven out of ten VC respondents experienced that they need 

external expertise in order to make a judgment of the innovation value of CCs. A 

majority of the respondents said that this was due to the lack of industry knowledge. 

(PWC, 2008) Other surveys show that there is a shortage of skill and knowledge in the 

financial sector regarding environmental issues (Englund & Leghammar, 2004). The 

difficulty for investors to make a fair evaluation of the CCs risks and potential may 

result in that they would refrain from investing at all. 

According to a study made by Moore and Wüstenhagen (2004) the increasing interest in 

investments made within Cleantech can be drawn to three factors. The first one was the 

deregulation of power markets. Secondly; the environmental pressures, and thirdly, 

security needs. They also stated that the typical “energy venture capitalist” pretty much 

follows the same investment model as other VCFs. They start of by examining the 

economic, financial, politic, and social conditions surrounding the company. 

Furthermore they establish different objectives where they divide all the assets to the 

planned investment, and if the business venture fits in with their goals, they will 



26 
 

structure a contract and begin to monitor how the company performs (Moore et al., 

2004, p. 237). 

Nordan (2011) states that since the average VC backed startup takes eight years from 

funding to exit and VC investments in CCs only became substantial in 2006, we will 

expect a Cleantech IPO boom in the next upcoming years. In other words, it is not 

unlikely that we will see an increasing number of CCs go public during this decade.  

3.3.3 Cleantech in the portfolio of a Venture Capital Firm 
“We can´t live on oil forever. We recommend clients have 5% to 10% of their portfolios 

in Cleantech, but we tell them to buy it and put it away for 10 years because these 

changes won´t happen overnight.” (Lewis, 2010) This advice is given to private 

investors by Steve Leuthold who is chief investment officer at Leuthold group which 

manages approximately $ 4.5 billion. Even though the advice is given to private 

investors it shows that Cleantech is used as a tool to diversify portfolios.  

Tierny (2011, p. 68) asks an interesting question “If the market is not prepared to accept 

a technology, will the VCF escalate its commitment and sustain the business until the 

market matures?” Increasing the funding would justify future investments due to the 

history of investments into the specific firm however some might say it is a bad way to 

spend money. However when considering Cleantech innovations that might 

fundamentally change the way we produce energy it may take many years before an 

effective technology is up and running and the only way to find out if a technology has 

that potential may be to increase funding over a long period of time. (Tierny, 2011, p. 

68) 

3.3.4 Why it is interesting to study Cleantech Investments 
Only weeks after the nuclear disaster at Fukushima in Japan there was a decision made 

in Germany to close 17 nuclear power plants and replace this with renewable energy. 

Germany is injecting about 200 billion euro in this energy shift that will reach its first 

stage of completion in 2022. The European energy market is also being influenced by 

government intervention through subsidies to those who produce renewable energy. 

This clearly has effect. Recently the European energy giants of RWE and Eon have 

scrapped their nuclear power projects with the motivation that they are no longer 

profitable. The goal in Germany is that in ten years 25% of the demand for power will 

be met by both sea- and land based wind power and according to the German 

government this will create around 700 000 new jobs. (Lundin, 2012) 

The signal sent by the German government is loud and clear. The question is; will the 

rest of the world follow their example? No matter what the politicians decide to do 

Cleantech innovators and investors should rejoice over the path chosen in Germany. 

However politics is not a sure science, if Angela Merkel and her government can make 

such a decision, who can be sure that powerful politicians after her will not choose other 

energy policies due to economic or other reasons? For how long will the policies of 

subsidizing renewable energy go on? Such questions may increase insecurity for 

investors in Cleantech.           

Investing in Cleantech is particularly challenging since it takes longer to reach market 

acceptance compared to more traditional and safe VC sectors such as software and 

multimedia. Cleantech demands longer time horizons which makes them more capital 

intensive. Technologies within Cleantech may take decades to reach market acceptance 

and capital is required for the duration. (Tierny, 2011, p. 68) 



27 
 

Why would VCFs who are interested in making money take the risk of investing in 

sectors that are more risky than for example IT? Is it only a way of diversifying their 

portfolio or is there a genuine belief in new technology or a genuine concern for 

sustainability? Maybe it is the case that Cleantech investments are not considered to be 

more risky. This may lead to similar treatment to other investments that do not have the 

same time horizon which may create impatience or frustration among both parties in an 

investment deal.  

We will try to straighten out some of these question marks and provide an insight into 

how VCFs view the opportunities and risks of investing in Cleantech. An important part 

of receiving valuable answers is asking the right questions and in the next chapter our 

interview guide will be presented.    

To discover new ways of producing sustainable energy for an increasing population 

worldwide is not an easy task. Clearly this will take time. Are VCFs patient enough to 

really give Cleantech ventures an opportunity to grow and develop more sustainable 

ways of providing the world with energy? Are they prepared to increase spending in the 

face of faltering interest from markets?  We are aware of oil being a resource that will 

not last forever. To us this provides obvious business opportunities as oil will decrease 

in importance and also with an increasing environmental awareness among younger 

generations.  

We found it interesting to study VCFs and their relationship to Cleantech. Do they 

consider it to be one of many industries they are willing to invest in or do they share our 

view that this industry has great potential and therefore treat it with a more flexible 

approach regarding time horizon and so on? In the process of researching this area we 

believe our findings, whatever they may be, can help Cleantech entrepreneurs gain an 

insight into how they are treated in comparison to other industries. Governments across 

Europe seem to be giving Cleantech actors, or at least renewable energy actors, 

incentives to keep working by subsidizing them, are VCFs prepared to treat Cleantech 

entrepreneurs with similar special treatment? 

When taking a closer look at the references in this chapter it is clear that most of them 

are American. This is something we are aware of and it should be commented. When 

conducting the literature search we found that many of the sources we found useful 

were American and had we decided to for example only use European or Swedish 

sources that would have seriously affected the limitations and credibility of this study. It 

is important to keep in mind that American authors and venture capitalists may have a 

different perspective of how to conduct business. They may for example have a 

different attitude towards different industries or perhaps towards risk in general.   
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CHAPTER 4  

4.  Practical Methodology 
 

Chapter 4 will show how this study was conducted from a practical perspective such as 

finding respondents and how the interview was structured. We will also discuss the so 

called truth criteria of this study which concerns such topics as validity and reliability.  

4.1 Data collection 
“Conclusions can be reached without any research whatsoever and still be correct.” 

(Bock & Sergeant, 2002, p. 239)  

4.1.1 Sampling Method 
In the search for respondents to our research we firstly used the Swedish Private Equity 

& Venture Capital Association’s (SVCA) member database on their home page: 

svca.se. SVCA is an industry association founded in 1985 with the purpose of 

promoting the private equity industry in Sweden. They act partly as the advocate for the 

industry in the media, and towards politicians and policy makers. They also help 

entrepreneurs by offering guidance and education in matters like private equity and 

financial questions. On their webpage they have a database consisting of Swedish 

investors (business angels, Venture Capital Firms, and Buyout Firms) who all are 

investors in companies located in Sweden.  The database has five selection criteria: 

investment stage, amount per investment, membership type, industry sector focus, and 

geographical focus. (SVCA (A), 2012) We used the three latter, and selected: Venture 

Capital, Cleantech and Whole of Sweden. This gave us an outcome of 22 members. To 

complement and find more respondents who fitted in our selection criteria we looked 

into the companies, which the VCFs were investing in, and through those companies 

website we could find more VCFs who also invested in Cleantech.  The final outcome 

was 25 VCFs who invested in Cleantech as well as other industries in Sweden. It was 

important to us to find companies that were investing in Cleantech as well as others 

since we believed they would provide us with more insightful and relevant information 

regarding the question if there is a difference in how Cleantech and more traditional 

industries are being evaluated.  

4.1.2 Finding Respondents 
There are three common sample strategies for a qualitative study (Marshall, MN. 1996, 

p. 524): 

 Convenience Sample: The most convenient technique where the selection is 

easily accessible. It is not very time consuming, does not require a lot of effort 

or money. However the data may not be of the highest quality and therefore lose 

credibility when the data is evaluated. One example of this would be to approach 

people at a university cafeteria and ask them to participate in an interview 

regarding financial questions. Since a vast majority of them probably are 

students, answers regarding for example private economy, may be quite different 

compared to if you interview people at an airport.  
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 Judgment Sample: This is the most common sample technique and it is also 

known as purposeful sample technique where the researcher actively selects the 

sample that he/she believes is the most productive one in order  to answer the 

research question.  This technique is most appropriate if the population is 

difficult to locate or if some respondents are thought to be better (have better 

knowledge etc.) than other ones. 

 

 Theoretical sample:  is a data collection process for theory generation and refers 

to the process of choosing new research areas with the aim to compare them to 

other ones that have already been studied. The data collections are mostly made 

out of interviews or observations.  

We have used a Judgment Sample technique when we collected our data. We needed to 

collect data from people that could contribute with knowledge about the industry and 

the company’s investment strategy.  That is the reason why we decided to have the CEO 

or the Investment Manager or a person they believed could answer our questions 

appropriately, to serve as our respondents.  

Our first step to gather respondents to our study was to create a list of VCFs in Sweden. 

By looking at the Swedish Venture Capital Association’s database of their members on 

their website we were able to select members throughout different investment criteria. 

We made our selection by pruning out all the VCFs who were investing in Sweden, in 

Cleantech and in all kinds of investments phases (such as seed, startup, expansion etc.). 

When the selection was done, a list containing 25 VCF’s was added into an excel sheet 

with the VCFs webpages and other contact information.   

The second step was to contact our respondents. Our first attempt was through email 

where we explained that we were two students from Umeå School of Business, that we 

were studying the relationship between VCFs and Cleantech, that we were in need of 

respondents in order to collect data, and short information how the interview would 

proceed. To increase our chances of getting an answer we did not send emails to the 

general information inbox. Instead we looked up email addresses that went directly to 

the CEO, partners or the investment manager of the company. CEOs and investment 

managers may have had long careers and we thought they might also provide interesting 

information regarding Cleantech before and now.   Out of the 25 emails, 20 of them 

responded to us and six of them were positive. In order to complement our list of 

respondents we started making phone calls and that approach led us to receive two more 

positive replies. 

4.1.3 Sample Size 
“An appropriate sample size for a qualitative study is one that adequately answers the 

research question.” (Marshall, MN. 1996, p. 522) The sample size is determined by the 

amount that is required in order to draw valid conclusions about the population that is 

going to be studied. The optimal size of the sample is based on the limitations of what is 

to be studied and depends on what kind of research question it is. (Marshall, MN. 1996, 

p. 523) 

We have interviewed eight respondents, which may seem like a small sample. However 

in contrast of how many VCFs who are located in Sweden and who officially invest in 

Cleantech located in Sweden are not many. In a qualitative inquiry there are no rules for 

the sample size. The size of the sample depends on what you want to know, what the 

purpose is, what can be useful, what has credibility, and what can be accomplished with 
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the time and resources that is available. If the information is rich, a small number of 

respondents can be very valuable. (Patton, 2002, p. 244) “The level of response rate is 

an important, sometimes crucial, issue in relationship to the validity of a paper’s 

result” (Barusch, 1999, p. 422). According to Barusch (1999, p. 434) an average 

response rate for studies directed toward top management (CEO, MD etc.) is 36% +/- 

13%. Judging by our response rate of 32% we were confident that the number of 

respondents was enough to give us significant information regarding our research 

question.  

4.2 Interview Process 

4.2.1 Interview Structure and Method 
There are three different kinds of interview strategies:  

 Unstructured: The questions can be changed or adapted throughout the 

interview, in order to meet the respondents understanding, belief or intelligence. 

The researcher might only ask one initial question and then let the interviewee 

talk without interruption or perhaps ask some follow up question based on what 

has been said. (Bryman & Bell, 2005, p. 362-364) The answers may yield 

unexpected results and can be difficult to compare to another interview of the 

same kind.  

 Semi structured: Has in general a framework of questions that the researcher 

wish to explore, but throughout the interview new questions may be brought up. 

The interviewer may use open-ended questions allowing the respondent to give 

broad and exploring answers. The interview-guide serves as a foundation that 

allows flexibility and creativity with the aim to ensure that each respondent’s 

story is fully told.  

 Structured: The interview protocol is strictly structured and the questions are 

closed were the answers mostly are yes or no. The questions are presented to the 

respondents in the same order. This type of interview is also known as 

standardized interview where the aim is to make sure that every interview is 

performed in an identical manner to ensure that the answers can be compared 

with confidence between sample subgroups no matter in what time period it is 

done. (Knox et al. p. 568-573) 

We have conducted a semi-structured interview where the respondent was free to 

answer in his/her own words. We as interviewers had however an interview guide with 

a checklist of subjects we wanted to investigate closer. This means that in contrast to a 

completely unstructured interview we tried to focus our interview on some specific 

areas. The use of a unstructured interview would not have assured us that we received 

some form of answers related to our research question because we would not be allowed 

to maneuver the respondent in any direction during the interview, for all we know the 

respondent might have begun talking about their interests in bird watching which is 

completely irrelevant to our study. A semi-structured interview allowed us the best of 

both worlds in a way. The respondents are free to answer however they find appropriate 

and we are able to some extent control what areas the respondent will speak about 

through our prepared questions. 

One issue that became immediately apparent after the decision was made to conduct 

interviews was: should the interview be done by phone or face-to-face? According to 

Knox and Burkard (2009) face-to-face interviews are both difficult and expensive to 
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carry out, however they did find that “in-person” interviews had a slight advantage. We 

decided to make our interviews by phone. The reason for this was firstly because our 

respondents were from all over Sweden and for us to travel to each interview 

individually and stay in the respective city for days since we did not have appointments 

with our respondents on the same day, was not an option for us due to financial and 

practical reasons.   Another reason for phone interviews was that it gave the respondent 

a more anonymous position. Since we are not interested in the specific companies, but 

more the attitudes of the VC industry, we informed the respondents that the interviews 

would be completely anonymous. The respondents could speak openly without having 

any concern of saying something “wrong”. 

4.2.2 Interview Guide 
The Interview guide that we have used when gathering data is in line with the 

theoretical framework that was presented in chapter three and was handed out to all the 

respondents in advance before the interview took place in order for the respondents to 

prepare their answers. The interview guide can be seen in its entirety as an appendix at 

the very end of this degree project. We also thought that by attaching the interview 

guide to our initial email we gave the potential respondents a chance to have a look at 

the questions before they said yes or no to an interview and this would lead to more 

positive replies. We did not want them to be unpleasantly surprised when we began 

asking questions and perhaps end the interview because it may not have been what they 

expected. Initially we started by asking general questions about time horizon, 

investment phase, the ownership structure, industry preferences etc. Further on we 

gathered information about the amount of capital they invested annually, how many 

business proposals they got each year, and the amount of companies they have in their 

portfolio. So far the respondent had answered general questions about their firm, now 

we moved on by asking about their investments in Cleantech. They described the 

screening process, the valuation process and whether they made any differences in these 

processes if the investment was within Cleantech or not; regarding time horizon, risk 

assessment, payback time, discount rate etc. The next part in the interview focused on 

the entrepreneur. Firstly the respondent would talk generally about the entrepreneur, 

what preferences they may have regarding the entrepreneur, if these criteria differ 

among CC and other industries, and if they as an investor would find it more difficult to 

contribute with adding value activities if the company is in Cleantech. The interview 

takes another turn when we tell the respondents about what we have found when 

researching this subject and what previous studies conclude and ask them for their 

opinion about the present state of the Cleantech industry and the future for Cleantech. 

The very first question was to ask the respondents what their major concern was before 

going through with an investment. To tie everything back to where we started we asked 

them about what the major concern is before going through a CI as the last prepared 

question by us. At the very end of the interview we asked the respondents if they would 

like to add anything regarding the interview and the topics brought up in it. Some of the 

respondents brought up interesting information with this opportunity, and it made the 

interview more complete.   

4.2.3 Interview Procedure 
All interviews were conducted between April 10 and 24

th
. They took approximately 45 

to 60 minutes and all were made during business hours. The interviews were conducted 

by phone or by Skype on a time that the respondent him/herself had decided upon. As 

interviewers we prepared by studying the interview guide carefully, reviewing the 

theoretical findings that we had gathered for chapter three (which basically is the 
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background to the interview guide), and studying the website of the firms that were 

going to be interviewed.  All the interviews were recorded with the respondent’s 

approval. The interviews were all conducted in Swedish in order to make it as 

comfortable as possible for our respondents. Swedish is also the mother tongue of the 

authors. When making the summaries of each individual interview we wrote in English 

since we wanted to make the material available to readers who are interested in reading 

it and these summaries should then be in the same language as the rest of the work. 

Both authors feel confident in their skills in the English language, in writing and 

speaking, and we have not experienced any difficulties in translating the interviews into 

English.  

4.3 Truth Criteria 
No one can ever be completely sure that the study reflects an absolute truth or 

indisputable reality. However in order to reduce the possibility of getting results that 

strongly deviate from the reality the researcher needs to pay attention to reliability and 

validity. (Saunders et al., 2009, p. 156)   

4.3.1 Reliability  
The reliability of a study can be described through an example. Imagine that you ask 10 

people about their attitude towards air travel today and the next day you ask the same 

people the same questions. If the results of these two surveys are very different the 

reliability of the study is poor and the way you have measured people’s attitudes is 

unreliable. The answers should be similar and if they are the study has a certain amount 

of reliability to it. (Bryman & Bell, 2005, p. 94) 

In qualitative research measuring reliability can be difficult. The person being 

interviewed can have a good day at the first interview session and the next day the 

interviewee may be in a very bad mood which may lead to different results even though 

the same questions are being asked. The example of one day between interview sessions 

with exactly the same questions is a little extreme, but it is good for describing 

reliability. Therefore the reliability in qualitative research should be judged only when 

considering what the actual situation was during the interview. Identical questions in a 

qualitative interview can be reliable even if the answers are different at different dates 

of the interview. (Svensson & Starrin, 1996, p. 210) As an extension of this reasoning, 

Svensson & Starrin state that the reliability of a qualitative study cannot be judged 

without simultaneously judging the validity in both of the situations where the 

interviewee was interviewed. As a conclusion Svensson & Starrin (1996, p. 210) claim 

that the concept of reliability within qualitative studies is more intertwined with the 

concept of validity and should not be studied separately as is done in quantitative 

research. 

When considering the reliability of our study one needs to remember that the venture 

capital business and the Cleantech industry are evolving. If someone makes a study one 

year from now there may have been changes in the economic conditions of the industry 

or the country. In our field of research there has not been any, that we have found, 

qualitative studies with interviews focused on the relationship between VCFs and 

Cleantech. Therefore it is impossible for us to compare our study to previous ones and 

see if there are any major differences in our results.  

Factors that may affect the reliability of a study are:  
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 Participant error. Asking people about their attitudes towards investing their 

money in stocks right before a market crash and immediately following a crash 

will likely yield different answers. Researchers should try to choose a more 

“neutral time” (Saunders et al., 2009, p. 156). In our opinion we have chosen a 

so called neutral time. If we for example had conducted our interviews 

immediately following the nuclear incident in Japan 2011 we may have been 

met by different reactions and attitudes regarding renewable energy for 

example. 

 

 Participant bias. Interviewees may be saying things they think their boss wants 

them to say instead of saying their honest opinion in the matter. One way of 

dealing with this problem is by having anonymous respondents. (Saunders et 

al., 2009, p. 156) We decided to keep all our respondents anonymous in order to 

deal with this issue. Some of our respondents are actually CEOs or major 

partners in a VCF and they can hardly be said to have a boss. However to make 

the study more uniform every respondent was kept anonymous. The 

respondents were told in our initial contact through emails that they will remain 

anonymous if they decide to answer. In addition to this the respondents were 

told once more right before the interview commenced that their identity will not 

be revealed. In the interview summaries some parts have been removed due to 

the nature of the information being revealed would make it easy for someone in 

the industry to find out which company is being represented and through this 

find out who the person is. We also feared that our response rate would be 

lower if we demanded that the name of the person interviewed and the company 

they represent were published. 

 

 Observer error. When there are different people conducting interviews there are 

different ways of asking questions and this could lead to different reactions and 

responses from the respondents. (Saunders et al., 2009, p. 157) This was dealt 

with by the authors in an effective manner. First of all, our interview guide was 

well structured and the same one was used in all interviews. Secondly only one 

of the authors conducted all the interviews leading to a minimization of the 

observer error. In other words every respondent spoke to the same person and 

was asked the same questions in a perhaps not identical but at least very similar 

way. As the respondents made their own replies there were follow up questions 

made. Follow up questions are impossible to keep identical since they are 

dependent on the initial reply by the respondent.  

 

 Observer bias. This threat to reliability is concerning the fact that if there is 

more than one person interpreting the answers provided in interviews there are 

more than one way to interpret similar answers. (Saunders et al., 2009, p. 157) 

We believe we have minimized this threat by a series of actions. First of all we 

were both present when all of the interviews were conducted. Secondly 

immediately after an interview was completed we took approximately 20 

minutes of discussing how we perceived the interview and the respondent’s 

answers and also compared similarities and differences to previous interviews. 

We made some brief notes of main points that were emphasized during the 

interview. Throughout the process the authors have been very much in 

agreement of what we perceived the respondents considered to be important and 

what they put less emphasis on.       
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4.3.2 Validity 
Validity is a concept that has mostly been used when using quantitative methods. The 

goal of this concept is to specify how well the study is measuring what is supposed to be 

measured. If a study has high validity it means that the answers are valid and should be 

treated accordingly. However, validity can also be measuring how valid the ways of 

how a study is conducted are, and if the structure of the study is valid. In quantitative 

research there is a will to numerically establish the validity by comparing gathered data 

to what the researchers have chosen to consider as true. (Svensson & Starrin, 1996, p. 

210) 

Checking the validity in qualitative research can be done in different ways than when 

checking quantitative research. In qualitative research the control of validity needs to 

assure that there is empirical support and that reasonable interpretations have been 

made. A method of research is not valid or invalid in itself. Validity concerns data, 

presentation of data and conclusions that have been reached through the use of specific 

methods and for a specific purpose. (Svensson & Starrin, 1996, p. 211) 

In chapter five, where our empirical findings are presented, we basically make a 

summary of the answers we received in our interviews. We try to sort out answers that 

were a general opinion and answers that were specific for certain respondents. In doing 

so and not claiming that what one respondent said is general for all our respondents and 

hence to a lot of other VCFs in Sweden we feel that the validity is upheld in this study. 

In chapter six all of our analysis is based on the responses presented in chapter five. 

4.3.3 Generalizability 
How generalizable are our results? First of all we do not claim to create some absolute 

law or any generalization that is applicable to all VCFs in Sweden. However that does 

not mean that our findings are irrelevant. We are conducting an exploratory study to 

explore the area of relations between Cleantech and VCFs. There is need for a lot more 

studies of this relationship before any fundamental generalizations can be made. Also in 

the case of Cleantech we feel that time is a factor. If we speak of renewable energy, that 

is perhaps the most noticed Cleantech industry in the eyes of the public, there are no 

major Cleantech companies in this industry publicly traded in Sweden. In time we 

believe that there will be larger and more visible companies that draw more attention to 

the industry and that is something we believe can affect VCFs perception of the 

industry. The issue of alternative fuels is also something we feel has the potential to 

change drastically over the next years and this is something that may change not only 

VCFs perceptions of Cleantech but also the public´s perception of this fascinating 

industry. Therefore one should be careful and not draw too far reaching generalizations 

of our findings. Our research can be said to provide a snapshot of what the situation is 

like today.  

“In short, as long as you do not claim that your results, conclusions or theory can be 

generalised, there is no problem.” (Saunders et al., 2009, p. 158)      

4.3.4 Ethics 
"Ethics are norms or standards of behavior that guide moral choices about our 

behavior and our relationships to others." (Saunders p. 184) 

According to Saunders, ethical concerns will emerge once you start planning your 

research, when you are seeking access to organizations and individuals, when you 

collect, analyze and write your report of the data that you have collected. He argues that 
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ethics “refers to the appropriateness of your behavior in relation to the rights of those 

who become the subject of your work, or are affected by it” (Ibid p. 185). In short; make 

sure that our research does not have any negative effect on the wellbeing of those who 

are participating in the research. 

In order to meet these guidelines all the interviews were completed anonymous; 

therefore we haven’t presented any information about the respondent or the company 

that they work for. Any names or information that was not relevant for the study have 

therefore been left out. This was also something that all the respondents were informed 

before the recordings started. We have made sure that our research is in line with Umeå 

School of Business's code of ethics. Our research report was also submitted to Urkund 

which is a program that checks for plagiarism. 
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CHAPTER 5  

5. Empirical Findings 
 

This chapter will present the findings made in our interviews. Some of the answers all 

VCFs had in common and some of the answers were specific for certain VCFs. A more 

in depth analysis of the data acquired will be conducted in chapter six.  

We have made eight interviews and the VCFs have received a letter from A to H in 

order to keep them separated. All of our interviewees are currently invested in or are 

interested in investing in CCs.  The following tables is an overview of the eight VCFs, 

their ownership structure, the time horizon that they approximately invest in a company, 

the amount of capital they have invested in SEK, what industry they are investing in, 

what phase/stage, and the amount of companies they have in their portfolio at the same 

time. 

VCF Ownership structure Time Horizon 

Capital  

invested  

(SEK) 

A Both public and private capital 5-10 years* 40 million 

B CEO 90%, Partners 10% 3-5 years* 5 million 

C It is a Foundation*** 5-7 years* 3,5-4 billion 

D Owned by the state 5-10 years* 500 million 

E 

50% of capital provided by EU 

and 50% by Swedish regions 3-7 years 1 billion 

F 12 private owners No fixed limit 100 million 

G 5 main partners 5-7 years 

600-800 

million 

H Both public and private capital 5-7 years* 

Not 

available 

        

        

        

VCF Industry Focus Investment stage 

Average 

number of 

Companies 

in  Portfolio 

A None Seed 10 

B Cleantech and ICT** Seed/Early stage 5 

C 

Mostly Life Science, IT and 

Cleantech. Prepared to invest in 

almost any industry. Growth/Expansion 80-100 

D Automotive industry All stages 14 

E None Seed 125 

F None Growth/Expansion 10-12 

G Mostly Cleantech, have some Early stage 4-5 
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investments in the oil industry 

H None Growth/Expansion 12-13 

     [Figure 2]   

* 

Have no actual limit, this is a 

goal 

** Information and Communication 

Technologies 

*** No owners 

 

5.1 Concerns before going through with an investment 
One thing that is consistent with all VCFs we interviewed is the massive emphasis they 

put on the importance of the team behind an investment. When asked the question “Do 

you consider the entrepreneur to be an important part of an investment” all of our 

respondents answered yes in different ways such as “the most important” and so on. 

Sometimes we did not even reach that question before the respondent beats us to the 

question by emphasizing the importance of the entrepreneur and management team in 

earlier questions.  VCF C described it as: “You may have an A product but if you have a 

B team running it, nothing will happen”. If the gut feeling about an entrepreneur, or 

team that is running a potential investment, is wrong it seems that alone is reason to turn 

an investment down. We will later discuss the use of gut feeling in the valuation phase 

as well. VCF C said that they often encounter a situation where the entrepreneur is too 

obstinate and needs to be replaced in order to keep the company moving forward and 

reaching its goals of expansion in time. If this is a concern it needs to be identified early 

so that a plan of action can be developed in VCF C´s opinion.  

Another concern before making an investment could be described as the reasoning: sure 

the product is great, but is there a market for it? In other words is someone prepared to 

pay for this product? VCF G describes a situation where the company may have focused 

so much on their technological invention that they have lost the connection to the 

market, if there is a market for this technology at all? 

Time needed to develop the product to a shape that is acceptable to the market and 

penetrate the market is another factor that is underestimated by not only entrepreneurs 

according to VCF H but also by the VCFs themselves and other owners. Entrepreneurs 

are also described as being overly positive about their product by VCF F and this is 

partly due to the fact that they want to receive as much money as possible for giving up 

control over parts of their company. Several VCFs support the view that it is important 

to be careful when evaluating prospects, are the views presented there reasonable and 

realistic?  VCF D describes time as being of the essence especially when dealing with 

new technology. If there is no agreement between founders and new owners a lot of 

valuable time will be spent on bickering instead of moving the company forward. If 

enough time is lost some competitor might very well beat you to introduce a product to 

the market and make the company a VCF has invested in worthless.  VCF A´s opinion 

is that since the amount of time required to reach the market is very hard to evaluate, it 

means that it is hard to evaluate how much money will have to be spent on the 

company, since more time means that more money needs to be invested. VCF B agrees 

with this reasoning and describes time to exit as the number one concern, “If there is 

any exit at all.” 
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5.2 What are VCFs looking for in entrepreneurs? 
We have established that entrepreneurs and the management team is a vital part that can 

make or break an investment decision. What are the VCFs looking for in an 

entrepreneur or management team then? 

VCF B makes a point of investors need to be willing to take risks, it is impossible to 

start a company and run it and not be willing to take risks.  

VCF C would like an entrepreneur who is good at taking advice, but at the same time 

states that is something rare and it is hard to change entrepreneurs, “they are who they 

are and we need to find ways to deal with that”. Most VCFs want to see not only a solid 

technological understanding in the entrepreneur, this is more or less expected, they also 

want to see an understanding for the potential market and a commercial mindset. It all 

comes down to selling the product in order to create value, this is something the 

entrepreneurs need to be aware of. VCF G puts forward an opinion that entrepreneurs 

need a “wingman” someone who takes over when the company reaches a certain stage. 

This is due to, according to him, that entrepreneurs can be quite tricky to cooperate 

with. He also said that he could write a book about what he has seen regarding relations 

with different entrepreneurs, and especially remembers a situation where the board 

figuratively speaking was taken hostage and threats were involved. VCF G concludes 

that a lot of soft factors are involved in the relationship with an entrepreneur, for a 

company to reach success not only the figures and numbers need to sum up, there also 

needs to be cooperation and understanding on a personal level. Leadership skills are 

something VCF F would like to see. The ability to make people strive at the same goal 

is important to VCF F. Several VCFs describe a variance of this when they say that an 

entrepreneur should not wait for someone to tell him what to do, they should be able to 

take initiative and not be someone who is “analyzing himself to death” as described by 

VCF A.  

VCF H describes two types of entrepreneurs, the visionaries and those who focus on 

details. The visionaries may have grand plans for the future and have a very long term 

perspective but may lose track of the daily running of a company and experience lack of 

capital in the short run. Some entrepreneurs may focus too much on details and the short 

term perspective that they lose the ability to implement change and develop the 

company with a long term perspective.  

When asked if there are higher demands on entrepreneurs in the Cleantech sector all of 

the VCFs except VCF G said no. He makes a comparison to Spotify and Skype which 

were not very capital intensive and claims that Cleantech investments demand a lot of 

capital in the beginning which requires investors with a lot of capital. These types of 

investors regardless if they are institutions or private persons “have a more professional 

way of looking at things”. He gives an example of where his company co invested in a 

venture where the co investor used a network of researchers and businessmen to check 

everything about the company “he really turned every stone”. This does not only mean 

turning every stone about the entrepreneur but also about the company for which the 

entrepreneur is responsible. That is why VCF G says there are probably higher demands 

on entrepreneurs in the Cleantech sector. VCF C is the, by far, largest VCF we have 

interviewed. That VCF has approximately 3,5-4 billion SEK under management. When 

asked to describe the screening process, VCF C describes a process where larger 

potential investments are looked closer at by hired professionals who go through the 

financials, patents but also the people that stand behind the company. This however is 



39 
 

not something VCF C describes as specific for Cleantech. This is done regardless of 

what industry given that the investment is of a certain size. In other words due diligence 

is not only for numbers, it also is about people and if they are the right ones to take part 

in this “journey” as many of the VCF describe it. They do not want to travel with 

someone they do not agree with. A clever approach to this sort of due diligence was 

described by VCF B. In the screening process they had a sort of checklist with deal 

breakers. If everything is OK after going through that list and they still find it 

interesting they will take a closer look at the company. If everything still feels good 

they want to get to know the team better. This specific VCF does not take seats at the 

board of companies, they only work operationally with the companies they invest in and 

most of the employees have an engineering background. What VCF B does is to create 

a small consulting project for a small amount of money. This means that VCF B can 

conduct their “social due diligence” and at the same time the potential investment gets 

something out of it even it later turns out that VCF B will not invest. It is a win win 

situation.  

VCF C and VCF B are vastly different from one another. VCF B is much smaller and 

has a completely different set up compared to VCF C. However the answers provided to 

us show that no matter if you are a big or small investor, it is not only the company they 

may invest in that has to be right, the team behind it is just as important. 

5.3 Are investments in Cleantech more risky than non-Cleantech 
investments? 
There is no general consensus to this answer among our VCFs. VCF D states that young 

companies are more risky in general but the risk is more due to the phase the company 

than the industry.  

VCF E does not want to make a general statement and claims that risk is always 

evaluated on a case by case basis, regardless of industry. However he adds that it is 

harder to evaluate some things about the Cleantech sector. As an example he talks about 

how the industry is affected by regulatory and political risk,”You really need to be on 

top of the regulatory and political climate”. He also reasons that many Cleantech 

companies build their business model on government subsidies or similar and because 

of this there needs to be a long term aspect of how long will this hold up, is the business 

model sustainable over a longer time? Finally VCF E adds that in some segments of 

Cleantech there is still some technology risk, where you cannot be sure if the 

technology will be a success or not.  

VCF A compares Cleantech to the other fields they have experience in, such as medical 

technology and pharmacology, and concludes that Cleantech is not more risky 

compared to those industries.  

VCF H brings up something important in his answer. He points out that Cleantech is a 

wide concept and it can be hard to speak about it in general terms “it could be a heat-

exchanger, for example, and that is one risk level”. However “if someone is breaking 

ground in a completely new field but is Cleantech oriented then the risk level is higher”. 

He agrees with VCF E´s reasoning that this is something that needs to be judged on a 

case by case basis but finally concludes that he sees no signs of Cleantech being 

exceptionally risky compared to other industries, however “there might be slightly more 

risk in that industry compared to more standardized industries.” 
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VCF B answers in a more straightforward way when asked if he considers Cleantech to 

be more risky: “Yes, of course”. He argues that Cleantech requires a lot of money but 

also that Cleantech is often about replacing already existing products. Customers need 

to be prepared to replace some old technology with a new one that will save them 10% 

in energy costs, for example. VCF B also argues that Cleantech is still fairly dependent 

on subsidies and that this is another factor that increases risk.  

VCF C has an interesting reasoning on this question. First of all he establishes that 

Cleantech “is definitely more risky compared to IT for example”. This is explained by 

the longer cycles regarding development, verification and market response. “This is 

done faster in a IT company”. However he does not consider Cleantech to be more risky 

than Life science where he describes the risks of developing pharmaceuticals with an 

example of a newly developed drug being completely worthless due to the company not 

receiving some approval in the United States and so on. Also it is easier to shut down an 

IT investment because you reach the realization that it will not work. With a Cleantech 

investment you may have to go on for three more years before you can conclude that the 

investment is a failure, and that means you have spent a lot more money on something 

that in the end is worthless.  

5.4 Are VCFs prepared to have longer time horizons when investing in 
Cleantech?  
We approached the question if VCFs are prepared to have a longer time horizon when 

investing in Cleantech compared to more traditional investments differently for different 

respondents. Some of the respondents were very distinct in their answers when we 

asked them if they had a specific time horizon when investing in general. VCF E 

clarifies that since “since my company has a fund structure we must have a deadline for 

our exit and that is the year 2020 after that we give back money to our investors”. In 

these cases it was pointless in asking if they are prepared to have a longer time horizon 

if the company is in Cleantech.  

VCF Cs reasoning in this question is intriguing. Initially when asked about a time 

horizon the reply was simply 5-7 years. However when asked if there is an absolute 

limit of how long they will stay in an investment the answer becomes more interesting: 

“No, our company is a so called evergreen fund which means that we do not have any 

set deadline regarding time limit, we can stay in an investment as long as we think it is 

a good business decision to do so”. The respondent continues to provide us with an 

example where he explains that the best investment they ever made is one where they 

had a return of 45 kronor for every invested krona. This was an investment they stayed 

in for fourteen years! When they sold their shares in that company they were the only 

Swedish investors since the other investors were set up as more traditional private funds 

with a fixed time limit and they were forced to sell when the company was not doing so 

well. “The investment became very profitable for us but it was a rollercoaster, which 

most investments are, the company was close to bankruptcy several times”. In addition 

to this VCF C points out that many investors are probably reluctant of investing in 

Cleantech due to it being necessary to have longer time horizon when investing in 

Cleantech. This is necessary because Cleantech companies may very well have longer 

cycles regarding verification according to VCF C. “It takes more time to verify an 

industrial process, for example, compared to new software.” 

VCFs B and D have a similar approach as VCF C where a time limit of around five 

years is a sort of goal or preference but they do not have an absolute time limit in 
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theory. VCF B argues that they would be prepared to stay in an investment longer if 

they saw a potential regardless if it is in Cleantech or not. VCF D argues that they want 

a yearly return of 10-20% of their capital invested and if these goals are met they are 

generally prepared to stay longer in that investment, regardless of the industry.  

VCF A also describes themselves as a so called “evergreen” company, where there is no 

actual time limit but a goal has been established of 5-10 years. The answer to the 

question if they are prepared to have a longer time horizon for Cleantech investments 

was a simple no, however the reasoning implies that they are prepared to have a longer 

time horizon for all their investments regardless of industry.  

VCF H focuses on what stage the company is in. If they find there is a need to stay in a 

company longer and develop it further they are prepared to do so, again this is 

regardless of what industry the company is in. 

In a way VCF F does the work for us and summarizes the attitude we found among 

most of our respondents: “No, we do not make any difference whether the company is a 

Cleantech company or not. An investment should be evaluated on its own specific 

opportunities and threats, not based on what category it is in”.    

5.5 How would an economic downturn affect the interest of making 
new investments?   
VCF D explains that since their company is young and has not had a chance to invest all 

of their capital yet an economic downturn or recession would necessarily not be a bad 

thing. Since recessions tend to bring lower valuations of a company and they have the 

possibility of paying less for an investment which in turn makes it easier for them to 

reach their goals regarding return on the investment. VCF D also acknowledges that 

there are downsides to a recession, it can for example "make it harder to predict the 

future” for potential investments. VCF E agrees with the reasoning put forward by VCF 

D and states “You get more for your money” and also adds that it can be easier to find 

cheap personnel who are very competent in a recession. 

In the interview with VCF F we received a more analytical answer. First of all he agrees 

with the reasoning that it may be beneficial to make investments in a recession since it 

can create more reasonable valuations of potential investments. However he also argues 

that it is largely dependent on what phase the company is in and how these company´s 

customers are affected by the recession.  

VCF B claims it would lead his firm to become more risk averse and focus more on 

companies with less risk involved. “In Cleantech it would be natural to focus more on 

energy efficiency compared to building new large-scale plants.” He clearly does not 

agree with the reasoning that a recession is a chance for cheaper investments or that it 

effects how they value companies, and argues that his firm makes investments in 

companies they really believe in regardless of surrounding economic conditions.     

“In 2008 and 2009 there were some dramatic swings in valuations.” This quote is from 

the interview with VCF H. He argues that a recession decreases the interest in 

acquisitions, both the selling and the buying.  

As we can see there are some quite differentiating views put forward in the question 

regarding actions and reasoning in a recession by the different VCFs. Something they 

have in common however is that they do not make any distinction in the reasoning 
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described if the company is in Cleantech or not. In other words an economic downturn 

affects the interest of making investments in different ways to different VCFs, what 

seems to be in common is however that the interest does not become larger or smaller 

depending on what industry the company is in.  

5.6 The valuation process 
“If no one is prepared to pay 100 million, then it is not worth 100 million regardless of 

what some people might think.” 

- VCF E 

Depending on what phase the VCFs are investing in the valuation processes shifts. VCF 

A who focuses on companies in the seed stage is less prone to using formulas, cash flow 

analyses or DCF models, this is also true for VCF C. Instead they compare the potential 

investment with similar companies. They argue that every investment is speculation and 

say that they already know before they invest that most of the investments they make 

will turn out bad, that only 10% of all the investments will be really profitable.   

VCF F on the other hand focuses on companies that are in some sort of distress were 

they can enter at a low valuation. In contrast they have historical data that may give 

them a hint of how the company has been performing and DCF analysis is common. 

The same goes for VCF G who said that they use a combination of valuation methods: 

“It comes down to understanding their status, how many milestones have they passed? 

What is the market like?”  

Another example of valuing an investment put forward by several VCFs is if a VCF for 

example wanted a return of ten times the money invested over a period of seven years 

they could make a calculation of what the company needed to be worth at that time and 

conclude for themselves if this is reasonable or not.  

VCF H gave an example that if a company wants to raise money from American 

investors it is important to have a valuation that will be reasonable in the United States 

as well. No one wants a situation where there is a conclusion in Sweden that every share 

is worth 20 SEK and when the company tries to raise money in the United States the 

investors there say that the share is only worth 18 SEK. If that is the case the VCF needs 

to find a valuation that is reasonable in the United States as well and “that is done with 

the help of our contacts over there”. If someone has a clear intention of raising money 

in the U.S. VCF H can say: ok your valuation is too high, this is the level of valuation in 

the next round in the U.S and conduct their own valuation on those conditions. 

There were two things that the VCFs had in common regarding the valuation of a 

company. First they shared the same opinion about the role the entrepreneur and the 

team of the company. VCF D states that the impression of the entrepreneur is really 

important; does he/she have what it takes to do this? VCF H have experienced that the 

entrepreneur tends to over value their company and that the true value is usually far 

from the perception of the people representing it. “They argue that they have put blood, 

sweat and tears into the company and that there is a good market for the product and 

the world is at our feet and the company is worth very much”. To meet these arguments 

they look at what the development has been like so far, what is the risk with this 

investment and so forth. 
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Secondly they all agreed on that gut feeling and experience play a big role in the 

decision of whether to invest or not. VCF E who looks at approximately 200 companies 

a year says that they have a fairly good idea of what the companies are worth: “We are 

in a position to say: no we do not estimate that you have reached far enough to have 

this value”.  

On the question if there is a difference in the valuation process depending on what 

industry the company is in the six out of eight answered yes.  VCF A argued that there 

has to be a difference because markets are different and there are different capital needs 

depending on the market, while VCF E based their answer on future exits: “Some 

industries are hotter than others. If we are looking at a company that we for some reason 

consider being very easy to sell, maybe because they have a strategic connection to 

some industries it is easier to be paid a strategic price for those companies in 

comparison to companies with no strategic connection to any specific industry.”  VCF F 

said that the valuation process depends on how big investment the company is asking 

for and VCF G said that different growth trends that intercross is a reason for a different 

evaluation.  

VCF C who answered no on this question say that it rather depends on what phase the 

company is in. The earlier the phase the lower the valuation. VCF B has the same 

argument: “Apart from that we use exactly the same models and ideas”. VCF G 

explains the reasons for different evaluations and says that if they see a sector that is 

growing rapidly and that there is a great potential for new technology they would be 

ready to evaluate them differently: “Everything plays a role in a valuation, what is our 

perception of the management team, what is the profitability of the company? The size 

of the market? The barriers to enter this market? Potential for profitability? “ 

The natural step in this interview was to ask those who claimed that they did evaluate 

investments differently, if Cleantech was one reason for different valuation method. 

VCF A said that they did not evaluate Cleantech specifically different, that it depends 

on what the business model looks like. A problem with Cleantech is that they require a 

large amount of capital to be able to prove that the invention works, that it is often big 

investments: “If someone for example came up with a service concept within Cleantech 

there will be another valuation horizon, but that is not because it is in Cleantech but 

instead because it is in the sector of service towards industrial processes.” But a 

different valuation only because a company is in Cleantech is difficult according to 

VCF A. 

 VCF H would only change the valuation if the invention is more creative and ground 

breaking than other ones, while VCF F and C treat all their investments the same and do 

not change their valuation methods at all. According to VCF E there is a problem with 

Cleantech historically that there have been very few investors interested in CCs. VCF  F 

agrees and says that Cleantech is at a disadvantage since they have not reached high 

volumes and still need to prove themselves. At the same time they think that many 

technologies have a very large potential. It all comes down to if they have a proven 

technology, will they be able to be successful commercially?  
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5.7 Are there any differences when evaluating Cleantech and non-

Cleantech companies? 
This question was also presented at the very end, some of the respondents had already 

answered the question in previous questions, but we wanted to push those who had not 

done so to speak their mind in this question.  

Most of the respondents agree that there are no major differences in the evaluations. 

They claim that the valuation structure, methods and criteria are the same regardless the 

industry. As VCF C put it “the overall principals we use are the same”. VCF F reasons 

that there are specific segments of Cleantech such as wind- and solar energy for 

example that requires specific competence in these areas, but he points out that this is 

just as true for other industries and their specific segments.  

VCF E first of all says that every evaluation is different and is made on a case by case 

basis and is affected by what the market looks like, what external factors is affecting the 

market and the competition. He adds that a lot of Cleantech companies have not made it 

far enough to be interesting to VCF E. They need to see some sort of commercial 

viability before investing, and if the company has not even started generating some sort 

of cash flow it makes it difficult for them to invest. The representative for VCF E also 

speaks from his own experience and states that he has discovered over time that many 

Cleantech entrepreneurs are too focused on their own innovation and technology and 

less on what the market actually demands. The conclusion would be that this may be a 

concern that receives extra attention when it comes to Cleantech investments and 

therefore be a difference in the evaluation.  

5.8 Is it harder to add value to Cleantech companies? 
We asked the VCFs if they found it harder to add value to portfolio companies if they 

are in the Cleantech sector. All of our replies were negative but with some reservations.  

VCF G and VCF H both replied no but with completely opposite reservations. VCF G 

argues that it might be harder to recruit key personnel because they are aware of 

Cleantech being “a volatile industry” and there will possibly be concerns for how long 

the company will be in business. VCF H on the other hand argues that it can be easier to 

recruit personnel and provide contacts because in his view the company is in a sector 

(Cleantech) that has a bright future, “Perhaps even brighter than more traditional 

industries”.  

VCF C´s representative has been working with energy technology since 1992 and 

provides an interesting point regarding hiring experienced personnel. He says it is 

harder to find experienced entrepreneurs who have taken a Cleantech company to a 

successful exit and pick them out and lift them into a new company to “take that 

journey again”. In IT and Life science it is easier to find experienced entrepreneurs and 

“builders of a company”. Cleantech is full of engineers but there are relatively few 

entrepreneurs according to VCF C. 

VCF E is a little bit more careful in making a statement. Depending on the segment the 

representative claims that in certain segments they are very knowledgeable “internally” 

but also have good networks in these circles that can help them so there would be no 

problem to add value in these segments. However “If we are talking about something 

that is extremely research intensive and very new then we definitely have more 

difficulties in adding value.” 
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VCF B describes itself as focusing on Cleantech and ICT (Information and 

Communication Technology) and states that it is specifically in Cleantech that they 

have a good network of contacts and would therefore have no problems in adding value 

that may have been unattainable to the entrepreneur. 

VCF F does not claim to be interested in any specific industry and could clearly be 

defined as a generalist. The representative does however claim that it is not harder for 

them to add value but instead it is “the other way around” implying that it is easier for 

them to provide value to portfolio companies in the Cleantech sector. 

5.9 What is the major concern before going through with a Cleantech 
investment?   
We asked this question at the end of the interview because we thought it would be 

interesting to see what the VCFs replied after being forced to think about Cleantech in a 

way they may not have done before. Our very first question was what the major concern 

was before making investments in general. After they had reflected on Cleantech and 

talked to us for approximately 50 minutes about their company and Cleantech we 

thought they may have something interesting to contribute in addition to what the 

concerns are for investments in general. It was hard to find any general consensus in the 

specific question at the end, however when answering this question some VCFs brought 

up things that other VCFs brought up in their answer to other questions. 

Several of our respondents took this chance to mention the political factors involved in 

this specific industry, which has been discussed to some extent previously. VCF E, for 

example, says that more risk is added due to political and regulatory factors. There are 

differences in different countries policies. In some countries there is a framework that 

will last a couple of years at least, but in some countries policies change on a yearly 

basis and this obviously leads to uncertainty about future subsidies that some companies 

might be dependent on.  

VCF H says successful companies who are accepting a long term perspective 

encourages the use of products in the Cleantech area. He believes this is creating an 

increasing awareness of the environment and companies in the Cleantech sector are 

appreciated more. In the long run they believe that awareness about what “footprints” 

you leave behind can lead to more and more companies choosing to cooperate with 

Cleantech companies or buy their product and so on. So far so good. However as VCF 

H points out everyone are not agreeing with this view. Cleantech can be associated with 

higher costs and there are still a lot of people who are mainly focusing on the short term 

and what costs they have today and not so much what the long term effects are. 

VCF A speaks about the “need for very large investments in untried technology” as a 

major concern. He gives examples of where it is relatively cheap to build a first 

experimental plant but later on there is need for very large amounts of capital to build a 

plant that no one knows if it will lead to something successful or not. That means you 

need investors with a lot of capital and who are prepared to take on a lot of risk. “That 

is what I consider to be the big risk factor for Cleantech in general.” 

VCF C answers this question by saying that the industry needs more good investment 

cases and more companies creating potential investments. This may be described as a 

concern for the vitality of the Cleantech industry and if there is no change there “it will 

be difficult to increase the number of investments in Cleantech”.  
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5.10 Will we see a boom in Cleantech investments over the next few 
years? 
The background for this question is taken from Nordan (2011). He described a situation 

where investments in Cleantech started for real in 2006 and an average investment in a 

startup firm takes eight years from funding to exit. He reasons that there will be an 

increase in interest for Cleantech investments as we will see more Cleantech IPOs and 

other successful exits in the next few years. We wanted to hear what our respondents 

thought of this reasoning, do they agree, are these arguments realistic? 

VCF D argues that eight years is a minimum before a startup is ready for IPO or another 

exit. He argues that “The climate for IPOs has not been very good the last few years” 

and that right now IPO is not the most natural exit for a VCF. Instead VCF D thinks it is 

more attractive to sell to another VCF who invests in more mature companies, he claims 

to have seen a lot of examples of this, or to sell to some large industrial player who want 

to get their hands on some specific technology. He is not sure there will be more IPOs 

regarding Cleantech but “we may see more deals involving Cleantech companies.” 

VCF H thinks that the interest for these types of investments is strong already. His hope 

is that more Cleantech companies will be ready for IPO or another successful exit. VCF 

H supports the reasoning put forward by VCF D regarding exits “An IPO is not our 

main channel” according to VCF H. They are instead looking for industrial buyers and 

the explanation for this is that the companies they invest in has a turnover of less than 

100 million (SEK) and therefore VCF H is “working under the radar of the really big 

actors and under the IPO level.” 

VCF C agrees that when people see successful Cleantech companies and that there is 

money to be made in that industry, there will be an increased interest in investing in and 

starting up these kinds of companies. He is not convinced by the reasoning described by 

Nordan (2011), “I cannot really see where these investments will come from.” He 

clarifies that he is now talking about Sweden and says that he does not see any large 

number of Cleantech exits on the horizon that are about to happen.  

VCF B also disagrees with the reasoning put forward. He claims there was a hype over 

Cleantech in 2006 and “everyone started Cleantech funds”. Now he thinks the hype is 

over and that people are “beginning to realize that Cleantech companies are like any 

other companies”. He also finds Cleantech companies going through with IPOs today as 

way too highly valued and that “Someone is going to be very disappointed”. He boils it 

down to essentials: “You need a good product that someone is prepared to pay for and 

based on sales a value of the company will evolve” and he does not believe goodwill is 

appropriate for Cleantech anymore.  

Contrary to the standpoints taken by C and B VCF G believes in the reasoning 

described by Nordan (2011). Some people might think that if one investment fails in 

Cleantech there is something wrong with that industry, however it is all about having 

the right strategy, according to VCF G. He adds that he believes the market will be 

selective, as an example he says that it is hard to sell solar energy in Sweden and that 

anyone who wants to invest in Cleantech need to be dedicated to that sector and need to 

know the industry in order be successful. 

VCF E believes there will be an increased interest in Cleantech and that this is partly 

driven by general environmental mindset that we need to do more for the environment. 

He also believes these kinds of ideas will only grow stronger over time. He believes it 
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will take time though but finishes with “who does not want to invest in more energy 

efficiency and less environmental destruction”.  

VCF F believes there will be a difference in the interest of Cleantech when companies 

in that sector start generating growth and show good financial marginal. “A proof of 

concept regarding the business model and financial part will surely have a positive 

effect since there are very few Cleantech companies today that can be said to be success 

stories.”    

5.11 Potential for Swedish Cleantech mainly abroad 
In chapter three we presented a number of factors that according to the Swedish energy 

agency affected Cleantech companies’ access to external funding. One of these factors 

was that a large proportion of the potential for Swedish Cleantech exists in markets 

outside Sweden. This intrigued us and we wanted to find out how this affects the 

interest of our respondents, do they support the view presented by the agency? 

All of our respondents answered that this situation does not affect their interest 

negatively towards investing in Cleantech. In fact the exact opposite is described by 

them. There is not one VCF that finds this a source for concern, instead VCF E assume 

that the companies have a potential to sell products abroad in order for them to be 

interested at all. “This goes for all companies, if they have not considered growing both 

nationally and internationally then the investment is not relevant to us”. Not every VCF 

goes so far to say that it is a condition for an investment but there is a consensus that 

this is definitely not something negative and VCF D describes it well when they say: 

“The fact that there is a market outside Sweden is only positive”.  

5.12 Finally, would you like to add anything? 
This question is basically common courtesy. However one should not underestimate the 

information brought up by the respondents themselves after more or less one hour of 

discussion and reflecting over a specific subject, in this case Cleantech.  

VCF E chose to discuss the topic of generalists versus specialists. VCF E is a generalist, 

and this according to the respondent is both positive and negative. The good part is that 

they have fairly good knowledge about most industries. They however do not have that 

specific in depth knowledge about specific segments of the Cleantech sector. The 

respondent believes that investors who are specialized in Cleantech have an advantage. 

“Specialists have the opportunity to actively hire people with a Cleantech background 

or a background in the regulatory political side of the industry. They can create a 

dream team in Cleantech specifically.”    

VCF D wanted to add that he finds the Cleantech sector has been hyped. “Many 

companies have tried to become a Cleantech Company or at least call themselves 

Cleantech, in order to increase their possibilities of receiving funding”. He argues that 

if a company can get a Cleantech twist on their invention the possibility to access 

funding increases because a lot of VCFs have chosen to focus on Cleantech.     

When finishing the interview with VCF H a discussion of political aspects came up. We 

discussed the situation in Germany that has been referred to at the end of chapter 3 and 

how this influences investors in Cleantech. The respondent claimed that “Politics are in 

a way creating a framework in this sector” through subsidies and other policies. They 

also added that a company they have invested in, which is working with energy 

production, has had a “definite shift towards Germany”.  
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A similar discussion came up with VCF G and they agree that politics is something that 

needs to be taken into consideration when investing in Cleantech since it is what 

controls the development of market potential in the short term. To VCF G China is an 

important market, India is also of interest. VCF G does not want to diminish the 

negative sides of a one party state, but to them it is positive in the context of when the 

politicians in China decide to adopt a certain technology and reach certain goals that is 

what will be the goal for the foreseeable future. India is a democracy and much more 

decentralized and regionally governed. This means the political situation is more 

unclear and it takes more time to develop a plan that will pass nationally. “That means 

we put more effort into the Chinese market where there is a clearer incentive”.   
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CHAPTER 6  

6. Empirical Analysis 
 

By analyzing our empirical findings we hope to understand why the respondents replied 

as they did. From this understanding we hope to build some tentative theory that can be 

used in future research.    

6.1 What are VCFs looking for in entrepreneurs? 
As our empirical findings showed in the previous chapter the reasoning regarding the 

characteristics of the entrepreneur was the only thing that every respondent mutually 

agreed upon. However they all emphasized and pinpointed out different qualities that 

they preferred such as willing to take risk, willing to accept advice, have leadership 

skills and that they all have a working communication and understand each other on a 

personal level. In other words; it is not enough that only the figures and numbers are 

going together, a working relationship between the VCFs and the entrepreneurs plays a 

very important role. A reason for this may be that VCFs put a very high emphasis on the 

relationship to the team or entrepreneur because they prefer to be involved in the 

company. This is consistent with what was mentioned in the theoretical framework in 

chapter 3 that the VCFs operate very close with the management and share their 

knowledge and experience with the company they are investing in. (Ogden et al., 2003 

p. 374) That can also be a reason why some VCF choose to niche their investments. 

Since they can contribute with key personnel, their own network and expertise, 

experience within one particular industry can be beneficial. This may be a contributing 

reason that VCFs who have experience in the same field as the entrepreneur may find 

the communication and relation between the two parts more manageable. In other 

words, when looking for funding, the entrepreneur may be more successful in getting 

external capital from a VCF if he takes time to look up which VCFs have invested in 

Cleantech before or is focusing on this industry. In section 6.4 a more thorough 

discussion is provided.   

6.2 The importance of an Entrepreneur 
The reasoning regarding having an A product but a B team running it only underlines 

the fact that the entrepreneur many times is the most important factor for a venture to be 

successful. According to the majority of the respondents the entrepreneur is a significant 

concern for VCFs before going through with an investment. Some respondents express 

a concern over previous experience of over-optimistic entrepreneurs which indicates 

that the entrepreneur can benefit in building a better relationship with the VCF by trying 

to be more realistic and understand that there has to be a market for the product in order 

to succeed. 

Why are the entrepreneurs such a major concern for VCFs? It could be that the 

entrepreneur is in a very powerful position. He is often the founder and the one who has 

the most knowledge about this new technology or product that is about to be developed 

and without him the venture may be worthless (this would be especially true for 

ventures in the early stages). From a VCF standpoint it is all about managing and 

minimizing risk. Venture capital is a risky business. However the risk should be 
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connected to the product or technology being successful or not, to add the extra risk of 

having an unruly or obstinate entrepreneur could be unacceptable to some VCFs. They 

are investing their money into new technology that no one can be sure that it will be 

accepted by the market. If you on top of this are putting money in the hands of someone 

you do not fully trust, it seems like a really bad deal. Entrepreneurs need to realize that 

their actions and words carry tremendous weight when it comes to investment decisions. 

Their competence, experience, history and personal characteristics will be scrutinized 

through what some of our respondents call “social due diligence”. It almost seems 

absurd that a highly skilled entrepreneur in his field may have come up with a brilliant 

idea that has the potential to make millions but he may still be turned down because 

someone at the VCF is thinking along the lines “I don´t like that guy”. However trivial 

it may sound, that is the reality we have encountered. It all comes down to trust and 

building a good relationship between the entrepreneur and the investor. Isaksson (2006) 

found that if there is trust between the two parties, this actually has a positive effect on 

the financial performance. With our findings we can only add to that argument and say 

that the relationship is crucial! 

When contemplating this, the idea put forward by VCF G of having what he called a 

“wingman” appears rather attractive. The idea is that the entrepreneur recruits someone 

into his team that he trusts and who has a financial background with better 

understanding of the commercial and business side of a venture. He would at a certain 

stage of development in the venture take over contact with the VCF and act as a kind of 

mediator. Not only may this smoothen relations with VCFs it would also allow the 

entrepreneur to focus on his passion which is (hopefully) the technology or product 

under development. The hiring of someone new into the venture may seem like an 

unnecessary cost at first but if it can help bring in outside capital on the best possible 

conditions it should be worth every krona.  

We find no solid support for the notion that there are higher demands on Cleantech 

entrepreneurs. The respondents seem to have the same procedure when valuating 

entrepreneurs regardless of industry. One argument was raised that Cleantech can be 

very capital intensive and that the entrepreneurs would therefore be looked at closer 

since the investors have a lot of capital and are highly professional in their evaluations 

of both figures and people. When the largest VCF of our respondents answered the 

question however, they also claimed there are no distinctions made in the evaluation 

depending on what industry the entrepreneur is in. This would suggest that when an 

investment concerns a lot of capital there is more scrutiny involved compared to 

investments that are minor.  

In conclusion we can say that the importance of the entrepreneur seems to increase as 

the amount of capital required in a specific investment increases. Since investments in 

CCs can be capital intensive, the VCFs would investigate Cleantech entrepreneurs 

closer. Not because they are in Cleantech but because they are demanding a lot of 

capital.   

6.3 Time Horizon 
In practice six out of eight respondents do not have a fixed time limit when making 

investments. This was not something we had expected or actively sought for when 

searching for respondents. We believed that most respondents would be set up as a 

traditional venture capital fund where there are rather fixed deadlines for when an exit 

needs to be made and hopefully provide a handsome return for the investors. The goal is 
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of course still to provide a return to investors, however since four of the firms we ended 

up interviewing have public funding as a source of capital (in some cases that is the 

only source) this may lead to different rules and goals. Public funding may for example 

be more prepared to stay in a company for longer since that at least means people have a 

job, instead of ending the flow of funds and create unemployment and have no 

investments.  

The word “evergreen” popped up in several of the interviews with VCFs that in theory 

have no actual time limit. This was a new term to us and it deserves to be discussed 

closer. As a Cleantech entrepreneur it would be very useful to know if the company is 

restricted to seven years of investing or if there is a possibility for a real long term 

commitment from the VCF. It seems that all entrepreneurs would prefer to have an 

investor who is prepared to stay for a long time in a company, this may be of greater 

interest for Cleantech entrepreneurs since Cleantech can take more time to develop and 

“verify” as expressed by VCF C. Perhaps Cleantech entrepreneurs can benefit from 

finding investors that are not set up as a regular venture capital fund where an exit has 

to be made at a certain point in time. It is easy to imagine the frustration that would 

appear if an exit is made regardless if the company is about to make a technological 

breakthrough or is about to generate profit. It is also important to remember that an exit 

by one VCF can mean a new VCF who focuses on later stage companies can enter the 

stage. This may involve time consuming negotiations and other distractions from 

moving the company forward.   

In the interviews it is made clear that evergreen companies are prepared to have a longer 

time horizon than the goals of 5-7 years expressed initially. Our findings show that the 

majority of VCFs are not making any exceptions if the company is in Cleantech or not. 

This was not an issue for them, since evaluations are often made on a case by case basis. 

The only VCF that seem to have a different mindset when it comes to Cleantech was 

VCF C and they acknowledge that there probably is a need for a longer time horizon 

when investing in Cleantech. According to our findings evergreen VCFs are prepared to 

stay for a long time in any portfolio company regardless of industry. In other words; the 

structure of the VCF can have a major impact on the time horizon applied by the VCF 

and should therefore be a concern for Cleantech entrepreneurs.  

As Tierny (2011) expressed it in his article: If a Cleantech innovation is about to change 

the way we produce energy it may take many years between that sort of technology is 

up and running and the only way to find out if the technology has that potential is to 

increase funding over a long period of time. What we have found is that if VCFs truly 

believe there is a large potential for a company, or if the company is reaching goals that 

was set up initially they are prepared to stay in that company for a longer period of time 

IF they are structured as so called evergreen companies. A VCF that is set up as a fund 

has no choice but to exit at a predetermined date, regardless of what progress the 

company is making. 

Regarding the issue of time horizon it does not seem like Cleantech is of any major 

importance. The factors that impact a VCFs ability to be flexible about the time horizon 

when making investments are instead: source of capital, public or private investors and 

the legal structure. A Cleantech innovation with cutting-edge technology is likely to 

require longer time horizons (and financial support during the whole period) then the 

usual 5-7 years of an ordinary Cleantech fund. This leads us to the conclusion that 
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Cleantech entrepreneurs may benefit from investigating more closely how the VCFs are 

structured and what their actual limitations are regarding time horizon.      

6.4 Cleantech=More risk? 
Tierny (2011) describes investments in Cleantech as particularly challenging since it 

takes longer to reach market acceptance compared to more traditional and safe VC 

sectors such as software. Due to the fact that more time is required more money will 

need to be spent on Cleantech investments and this is of course associated with no 

guarantees that the return will be higher than on investments in other sectors. Do our 

respondents agree with this view that Cleantech is associated with more risk? VCF C 

completely supports Tierny regarding Cleantech being more risky compared to 

investments in IT due to the longer cycles for development and verification. However 

when compared to Life Science VCF C does not consider Cleantech to be more risky.   

In the question regarding risk the political aspect was brought up. A lot of Cleantech 

ventures are dependent on subsidies and beneficial regulations from politicians. This is 

of course a risk since politics is highly unpredictable. This is not an issue to the same 

extent for industries like software and Life Science. Cleantech is a concept that contains 

a lot of different industries and segments, and not all of them can be said to be 

dependent on subsidies and regulation in order to evolve. This is probably a reason for 

the different answers to the question. Each respondent may not be thinking of the high 

profile renewable energy projects, that gets the most attention in media. They may be 

thinking of inventions that can save energy consumption in everyday processes at 

industrial plants and this is something a bit more discrete and does not concern 

politicians making decisions about subsidies. There is hardly any room for discussion 

when one of the VCFs states that Cleantech that involves heat exchangers involves one 

level of risk and Cleantech involving ground breaking new technology in energy 

production is another level of risk.  

Building large plants for developing new technologies that no one knows will work 

demands a lot more capital compared to developing new software. Also there seems to 

be a view that Cleantech demands more money before the investor can clearly see that 

this is not going to work compared what amounts of capital and time is required before 

it is possible to cancel a software venture that is judged as unsuccessful.  

Overall our respondents were reluctant to generalizing Cleantech as more or less risky. 

They presented an attitude of evaluating every business opportunity based on its own 

specific opportunities and threats. There are specific risks in the Cleantech sector. Our 

respondents did not seem to consider these risks being more severe than the specific 

risks involved in Life Science. This was an important finding for our research question. 

Cleantech companies are not treated any differently than other sectors that have their 

own specific risks and opportunities since they are not considered to contain any 

extraordinary risks that qualify them for special treatment.  

One exception to this idea was VCF B who considered the fact that Cleantech is about 

replacing old technology with new as a factor that increases risk. The idea of 

exchanging something that is already working with something new that allegedly is 

better may be a tough sell to customers if the only benefit from it is the environment. 

From this one could argue that Cleantech innovators need to be able to show benefits to 

customers beyond the purely environmental benefits, what is the benefit for the 

customer specifically, can they save energy costs, can they create a better working 

environment for their employees, can they access new markets and reach more 
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consumers with a more environmentally friendly approach? The entrepreneurs need to 

think one step ahead and not only focus on the brilliance of their own invention. The 

invention may be excellent, but who will buy it and why will they buy it? If 

entrepreneurs can put more emphasis on that they may reach a better understanding of 

how VCFs assess the possibilities of their company and avoid unnecessary conflicts 

with VCFs based on misunderstandings or lack of understanding for the VCF´s position.   

One could argue that since six of our respondents were set up as evergreen companies 

the issue of risk in Cleantech was seen differently than by VCFs who were set up as 

traditional funds with deadlines. The issue of time required to make a Cleantech 

investment truly successful was really not an issue for the evergreen companies since 

they in theory have no pressure to exit investments at unfavorable time. A VCF set up 

as a fund may be more reluctant to invest in Cleantech due to the uncertainty regarding 

time needed to turn the venture into a successful exit, however we have not found any 

support for this. One reason for this may be that an exit does not have to be an IPO in 

order to be successful. A VCF set up as a fund who exits a Cleantech investment by 

selling it to another VCF or a major industrial player can also be highly profitable and 

make investors in the fund happy. During the research the authors had to reevaluate 

what a successful exit actually means. In our minds the notion of a successful exit 

almost exclusively meant an IPO, which is what attracts most attention in the media. As 

our interviews progressed we discovered that IPOs are one way to make a truly 

profitable exit and that there are more ways of making profitable exits. An IPO may not 

even be the preferable exit for a lot of VCFs because of different factors. A VCF that 

brings a company to an IPO may be the second or third VCF to be involved in the 

journey of that company and the previous VCFs involved may have made a lot of 

money as well.  

6.5 Specific risks for Cleantech? 
We have already established that one of the major concerns in general making 

investments is the entrepreneur and the team behind the company; are they the right 

people? What then are the major concerns regarding investments in Cleantech 

specifically? 

One concern that seems to be general was the political risk. This concern is connected to 

the issue that a potential investment requires a business idea that is commercially viable 

internationally in order to be interesting to the respondents. At the end of chapter 3 we 

brought up the current situation in Germany where decisions have been made to phase 

out nuclear power. We used that situation as a basis for analyzing the discussion 

regarding the political aspect. The decision to phase out nuclear energy and become 

more reliant on renewable energy is of course something positive for Cleantech 

companies in that sector. Politics are not easy to predict however. If a Cleantech 

company in renewable energy was able to present an attractive business plan to a VCF 

today, it would be based on the subsidies and policies that currently are in effect. One 

concern is that there are no guarantees that these subsidies and policies will be in effect 

in four years, or the next year for that matter. VCF E says that a specialist VCF focusing 

on Cleantech may have an advantage here since they can hire people with a background 

in Cleantech or a background in the regulatory side of the industry. This shows how 

important it is to be on top of the political climate this specific sector. Obviously the 

policies and regulations are not the same all over the world and since the goal is to 

export, resources have to be put aside to investigate the political climate for this sector 

in potential export markets.  
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 It is hard to see why politicians would stop the push towards more sustainable energy 

sources in order to decrease oil dependency and so on. However if there is no money to 

support the sectors that produce alternatives and subsidies are suddenly ended, then the 

market might fall back to sticking to things they know work and they know the costs 

associated with such as oil, nuclear power or coal where there is a lot of experience in. 

The risk of that happening should be most obvious in a recession, politicians need to 

make decisions that cut costs and that could affect the Cleantech industry, by reducing 

subsidies and so on. What then do VCFs think of making investments in recessions? 

Are they affected by it? Our respondents had different answers to this question. Some 

thought it could be an advantage to invest in a recession because valuations are lower 

and therefore it can make it easier for them to reach their goals regarding returns.  Some 

said that a recession decreases the interest for acquisitions from both the selling and the 

buying side. There was no clear answer to this question but there was one finding that 

was clear; Cleantech and other investments are not separated in the attitude towards 

making investments in recessions. If the VCF has a positive attitude to investing in bad 

times it means they are positive about Cleantech as well as non Cleantech and the other 

way around. There is no special treatment for Cleantech in this aspect either. The 

behavior of VCFs who are interested in making investments in recessions speaks 

against the argument that since Cleantech is often about replacing already functioning 

technology the interest for these types of investment would decrease in a recession since 

more proven technologies might be preferable to the market because they are well 

aware of the costs and risks involved. However this is a finding that we have no 

convincing support for since several VCFs express a concern for making investments in 

recessions due to failing interest in acquisitions and so on. In other words, we have not 

found that VCFs have a general interest in or fear of investing during recessions, which 

would imply that Cleantech entrepreneurs can be successful in finding external funding 

no matter what the economic conditions are in the nation or the world at that time.  

There has also been concern expressed about the need for major investments in untried 

technology. Initially the research stage may not be very expensive to fund. The stage 

where there is need for larger industrial plants to develop a new product in energy 

generation for example is a stage that demands a lot of capital that is prepared to take on 

a lot of risk. VCF E had a business model consisting of a condition where investments 

could only be made if there was another co-investor. Several other respondents, as well 

as VCF E, expressed their concern about other investors and their agendas since the 

portfolio firm may be dependent on funding from more than one investor. It would be 

disastrous to commit to a venture and later find that other investors have made different 

priorities and decided to focus on other investments that they deem have larger 

potential. In other words there might be a concern to find investors with a lot of money 

who are prepared to take on risk for a long time. If you find several smaller investors 

who are prepared to invest, that might be associated with risks and other complications 

as well. All of this reasoning is difficult to say that it is specific for Cleantech. Imagine 

a life Science venture working on some groundbreaking new medicine. There are 

similar concerns for them; will the investors stay for the duration? Will the medicine 

work as we expect? Will we get approval to sell the medicine in the United States?  

To summarize, the truly specific risk in Cleantech that our respondents seem to agree 

upon was the risk of political policies regarding subsidies and so on changing. In 

addition to this there was different risks mentioned by different respondents, but none 

so clearly stands out as the political risk.    
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6.6 Adding value 
An important part of the role of a VCF is the value adding that stretches beyond the 

injection of capital. When asked not one of our respondents fully agreed with the 

statement that it would be harder for them to add value to a company only because it is 

in Cleantech. We find this to be true for all our respondents, specialists as well as 

generalists. This is interesting and would imply that a Cleantech entrepreneur does not 

have to focus on trying to get external funding from VCFs that have specialist 

knowledge in Cleantech. Our respondents that are generalists feel confident that they 

can contribute value by recruiting key personnel or providing interesting business 

contacts and so does the specialist VCFs. Generalist VCFs might reason that the 

entrepreneurs, or the team behind the venture, will provide enough specialist 

knowledge, and they can focus more on hiring people with business backgrounds that 

have experience in building companies. In other words, the specialist competence is 

already present, now they need to focus on the business part of a company and every 

VCF can be said to be a specialist in that.  

On the subject of recruiting key personnel, two VCFs reply that it is not harder to recruit 

only because it is Cleantech (like all respondents did) however they have reservations 

that are completely opposite. One argues that since Cleantech is a volatile industry it 

may be harder to recruit and the other believes it may be easier to recruit because 

Cleantech is an industry that has a bright future. Here we clearly see that two VCFs 

operating in Sweden and with an interest in Cleantech have completely opposite views 

of the volatility of the industry. This can be due to the fact that Cleantech is a very wide 

concept and that the respondents have different segments of Cleantech in mind when 

answering the question, however it is still important to note that there is no general 

opinion regarding the future of the industry. As an entrepreneur it would probably be 

positive to initiate a relationship with a VCF that has a positive view of the future of the 

industry they are operating in because these VCFs would probably be more positive 

about follow up investments when and if these are required. This means that not only 

VCFs can benefit from a more personal relationship, this would give the entrepreneur a 

chance to get a more intimate understanding of how the VCF views the Cleantech 

industry in general, do they consider it “hyped” or do they consider it to be an industry 

with increasing opportunities in the future. We keep returning to the personal 

relationship between entrepreneurs and venture capitalists, it seems impossible to 

overestimate the importance of this relationship. 

VCF E describes a situation where they may have difficulties in adding value if the 

invention is something that is completely new and extremely research intensive. This 

argument could however be used in most industries. There are entrepreneurs pushing 

the boundaries with new ideas and new technology in all industries.  

According to VCF C there could be an issue of finding experienced personnel that have 

experience of taking a Cleantech venture to a successful exit. He states that the industry 

is filled with highly competent engineers but not so many “builders” of a company. This 

supports the concern discussed earlier that entrepreneurs are so focused on their 

invention that they may lose contact with the market and the commercial side of the 

invention. VCFs want people who can make the venture works commercially and in the 

long run will generate a profit and they do not seem to trust that the entrepreneurs can 

do this on their own. There can be an opportunity here for entrepreneurs to impress 

VCFs by showing an understanding from the beginning that they need help and outside 

competence in order to develop the company commercially. Not only would this show 
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the VCFs that they are prepared to take advice and listen to outside experts, it would 

also send a signal of understanding that it is all about selling the product in order to be 

successful and this would surely be appreciated by the VCF.    

Finally, not one respondent claims it would be harder to add value to a company in the 

Cleantech sector. This may imply that there are issues regarding all industries when it 

comes to adding value and that the problems are not considered to be extraordinary in 

Cleantech.  

6.7 The valuation process 
The findings indicate that valuation of investment opportunities varies depending on 

what kind of investment stage the VCF focuses on. It is less common for VCFs who 

invest in the seed and early stage to use formulas, cash flow analyses or other 

calculation models to evaluate the companies. A reason for this is could simply be that 

there are not enough historical data in order to make interesting calculations. Our 

respondents confirmed that there is a problem with valuing investments in early stage 

due to the lack of historical data. When comparing the VCFs investment stage 

preference and the reasoning of how they make their valuations we can see a pattern. 

VCFs focusing on seed and early stage investments are more prone to using a 

comparing strategy when they value companies. In other words they tend to look at 

similar companies and their valuations when producing their own valuation.  

VCF Investment stage 

A Seed 

B Seed/Early 

C Growth/Expansion 

D All stages 

E Seed 

F Growth/Expansion 

G Early stage 

H Growth 

[Figure 3] 

The VCFs who focus on companies in the growth and expansion phase tend to use 

different methods because they have better access to historical data. This is also in line 

with our theoretical findings (Ogden et al,. 2003, p.358-359). Just like the theoretical 

findings concerning valuation methods by Manigart (2000) our respondents use 

methods were they use the data to count backwards in order to make a valuation.  

What was contradictory in our empirical findings compared to the theoretical ones 

stated by Isaksson (2006, p. 52) regarding VCFs being more careful with spending 

money on investments during a recession was that VCF F said that they focus on 

companies who were in distress. Their strategy was to enter at a low valuation which 

would imply that a recession is not a bad thing.  

One thing that is true for all respondents is that the gut feeling plays a major role when 

they value investment opportunities. There is no distinction between generalists and 

specialists with regards to gut feeling. One could argue that Cleantech specialists have a 

better opportunity for making good calls regarding Cleantech investments since they 

focus on one or two industries. What we have found is that the generalists in general 
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evaluate a lot more prospects on a yearly basis compared to the specialists. The 

experience and gut feeling developed by this should not be underestimated and can be 

just as valuable when making a judgment of Cleantech ventures as the gut feeling 

developed by specialists.  

Six out of eight respondents argue that there is a difference in the valuation depending 

on what industry the company is in. They claim that different market potential, the size 

of capital requested, and growth trends are a reason to evaluate differently. Two 

respondents claimed that they did not make any differences in their valuations based on 

industry. They said that the phase the potential investment is in is the only factor that 

justifies a different valuation. These answers were interesting since the two respondents 

says that they have a phase focus; VCF B focuses on the seed/early stage and VCF C 

focuses on growth/expansion stage. This means that they do not invest in companies 

that are in a different stage, so why would they evaluate those companies differently if 

they do not invest in ventures who are in a different stage? An explanation may be that 

the different phases that these two respondents are referring to are phases within the 

range of their preferred investment stage. It is reasonable to assume that there are a lot 

of different steps within the stages of seed and early. It seems that the valuations are 

made on a case by case basis with regards to how far each individual company has come 

in their development and most VCFs also take into account the present state of the 

market of which the investment is a part of.  

VCF Industry Focus Investment stage 

A None Seed 

B Cleantech and ICT** Seed/Early 

C 

Pharmaceuticals,  

IT, Cleantech, almost any 

industry Growth/Expansion 

D Automotive industry All stages 

E None Seed 

F None Growth/Expansion 

G 

Mostly Cleantech,  

some Oil Early stage 

H None Growth 

   [Figure 4] 

Cleantech as a sector does not in itself seem to be a reason for valuing the venture 

differently. Many of the respondents reacted when we spoke about Cleantech and 

pointed out that the term is very wide. Cleantech can be, as mentioned in Chapter 3, 

green energy, biofuels, buildings, recycling, etc. The umbrella term today is so broad 

that the products developed in it can be very different and this would imply that 

different segments within Cleantech could be valued and looked upon differently. One 

of the respondents claimed that Cleantech in general requires a larger amount of capital. 

A venture that demands more capital could be said to carry more risk and that could be 

a reason for a different valuation. 

When looking back at the answers to the questions regarding valuations we have to 

admit we were a little confused. Firstly the respondents seemed to say that they do make 

differences in their valuations due to the industry because of how attractive the market 

is and if they considered it easy to sell a portfolio firm in a specific sector. However 
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when confronted and asked what is different in the valuations and if Cleantech is a 

reason for different valuation the answers seemed to change a little. Now the answers 

were more about the principals and methods being the same regardless of industry. If 

we despite the confusion try to summarize our findings in this question it would be 

something along the lines of: yes there are differences in each specific industry 

regarding risks and other factors and this would lead to differences in the valuation. 

This however does not mean that the tools used when trying to put a value on a 

company differs, the tools are the same but the input when using these tools are 

different depending on the industry and what stage the firm is in. That means that there 

are differences when making valuations in different industries but this is true for all 

industries and is not something specific for Cleantech.      

6.8 Cleantech Boom? 
Not all respondents were convinced by the reasoning that there will be a boom in 

interest for Cleantech investments as we will see more and more successful CCs. First 

of all, several VCFs question the idea that there are a lot of exits in Cleantech on the 

horizon over the next few years in Sweden. They also wanted to point out that one has 

to be prepared to look beyond IPOs to see examples of successful exits and that IPOs 

does not even have to be what the VCFs prefer.  

Some VCFs expressed the opinion that Cleantech have been a hyped sector and that 

investors are beginning to realize that it is like any other sector. This reasoning would 

directly contradict our theoretical finding by Nordan (2011) that says we will see an 

increased interest. There may be a national perspective on this issue. Nordan may have 

an American perspective while our respondents have a Swedish perspective. Our study 

can be said to provide a snapshot of how the situation is like today in Sweden. Some 

respondents did however support the view presented that as soon as people realize that 

it is possible to make money in this industry, both from the VCF and entrepreneur 

perspective, the interest will increase. The view however that there are a lot of 

Cleantech investments on the horizon seem to be harder to get support for. In other 

words, we found some support for the reasoning that IF there will be  more successful 

Cleantech exits the interest will increase (several respondents makes a point of avoiding 

the expression boom), however there are  no solid conviction among our respondents 

that there are a lot of Cleantech exits on the horizon in Sweden. 

6.9 Summary of empirical analysis 
Cleantech is a wide concept and sometimes it is hard to generalize findings when 

researching this field due to the different characteristics of different technologies and 

products. This will be further discussed in the section regarding suggestions for future 

research. 

First of all we need to see how the analysis connects to the research question: How do 

Venture Capital Firms evaluate Cleantech investment opportunities? When confronted 

the VCFs did not consider themselves to be treating Cleantech investments differently 

than any other industry. They hinted that all investments are evaluated on their own 

merits and the tools used for the investments are the same for all industries. The VCF´s 

answers to other questions regarding evaluation and valuation however gives a little 

different picture. The importance of the entrepreneur or team behind a company that a 

VCF is about to invest in is of extreme importance. Especially when investments 

require a lot of capital and time since this increases the riskiness of the investment. No 

VCF wants to add a “risky” entrepreneur to an already risky investment. Since 
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Cleantech investments often require a lot of both time and capital this means VCFs may 

very well treat Cleantech investments with more caution and thorough scrutiny in a 

financial perspective as well as a social perspective. This is not because the investment 

has been branded as Cleantech but because of the intrinsic characteristics of these types 

of investments. Figure 5, shown immediately after this section, illustrate these different 

steps of how VCFs approach and evaluate investment opportunities.  

Cleantech entrepreneurs should be aware of the advantages and disadvantages of their 

own industry. Yes, there are demands for a lot of time and capital during a long time, 

the positive side is however that a successful Cleantech innovation has almost unlimited 

potential, at least regarding energy production or alternative fuels. Since the 

entrepreneur is of such importance they can benefit from being more informed and 

prepared to handle the questions or demands made by VCFs. The VCF is not interested 

in handing over a lot of money and then leave the entrepreneur alone. They will be 

involved in the development of the company and will give advice on how to run it. If 

the entrepreneur is unable to accept the VCFs influence this will make the VCFs 

reluctant to invest in the first place. If there are problems on this issue after the 

investment has been made this could jeopardize the entire company. No matter which 

VCF ends up investing, a good relationship between entrepreneur and VCF is vital for 

the survival and thriving of the company. Entrepreneurs need to be prepared and realize 

what it means to take in capital from VCFs in order to be able to deal with VCFs. A 

better prepared entrepreneur can not only help the venture receive funding in the first 

place he can also help build a healthy relationship with a VCF after an investment and 

this is vital for the company´s future.  

In a way VCFs may consider the social part of an investment even more critical than 

what the company´s present financial status is. Entrepreneurs are not expected to have 

superior skills in business and economics or how to run a company in the best way. That 

is where the VCF makes contributions and they should be able to turn a poorly run 

company around as long as they believe in the business idea and as long as the 

entrepreneur will let the VCF handle the financials in peace.      

In addition to this, Cleantech is often about replacing technology that is already in 

place. The market has a lot of experience of the present technology and is well aware of 

the risks and costs involved. Introducing a new technology that no one knows will be 

successful is obviously associated with risks. Some VCFs do consider the future of 

Cleantech solutions to be bright as we move towards more environmental awareness. 

However not everyone is convinced and there are those who believe Cleantech is a 

hyped sector.  

Government intervention so far is trying to promote this industry by subsidizing it and 

restricting the expansion of other more non sustainable energy sources. The world of 

politics can however also be a source of concern, how long will the supportive rules be 

in effect? Since the VCFs consider the potential abroad for their investments to be vital 

the political climate in the home nation is not only of concern but also in nations all 

over the world. The technology may be very successful in the home nation and not so 

successful in a major export market only due to different policies and regulation. By this 

reasoning it is clear that there are specific risks and opportunities involved with 

Cleantech investments. These factors are not enough for VCFs to treat the industry any 

differently when it comes to evaluation. The tools for conducting a valuation are the 

same but the risks and opportunities are unique.  
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Entrepreneurs may also benefit from due diligence. It should be of major interest to a 

venture to know what the actual limitations of an investor are. Are they funded by the 

government or by private capital? Are they set up as a fund or what are their actual 

limitations regarding time to exit? In order to provide consistency and stability to a 

venture in terms of funding, entrepreneurs may benefit from having so called evergreen 

companies as funders. A venture capital fund may provide sufficient funding, but hardly 

any long term commitment since they are forced to sell at a certain date. The exit of one 

VCF does not mean the end of a company, however new negotiations and building new 

relations with new investors may be time consuming and is hardly frictionless. Time 

spent on that might be vital in order to develop products and beat competitors to the 

market. Entrepreneurs need to look beyond capital provided and how many percent of 

the company they have to give up in order to gain access to that capital. They need to 

look at the legal structure of a VCF when trying to find the best investors for them.     

VCFs who are generalists do not consider it harder for them to add value to Cleantech 

companies. Specialist VCFs with more in depth knowledge of the industry naturally 

have no problems in adding value and may be more sympathetic to the needs of a 

venture in “their” industry. However the major concern for an entrepreneur should be 

commitment by an investor both when it comes to time and money since they 

themselves should have most of the expertise required to develop the product. Also if 

money is available, outside expertise can always be brought in when need be. The VCFs 

can however contribute with know how when it comes to building a company and 

introducing something to the market, and we feel confident in saying that this is 

something both specialist and generalist VCFs are competent to do. 

What can be said to be specific for Sweden? First of all Sweden is a very small market. 

For a company to be successful (in any industry) it needs to be able to expand beyond 

the borders of Sweden and that is when the political risk becomes extra tricky. Swedish 

Cleantech entrepreneurs are more dependent on foreign politicians and cannot afford to 

only look at the domestic ones. An American Cleantech entrepreneur can be said to 

have an advantage simply because he is American. If the Cleantech venture turns out to 

be very successful in the American market that would be enough to be considered 

highly successful and the wealth accumulated from that success could be invested in 

trying to expand abroad. Due to the size of the Swedish market, in order to be 

successful you would need to expand almost immediately. Expansion in this case means 

that you need to be more aware of what the policies around the world are, in other 

words an increased political risk. This reasoning can be taken further. VCFs in the 

United States may be more willing to invest in Cleantech technology because they do 

not need to be concerned about foreign energy policies to the same extent as Swedish 

VCFs looking at a similar investment. At an initial stage, American investors need only 

be concerned with the policies of their own government and this decreases political risk.   

Another specific aspect to be considered in Sweden is the access to public funding. If a 

government is positive about promoting Cleantech technology the access to public 

funding through VCFs may be enhanced. Several of the VCFs we interviewed are partly 

or completely funded by the tax payers’ money. If we continue the comparison to the 

United States, the connection between government policy and VCF activity may be 

more unclear since it is our perception that public funding is not as common due to 

political differences. A VCF backed by public means may have been instructed to invest 

in a specific sector regardless if the financial side to the investment may not be 

completely desirable, whilst private VCFs are not about to make investments based on 
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Approach 

What phase? 

the influence of politicians. This reasoning would imply that if there is a clear energy 

policy from a government that is favoring Cleantech energy and many VCFs are backed 

by the government there may be more capital available to take on more risk compared 

to what a private VCF may be willing to do because if they make an investment that 

fails they will receive no help from the government.    
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Figure explanation 

Approach: The first step in cooperation between a CC and a VCF is the approach. 

Either the CC makes contact with the investor or the investor itself will look up ventures 

to offer funding for. 

Business phase: Once an interesting venture is found the VCF will make an evaluation. 

One of the larger indicators that would affect the valuation is the business phase. A 

venture in the Seed/Early stage would require a higher rate of return compared to one 

in the Growth/Expansion Phase. The higher return rate for emerging companies would 

be based on the fact that seed companies requires a lot of capital covering prototypes, 

plants etc. 

Exit: The way an exit is conducted depends largely on how the VCF is structured. If the 

VCF is “evergreen” then they may stay in an investment for a long time and wait until 

the company is ready to go public. There is always a possibility of selling the company 

to interested industrial players regardless if you are structured as a VCF fund or not. A 

VCF fund may however not have the same opportunity to wait for a good time to sell 

and may be forced to sell to other VCFs before the company has reached its full 

potential.   
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CHAPTER 7 

7. Conclusion  
 

Chapter 7 presents our final conclusions with reference to our research question in a 

more summarized manner which makes it easier for the reader to understand what our 

research has contributed with, both theoretically and practically. Furthermore we will 

give recommendations for further research. 

7.1 Research Question and Purpose 

In the introduction chapter we discussed an unexplored area concerning the relationship 

between CCs and VCFs. Cleantech ventures tend to require more capital than other 

companies (in addition to other unique risks) and therefore face a drawback when 

looking for external funding. To help these entrepreneurs understand more about how 

they are viewed in the eyes of potential investors we decided upon a research question: 

- How do Venture Capital Firms evaluate Cleantech investment opportunities? 

The sub question was: 

- Is there a difference in the evaluation of an investment within the Cleantech sector and 

more traditional investments?  

There are unique opportunities and threats in the Cleantech sector. These factors are not 

however extraordinary enough to make VCFs treat the entire industry of Cleantech any 

differently. The same tools are used as when valuing any other potential investment. 

The input in the valuation may be different but the methods are the same. What matters 

more is what business phase the venture is in. An investment made in a seed/early stage 

requires not only more time, it also implies more money, and at the same time they are 

many times difficult to make a fair valuation of due to the lack of historical data. This 

may lead to a difference in valuation method, but it is the same for all investments in 

these stages.  

Governments seem to be willing to treat the Cleantech sector differently through 

subsidies and other beneficial regulations. VCFs do not seem to be prepared to give 

Cleantech ventures any similar beneficial treatment. Instead the political risk is a major 

concern to them since no one knows how long the sector will be treated this way by the 

government.   

The purpose was to help entrepreneurs gain an insight into the world of VCFs and by 

doing so hopefully helping them to be better prepared when seeking external funding. 

What we have found is that the relationship between the entrepreneur and the VCF is of 

major importance. There are a lot of things to consider for an entrepreneur before taking 

on external funding. The VCFs bring up a lot of things when talking about what 

characteristics they are looking for in an entrepreneur. First of all he needs to have an 

entrepreneurial spirit and have a passion for the company and moving it forward. This is 

likely some characteristics the entrepreneur already has since the company has gotten to 

a stage where external funding is necessary to develop it further. In addition to this 

VCFs are looking for a willingness to take advice and to be cooperative. Basically, 
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VCFs are looking for someone they believe they can work closely with over several 

years. If the VCF and entrepreneur are not getting along on a personal level, and a 

future business relationship will go on for several years it is easy to see why a bad 

feeling about an entrepreneur may be a deal breaker. If the entrepreneur has no interest 

in maintaining good contacts with investors and only want to focus on the product being 

developed in the company he should consider hiring someone with a financial 

background that understands the venture capital industry and can manage relations with 

the VCFs in a professional manner. 

7.2 Theoretical Contribution  

VCFs do not treat Cleantech ventures differently because they are in Cleantech. Due to 

the intrinsic characteristics of Cleantech ventures, such as the need for capital under a 

longer time horizon, VCFs evaluate them differently since they are scrutinized more 

thoroughly. A larger amount of capital would result in a larger risk and a larger risk 

implies a different evaluation. The tools used when making a valuation are not different 

for Cleantech. They seem to be the same for all industries. However the input of 

specific risks when making these valuations is specific for every industry. There are 

specific risks in Cleantech and Life Science for example. One major risk regarding the 

Cleantech industry is the political risk. Governments are trying to promote the 

Cleantech industry in different ways, however good this may be for the industry, it 

makes VCFs concerned since they do not know how long these rules will be in effect 

and without support the industry may suffer severely.  

The issue of engaging in a business relationship with a specialist or generalist VCF 

should be secondary to the finding of a VCF who is prepared to stay in an investment 

for a long time and who is prepared to provide capital for the duration. The Cleantech 

sector is full of skilled engineers, they need help with building a company and taking 

new products to the market. VCFs can hardly contribute with new in depth knowledge 

regarding specific Cleantech segments that engineers and entrepreneurs who have 

committed a lot of their time to were unaware of. If external expertise is required, a 

generalist VCF with a lot of capital behind them and a long term perspective should be 

just as good at retaining that expertise as a specialist VCF.        

7.3 Practical Contribution 
Entrepreneurs should conduct some due diligence of their own. Being well informed 

about the legal structure of the VCF can be of major interest. Is the VCF set up as a 

traditional fund or is it set up as an evergreen company? If the Cleantech venture is in 

the early stages this is especially important since a longer time horizon is required and 

evergreen VCFs will probably be able to stay in a venture for a longer time. 

Entrepreneurs need to show from the very first meeting with a potential investor that 

they are willing to take advice and will be cooperative if they are to receive any external 

funding at all. The entrepreneur should not commit to a long term business relationship 

with a VCF he finds hard to work with since that will sooner or later result in conflict 

that may jeopardize the entire company. Time lost at arguing with other owners is 

harmful to the company because it stalls development and makes it easier for 

competitors to reach the market first. In the end it could lead to the removal of the 

entrepreneur.  

The political situation in Sweden regarding Cleantech should be of major interest for 

both VCFs interested in the sector and entrepreneurs in the sector. Politics has a major 

impact in this sector and needs to be monitored closely. Business models should be 



65 
 

developed that can be profitable even if all subsidies or other beneficial regulation is 

removed. Since VCFs assume that the venture has a business idea that will be 

commercially viable on an international market, it is also important to monitor 

developments and Cleantech politics abroad, especially in targeted export markets.  

7.4 Recommendations for future research 
The first piece of advice we would like to pass on to any researchers taking on the 

concept of Cleantech is to limit and clearly define what segment of Cleantech they are 

discussing. Do you mean renewable energy, alternative fuels or energy efficiency? In 

doing so there will automatically be limitations to which respondents will be able to 

take part in a study, however the results may be more rewarding and contributing with 

more in depth knowledge regarding certain segments. 

One subject we believe deserves to be looked closer at is the separation of VCFs being 

funded from public or private investors. What are the differences for the investors in 

terms of what their expectations are on return and when do they expect this return? One 

of the recommendations we make for entrepreneurs is to thoroughly investigate how the 

investors they take on are structured since it may benefit them to be in relation with a so 

called evergreen company. It would be interesting to see if VCFs supported by public 

funding are more flexible when it comes to time horizon or if there are just as many 

private investors who are prepared to be flexible. Do private investors have higher 

demands on return; if so is it harder for entrepreneurs to get along with private 

investors? 

One of our major findings is that the relationship between the entrepreneur and the VCF 

representative is of colossal importance. Research into the reasons as to why certain 

relationships fail and why others succeed would be interesting. There are so many 

successful ventures out there, what is their recipe to building healthy relationships? Is 

there a higher rate of success when VCFs take control over companies and fire CEOs at 

their pleasure? The true role models should be where VCFs do not have complete 

control over a company and still make it work, those would be truly interesting to study 

closer.  

We have found that conducting a qualitative study was a lot of hard work but also rather 

fun. The part of going through the interviews afterwards was a lot more time consuming 

than we had imagined. If one for example is to examine why certain ventures fail in 

their relationships we think it is more or less unavoidable to conduct a qualitative study. 

The research about personal relationships needs to be conducted in a personal setting, 

perhaps even face to face.  

Regarding the political risk in Sweden and abroad, a study made on the effect of 

subsidies on the Cleantech sector would be highly interesting. Would most Cleantech 

companies today be less successful if all the benefits from the government and other 

regulation were more neutral? How would a sudden loss of subsidies affect the sector, 

short term and long term?  

In light of recent developments in Germany it would be highly interesting to see how 

this affects the renewable energy sector in that nation. I think Germany has got the eyes 

of the world on them in a way. If one of the major economies in the world can give up 

nuclear power and successfully shift to renewable energy we believe that can be the 

starting point for an actual boom in renewable energy specifically and Cleantech 

generally around the world.  
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Appendix 

Interview guide 
 What is your major concern before going through with an investment? 

 

 What is your time horizon when making investments?  

o Is there an absolute limit of how long you will stay in one specific 

investment? 

 

 What is the ownership structure like in your company?  

o Does it affect your flexibility/ decision making ability when making new 

investments in new industries? 

 

 Does your firm focus on a specific stage of investment, such as: seed, start up or 

expansion? 

 

 Does your firm focus on a specific industry when you make investments? 

o If NO, are you currently investing money in Cleantech ventures? Or do 

you consider Cleantech an interesting sector for potential investments? 

 

 Approximately how many business proposals does your company evaluate on a 

yearly basis? Approximately how many percent of those do you actually invest 

in? 

o Approximately how many percent of the business proposals are in 

Cleantech? How many percent of these do you invest in? 

 

 On average, how many companies does your firm have in the investment 

portfolio at the same time? 

o How many of these are currently in the Cleantech sector? 

o What is the approximate value of your assets under management today? 

 

 Can you describe the screening process at your firm? 

 

 Can you describe the valuation process at your firm? 

 

 Is there a difference in your valuation process depending on what industry the 

company is in?  

o If yes, what are the reasons for evaluating potential investments 

differently?  

o Is Cleantech a reason for a different valuation method? 

o What specifically is different in the valuation? Payback time/Time 

Horizon? Discount rate? Method of forecasting earnings/growth? Other?  

 

 Do you consider Cleantech investments to be more risky compared to more 

traditional investments? Please explain your reasoning! 

  

 Are you prepared to have a longer time horizon when investing in Cleantech 

compared to when you invest in non-Cleantech ventures? Why? 
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 After an investment in a Cleantech company has been made and follow up is 

made on this particular investment, is it possible that you change your approach 

to the evaluation of this venture due to some factors?   

 

 Do you consider the entrepreneur to be an important part of a potential 

investment? What are you looking for in an entrepreneur? 

o Are the criteria the same for entrepreneurs in Cleantech and non-

Cleantech? 

o Cleantech is a relatively new industry, does that affect valuations of 

investments in that sector or does it affect how you evaluate the 

entrepreneur? Are there higher demands on entrepreneurs in the 

Cleantech sector? 

 

 Would a sudden economic downturn affect your interest in general of making 

new investments? Would it affect how you value potential portfolio firms in 

general? 

o Would it affect your interest in making Cleantech investments? Would it 

affect your valuation of Cleantech companies? 

 

 Do you think it is harder for your company to contribute with value adding 

activities, like recruitment of key personnel or providing interesting business 

contacts, if the portfolio firm is in the Cleantech sector?  

 

 When we researched this study we found some arguments that stated that an 

average VC backed startup takes approximately eight years from funding to exit 

and since investments in Cleantech Companies became substantial in 2006 it is 

not unlikely that we will see an increasing number of Cleantech IPO in the next 

upcoming years. Do you believe there will be a boom of investments in 

Cleantech or at least an increased interest in this type of investments as more 

and more successful Cleantech companies appear? 

 

 According to a report from the Energy Agency in 2010, the fact that a large 

proportion of the potential for Swedish Cleantech exists in markets outside 

Sweden affects the access to external funding, does this affect your willingness 

to invest in that sector? 

 

 What would you say are the biggest differences when you evaluate Cleantech 

companies and non-Cleantech companies? Are there any differences at all? 

 

 What is your major concern before going through with a Cleantech investment? 

 

 Would you like to add anything? 

 

 Do you have any questions? 

Thank you for your participation! 
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