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Abstract
This study investigates the effects of letters of intent on venture capital investors’ intention to invest in
new technology-based firms without proof of prototype yet. This explorative research conducts a
multiple case study in which business angels and venture capitalists are interviewed. The findings related
to the attempt of four new technology-based firms to secure funding and to whether they used a letter
of intent or not, show that the effect of a letter of intent on the investors’ intention to invest is mediated
by the investors’ perception of different qualities of the startup. That is, a letter of intent has an indirect
positive effect through influencing the investors’ perception of the qualities of the entrepreneur and of
the market. These relationships are moderated by the degree of concreteness, the position of the
signatory, and regarding the relationship with the perception of the market qualities, also by the value
of the party that signs the letter of intent. Besides, the results show that a letter of intent can possibly
have a positive effect on the investors’ perception of the qualities of the product and of the financial
aspects of the startup. However, this depends on the degree of concreteness, on the position of the
signatory, and on the value of the potential customer that signs the letter of intent. A condition for the
positive effect of a letter of intent on the investors’ intention to invest is that the entrepreneur gathers a
maximum of a couple letters of intent. With the derived insights, this study proves that collecting and
using a letter of intent can play a meaningful role in an entrepreneur’s quest to obtain venture capital,
and thereby escaping the catch-22 in securing funding.
Keywords: Letter of intent; new technology-based firms; business angels; venture capitalists;
intention to invest; investors’ perception of qualities of the firm.
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Chapter 1. Introduction
Running an innovative high-tech startup involves a high degree of uncertainty, and, consequently, may
also face difficulties in attracting external funding. These new technology-based startups, also called
new technology-based firms (NTBFs), need to secure funding in order to commercialize new ideas and
inventions (Audretsch et al., 2012). In addition, external funding has an important impact on the NTBFs’
ability to survive, grow and generate profits (Brush et al., 2001; Shane, 2003). Venture Capitalists (VCs)
and Business Angels (BAs) are investors specialized in financing new ventures with a growth potential.
Yet, such investments involve a great deal of risk due to a high degree of uncertainty associated with
startups (Storey & Tether, 1998; Stuart et al., 1999).
Especially NTBFs are often faced with uncertainty due to the lack of factual evidence
concerning the new firm and its qualities. This is shown in the lack of a track record, unproven
technologies, unfinished products and services, as well as unverified market demand (Hoenig & Henkel,
2014; Murray & Marriott, 1998). In contrast to tangible assets, these new innovative ventures often
involve intangible, primarily intellectual property-based assets, which makes it difficult to establish the
value and future of such an enterprise (Audretsch et al., 2012; Hsu, 2007). Therefore, one of the biggest
challenges for nascent entrepreneurs is to present their business in such a way that, despite the
uncertainty one or more investors are willing to invest venture capital (Barry & Elmes, 1997;
Cornelissen & Clarke, 2010; Lounsbury & Glynn, 2001; O’Connor, 2002).
Presenting the business can, however, result in issues due to information asymmetry between
the entrepreneur and the investor. For instance, the entrepreneur may withhold or exaggerate information
to persuade the investor. Such information may include his or her capabilities, knowledge and
motivation, but also about the feasibility of the startup (Amit et al., 1990b; Gompers, 1995; Levin et al.,
1987). Moreover, the entrepreneurs may have biases in their decisions due to over-optimism (de Meza
& Southey, 1996) and the generalisation of small samples, thus misrepresenting the representativeness
(Tversky & Kahneman, 1974). Because of the underlying problems of uncertainty and information
asymmetry, external sources of information are useful for investors in assessing the quality of the
NTBFs. According to Stuart et al. (1999), the investors have to rely on observable assets at the time of
the assessment, which are likely to be correlated with unobservable determinants of the NTBF’s quality.
Among these observable assets that investors seek is the proof of prototype (Gupta & Maltz, 2015), but
since developing a prototype is often expensive for NTBFs, they need funding to show a proof of
prototype. As a result, the NTBFs end up in a so-called catch-22. Heller (1961) describes a catch-22 as
a paradoxical situation that consists of mutually conflicting or dependent conditions. On the one hand
proof of prototype is required to attract venture capital, but on the other hand the NTBFS need venture
capital in order to develop a prototype.
Nevertheless, there are other observable assets that may help to secure funding, such as
information about the market attractiveness and the firm’s ability to meet the relevant market
requirements (Eckhardt et al., 2006; Tyebjee & Bruno, 1984). According to Eckhardt et al. (2006),
investors base their funding decisions on objective verifiable indicators, such as the level of sales, the
completed organizational activities and the initiation of marketing efforts. A valid measure of the market
acceptance of the new product or service and whether the company meets its requirements, is the goods
and services sold because sales reflect the customer’s willingness to purchase your product or service
(Eckhardt et al., 2006; Hoenig & Henkel, 2014; Sahlman, 1990). However, because a lot of NBTFs do
not yet have a good or service, they are unable to earn revenues and therefore have no track record of
sales. Hence, it is challenging for these firms to persuade investors to invest. In this case, a useful source
of information is the evidence of contact with potential customers (Eckhardt et al., 2006). In their
quantitative research focused on new Swedish ventures, Eckhardt et al. (2006) examined, among other
things, the venture sales and the initiated marketing as objective information. They investigated the
influence of potential customers on the decision to invest through informal and formal marketing
activities and came to the conclusion that it does have a significant impact on funding decisions.
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There are, nevertheless, some limitations to this research. First, the authors surveyed new ventures
about their potential customers by asking every six months whether the company had initiated any
marketing, to which the respondents were able to answer yes or no and subsequently in which month.
Yet this only concerns contact with potential customers, and therefore does not examine actual evidence
of potential customers and its influence on the decision to invest. Secondly, the research of Eckhardt et
al. (2006) is quantitative in nature and is therefore based on legitimate assumptions rather than empirical
evidence. Consequently, their research cannot properly identify underlying reasons that mediate the
impact of potential customers on the investors’ intention to invest. Thus, it is not made clear in what
way potential customers might influence the investors.
Alongside this study, there are various quantitative studies that prove the importance of the potential
market on the decision to invest in a new venture (Douglas & Shepherd, 2002; Macmillan et al., 1985;
Sahlman, 1990; Sudek, 2006; Tyebjee & Bruno, 1984). Douglas and Shepherd (2002) did mention that
besides a track record of sales, favourable results of potential customers from properly conducted market
surveys, consumer clinics and test market experiments will reduce the risk associated with the market
acceptability. They used this as evidence of market readiness but did not distinguish in the conclusion
between successful sales and contact with potential customers.
Another indication of potential customers is a non-binding contract with the customer, also called a
Letter of Intent (LOI). This has become a typical way for B2B technology-based companies to show
that they have customers who want their product (Bentinck, 2016). Investopedia defines a LOI as “a
document declaring the preliminary commitment of one party to do business with another”
(Bloomenthal, 2021). Through a LOI, the customer makes a soft commitment to potentially purchasing
your product or service in the future. Bentinck (2016) argues that a LOI isn’t as useful as many
companies think because it doesn’t represent customer understanding. However, this is not supported
by any research. There is no scientific research at all on the influence of non-binding contracts with
customers on the investors’ intention to invest.
The literature clearly shows that there is a scarcity of research on the influence of the evidence of
potential customers on securing funding. The studies of Eckhardt et al. (2006) and Douglas and
Shepherd (2002) concluded that potential customers can have a positive influence, but due to the
quantitative nature of these studies, it is not clear how the evidence of potential customers affects the
investors’ assessment of the new firm. The existing literature lacks empirical research on how venture
capital investors are influenced by potential customers, and in addition, lacks research on LOIs and its
impact on the investors. Therefore, the purpose of this study is to act on this gap in the literature by
conducting a qualitative research on the influence of LOIs on the investors’ intention to invest in new
technology-based firms without proof of prototype yet. It aims to prove that establishing LOIs with
potential customers can have a beneficial impact on securing funding, and consequently on the
performance of new technology-based firms. Accordingly, the research question is as follows: How do
LOIs influence the investors’ intention to invest in new technology-based firms without proof of
prototype yet?
By answering the research question, this study tries to contribute to the current, inadequate literature
in two ways. As the studies by Eckhardt and Douglas take potential customers as a small part of a large
quantitative study, there is no scientific research that lays the foundation for investigating the influence
of non-binding contracts on investors. Therefore, the first contribution is to empirically examine the
barely investigated role of non-binding contracts in the process of new venture finance in order to lay a
foundation for further research on this topic. Secondly, this study contributes to the literature because it
examines venture capital investors from the Netherlands, while Eckhardt et al. (2006) examined Swedish
investors and Douglas and Shepherd (2002) examined Australian investors. Besides, those studies
concerned new ventures and not new technology-based firms.
Since LOIs are regularly used by entrepreneurs to secure funding and, according to Bentinck
(2016), it is not enough to use LOIs alone, this study attempts to provide a clear understanding to new
technology-based entrepreneurs of how LOIs affect venture capital investors. This ensures that the
entrepreneurs are knowledgeable about whether or not they should arrange for non-binding contracts
and why exactly. As a result, this will facilitate their search for funding and therefore may also have an
indirect positive impact on organizational outcomes.
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This study is composed of the following segments. First a literature review is carried out,
subsequently the research method is discussed, followed by the results, and finally a conclusion is drawn
with its limitations and implications.

Chapter 2. Theoretical Background
2.1 Venture capital investors
In the biopharmaceutical industry, the development of products requires several hundreds of millions
$US and often last more than 10 years (DiMasi et al., 2003). This is an example of a high technology
industry in which product development is an excessively time- and money-consuming process. A high
proportion of the NTBFs do not make it past the early stages simply due to the lack of adequate venture
capital (Sharwood, 1989). Because of this, it is crucial for NTBFs to obtain financing from investors in
order to achieve their potential (Audretsch et al., 2012; Nosella et al., 2006). Because these startups
often face difficulties in securing venture capital (VC) from traditional sources, such as banks, they are
likely to turn to private investors in the VC market (Gompers & Lerner, 2004). Venture capital is broadly
defined as invested or loaned capital to a company by an outside investor. The two most prevalent
sources of VC are Business Angels (BAs) and Venture Capitalists (VCs) (Leach & Melicher, 2011; Van
Osnabrugge, 2000). When referring to venture capital investors, this includes both BAs and VCs.
BAs are known as private or informal investors who invest their own funds in private
companies. Besides money, these individuals also invest their time and expertise in ventures (Leach &
Melicher, 2011). According to Leach and Melicher (2011), BAs usually invest in entrepreneurial
ventures in familiar markets with known technologies that are in line with the angels’ investment
objectives. In fact, BAs have often gained a lot of experience from managing a business and have
become successful doing so. Therefore, a great deal of BAs are self-made entrepreneur multimillionaires
and are generally well educated (Leach & Melicher, 2011; Van Osnabrugge, 2000). Furthermore, BAs
prefer to invest in ventures that are closer geographically and often take bigger risks or accept lower
rewards than VCs (De Clercq et al., 2006; Sohl, 1999).
VCs are known as professional or institutional investors who invest for venture capital firms in
order to attract and allocate VC to new and fast-growing ventures. In order to minimise the risk of losing
the invested VC, these firms often invest in several different ventures (Leach & Melicher, 2011). Wright
and Robbie (1998, p. 521) defined VCs as “professional investors of long-term, unquoted, risk equity
finance in new firms where the primary reward is eventual capital gain supplemented by dividends”. In
contrast to BAs who invest their own money, VCs invest in entrepreneurial ventures with finance
primarily raised from financial institutions, such as pension funds, banks and insurance companies (De
Clercq et al., 2006; Mason & Harrison, 1994). Another difference between BAs and VCs is their
preferential exit mechanisms. According to De Clercq et al. (2006), VCs prefer to exit through an initial
public offering (IPO) and a trade sale. They plan the exit route before investing in a new venture. On
the contrary, BAs often don’t plan the exit route and their main exit mechanism is a trade sale. A
comparison between the characteristics of these venture capital investors is depicted in Table 1.
Furthermore, Fiet (1995a, 1995b) suggests that VCs are more concerned with market risk, thus
risk that is due to uncertainty related to the market size, growth and accessibility. On the contrary, BAs
are more concerned with agency risk, that is risk due to separate and possibly divergent interests of the
entrepreneur and the investors. That is because VCs have learned how to protect themselves from agency
risk by being able to replace an entrepreneur who underperforms, is guilty or is found to be incompetent.
However, market risk is less controllable. Consequently, due to the differences between the two types
of venture capital investors, the results of this study may differ between the two types of investors.
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Table 1. Characteristics of venture capital investors.
Note. Adopted from “An Entrepreneur’s Guide to the Venture Capital Galaxy” by D. De Clercq, V.H. Fried, O. Lehtonen &
H.J. Sapienza, 2006, Academy of Management Perspectives 20(3), p. 91.

2.2 Investors’ intention to invest
The Theory of Planned Behaviour (TPB) relates intentions, beliefs and attempts to explain human
behaviour (Ajzen, 1985). Ajzen (1985; 1991) concluded that people act in accordance with their
intentions and in its turn, intentions are influenced by the attitude toward behaviour, self-norm and
perceptions of behavioural controls. The latter refers to the perception of internal and external resource
limitations in performing the behaviour. This study tries to examine the intention of the investors
because the intention to behaviour and actual behaviour, like investing, are positively related (Ajzen,
1985; Bagozzi et al., 1989; Norberg et al., 2007).
Eagly and Chaiken (1993, p. 168) define intention as “a person’s motivation in the sense of his
or her conscious plan to exert effort to carry out a behaviour”. In the context of this study, the concerned
venture capital investors may form an intention to invest in a NTBF that has no proof of prototype yet.
Consequently, when forming an intention to invest, the venture capital investors try to evaluate the
(future) quality of the ventures based on objective measures (Stuart et al., 1999). The objective measure
discussed in this study is an LOI and the investors’ intention refers to the motivation or conscious plan
of BAs and VCs to fund the NTBFS that have no proof of prototype yet.
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2.3 Difficulties in evaluating the expected future value of NTBFs
As mentioned before, NTBFs bear a high degree of uncertainty which involves a high risk for investors
(Storey & Tether, 1998; Stuart et al., 1999). Stinchcombe (2000) discussed the phenomenon called
liability of newness, which implies that new organizations have to deal with various challenges and,
therefore, are highly vulnerable. This is especially the case for NTBFs because they face a high technical
and commercial failure (Aldrich & Fiol, 1994; Tushman & Rosenkopf, 1992).Therefore, it is difficult
for the venture capital investors to invest in NTBFs due to the high degree of risk involved. Uncertainty
about the startup and information asymmetry are two concepts that make it challenging for investors to
properly assess the quality of NTBFs (Audretsch & Weigand, 2005).
Venture capital investors experience a high degree of uncertainty associated with NTBFs
because of so many potential hazards and the lack of track records by which outsiders can evaluate their
quality (Aldrich & Fiol, 1994). According to Tushman and Rosenkopf (1992), new technology is highly
uncertain in its nature: undeveloped markets follow unforeseen turns, hyped-up technologies vanish far
more often than they cause significant technological developments, and finally, technologies become
outdated extremely quickly. For these reasons, NTBFs bear more risk for the venture capital investors.
Moreover, investors face difficulties when evaluating a NTBF and its expected future value due to the
lack of factual evidence such as a performance track record, revenues, unverified market demand and
even unproven technologies (Hoenig & Henkel, 2014; Murray & Marriott, 1998; Penrose, 1959; Shane
& Stuart, 2002). This implies that, in the case of NTBFs, venture capital investors are typically cautious
and will often be reluctant to invest in the early stages. Therefore, due to the lack of experience and
factual evidence, nascent entrepreneurs may not be able to secure external funding. Hence, one of the
biggest challenges is to present the business to investors in such a way that they are willing to commit
venture capital to your company (Barry & Elmes, 1997; Cornelissen & Clarke, 2010; Lounsbury &
Glynn, 2001; O’Connor, 2002).
Thus, nascent entrepreneurs have to present their business in a credible way. However, this often
entails a severe problem regarding information asymmetry. Startups are the most informationally
opaque as a result of their lack of track record (Berger & Udell, 1998). For the investors to assess the
quality of the firm, the required information is often either unavailable, uneconomic to obtain or difficult
to interpret. Generally, the nascent entrepreneur possesses more information about the quality of the
firm than any external investor (Shane & Stuart, 2002). This information asymmetry can cause adverse
selection, moral hazard problems and over-optimism (Amit et al., 1990b; Arthurs & Busenitz, 2003;
Carpenter & Petersen, 2002; de Meza & Southey, 1996). “For example, the entrepreneur may attempt
to ‘oversell’ the merits and viability of the venture (…) in order to secure more favourable financing
terms (…)” (Arthurs & Busenitz, 2003, p. 147). This information asymmetry limits the ability of
investors to gauge the legitimacy of ventures (Pollack & Bosse, 2014), and therefore, investors will tend
to assume the worst-case scenario that would be in line with the observable information (Gompers &
Lerner, 2004). According to Leland and Pyle (1977), the problem of information asymmetry may,
eventually, even hinder the establishment of an investor/startup relationship.
In short, investors face difficulties in evaluating NTBFs due to uncertainty and information
asymmetry. Venture capital investors often have to rely on observable assets at the time of the
assessment, which are likely to be related to other, unobserved determinants of the startup’s quality
(Stuart et al., 1999). An important observable asset that reduces uncertainty and information asymmetry
is a prototype (Gupta & Maltz, 2015). Nevertheless, NTBFs often require substantial capital in order to
develop and assemble a prototype, while revenues cannot be expected until some time in the future.
Therefore, entrepreneurs have to come up with a different approach that reduces uncertainty and
information asymmetry in order to convince venture capital investors.
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2.4 Convincing venture capital investors
The literature discusses multiple strategies that nascent entrepreneurs use to secure venture capital. This
paragraph discusses two prominent approaches and justifies which one is used in this study. First, extant
literature involves a widely used approach regarding the uncertainty and information asymmetry in
venture capital financing which involves the legitimacy of the new venture. Legitimacy refers to “a
generalized perception or assumption that the actions of an entity are desirable, proper, or appropriate
within some socially constructed system of norms, beliefs, and definitions” (Suchman, 1995, p. 574).
Several studies have shown the importance of building legitimacy in order to secure resources (e.g.
Aldrich & Fiol, 1994; Lounsbury & Glynn, 2001). Most of these studies focused on how entrepreneurs
manage impressions when presenting information to investors (Gardner & Avolio, 1998). For instance,
Zimmerman and Zeitz (2002) discussed the strategy of manipulating and creating rules, norms and
values, and Lounsbury and Glynn (2001) discussed creating identities through ‘story-telling’. Alongside
these studies, the relevant studies on legitimacy and venture capital financing often almost involve social
or cultural strategies, such as the social capital theory that involves building on social relationships
(Shane & Cable, 2002) or persuasive communication strategies (Martens et al., 2007).
Secondly, in order to convincingly convey the value of your startup to potential investors, the
signaling theory is often referred to. The signaling theory (Spence, 1973) involves signallers who are
insiders (e.g. entrepreneurs) that have information about an individual, product (Kirmani & Rao, 2000),
or organization (Ross, 1977) that is not available to outsiders. Thus, according to the signaling theory,
insiders obtain information that is either negative or positive and especially important for the external
party. For instance, this can include specifics about the organization’s financials. Spence (1973)
indicated that insiders, in this study the entrepreneurs of NTBFs, intentionally communicate the positive
information, also called signals, in an attempt to convey favourable organizational traits to, for example,
venture capital investors. Sending quality signals can reduce uncertainty and information asymmetry
(Spence, 1973) and, in other words, can serve as indicators for unobservable characteristics that may
help with forming an opinion (Kirmani & Rao, 2000). Since investors face difficulties assessing the
quality of a NTBF and therefore have to rely on observable characteristics (Stuart et al., 1999), the
signaling theory can be applied well in the context of venture capital financing (Connelly et al., 2011).
Therefore, entrepreneurs invest in observable characteristics that they can use as signals to improve their
score on the investor’s criteria and consequently, affecting the investors’ intention to invest (Zott &
Huy, 2007).
Thus, compared to the approach regarding legitimacy, the signaling theory often involves other
observable assets instead of social or cultural factors. Prasad et al. (2000), for instance, examined the
proportion of the entrepreneur’s net worth invested in the new venture as a signal, or Audretsch et al.
(2012) researched the relevance of patents and prototypes while using the signaling theory. Venture
capital investors spend a considerable amount of time and effort on finding and assessing these kinds of
observable signals (Amit et al., 1990a; Hall & Hofer, 1993). In this study, the independent variable is a
non-binding contract with a customer (LOI) which is observable information of potential customers. As
mentioned, potential customers are related to market acceptability (Douglas & Shepherd, 2002) and is,
therefore, more of an economic strategy instead of a social or cultural strategy. Since LOIs are often
used by entrepreneurs in order to communicate information to investors (Bentinck, 2016), it is argued
that they can, in line with the theory of Spence (1973), act as signals. Therefore, the independent variable
is more in line with the signaling theory than it is with the prominent approaches used to increase the
legitimacy of a startup. Consequently, this study tries to examine how an LOI influences investors’
perception of different qualities of a startup, and thereby investigating what qualities are signalled by an
LOI.
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2.5 Letter of Intent as signal
A Letter of Intent is defined as “a document declaring the preliminary commitment of one party to do
business with another” (Bloomenthal, 2021). According to Macaulay (1963), contracts and contract law
are often thought necessary because commitments are to be honored in almost all situations. The LOI is
often used by the business community to create moral obligations (Knapp, 1969). However, the LOI
may be intended to be legally binding by incorporating specific conditions. When forming a contract,
the main concern is with outlining the respective performances required of the parties (Macaulay, 1963).
Thus, the fundamental aspects of a suggested business transaction are generally included in a LOI.
Usually, according to Lutter (1982), this involves the description of the object of the contract, and the
terms of performance, price, delivery and payment. This means that the content of an LOI can differ
substantially. Thus, several LOIs may be collected by a firm in which non-binding agreements have
been made with potential customers on, for example, the number of products the customer would like
to purchase and the corresponding price per product. Furthermore, the ventures’ LOI acts as a convenient
mechanism that excludes lawyers from the negotiation process until the final stages (Macaulay, 1963).
LOIs are commonly used to satisfy third parties, such as investors or lenders who want a written
assurance of the nearly established agreement before investing in or lending to a venture (Macaulay,
1963). Therefore, as argued in the previous section, LOIs may act as signals for venture capital investors
because they communicate information, which is either positive or negative, to an external party. How
exactly this signal affects the intention to invest is not yet investigated in the literature. Consequently,
this study argues if a LOI can act as signal to venture capital investors of the NTBF’s quality. In order
words, an attempt is made to prove that establishing LOIs with potential customers can have a beneficial
impact on securing funding.

2.6 Implications of Letters of Intent
Extensive research has been carried out on the criteria investors use in evaluating potential investments.
Tyebjee and Bruno (1984) elaborated on the first model of the process and became one of the most cited
articles in the literature of venture capital criteria. Alongside this study, several researches have tried to
identify the criteria used by VCs in different countries (Fried & Hisrich, 1994; Kakati, 2003; Kaplan &
Stromberg, 2003; Macmillan et al., 1985, 1987; Mishra, 2004; Shepherd & Zacharakis, 1999; Van
Deventer & Mlambo, 2008). These studies consistently show that especially the ability of the
entrepreneur, but also market characteristics, product characteristics and financial considerations are
relevant for investors in their decision to invest. Therefore, in this study, a distinction is made between
four types of quality that LOIs may signal, namely entrepreneurial quality, market quality, product
quality and financial quality.
Entrepreneurial quality
By forming a LOI, the customer makes a soft commitment to potentially purchasing your product or
service in the future. Therefore, a LOI indicates the potential customers of the new venture. In their
study, Eckhardt et al. (2006) concluded that evidence of potential customers provides investors with
positive information about the potential of the venture and, consequently, has a positive effect on the
intention to invest. The evidence of potential customers was measured through the initiation of
marketing efforts, regarding contact via informal or formal marketing activities. Thus, gathering LOIs
can be seen as a marketing related activity. However, it is not clear to what extent LOIs actually represent
sufficient marketing efforts for investors. As Douglas and Shepherd (2002) point out in their research,
there are also other forms of marketing to reach potential customers such as standard marketing surveys,
test experiments and customer clinics that can have a positive influence on investors. At such customer
clinics, users and customers are shown new products or services in real-life use, so that they can express
their opinion about the product in question. However, because NTBFs often do not have a prototype,
these companies cannot conduct test experiments or visit customer clinics. Hence, there is a limit to
these kinds of marketing practices that an NTBF can undertake, but LOIs are one of them. Yet, as
mentioned, it is not clear whether putting forward LOIs demonstrates sufficient marketing efforts or
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whether investors would like to see other activities related to reaching potential customers. Therefore,
this study argues to what extent LOIs signal initiated marketing efforts by the entrepreneur.
Besides the initiation of marketing efforts, other studies have indicated the relevance of the
entrepreneur’s ability to sustain an intense effort in securing venture capital (Macmillan et al., 1985;
Van Deventer & Mlambo, 2008). This means exactly what it says, namely that the entrepreneur is
persistent and thus can maintain an intense effort. The quantitative studies that draw this conclusion do
not discuss the kinds of effort involved. This study argues whether the collection of LOIs can provide
any evidence that the entrepreneur is persistent and can sustain an intense effort. This may be the case,
for example, if the entrepreneur can show that he has been actively trying to attract potential customers
for a certain amount of time, and therefore being able to show that he has obtained many LOIs during
this period. In addition, this study argues whether actively closing LOIs with customers may reflect the
entrepreneur’s urge to grow. In the extensive literature about venture capital investors, various studies
indicate that the entrepreneur’s urge to grow (Mishra, 2004) and for success (Bachher & Guild, 1996;
Van Deventer & Mlambo, 2008) is considered to be an important criterion in assessing a nascent
venture. In their study, Bachher and Guild (1996) distinguished between VCs and BAs and found that
the entrepreneurs’ commitment to success is labelled as a ‘key criterion’ for BAs and as ‘important
criterion’ for VCs. Thus, whether or not the entrepreneur is committed in this respect has a higher degree
of importance for BAs than for VCs. Therefore, in the case of LOIs signalling an entrepreneur’s
commitment to success, this may affect the BAs’ intention to invest even more than the intention of
VCs. Similar to the reasoning behind the criterion of sustaining intense effort, this research argues
whether establishing LOIs can signal to some extent that an entrepreneur is committed to grow and
achieve success.
Product quality
In addition to the above, this research also argues whether LOIs can signal qualities of the product in
question to investors. Much research has been carried out on investors' criteria, among which are the
product characteristics of the nascent venture. The findings of Van Deventer and Mlambo (2008)
supported those of Macmillan et al. (1987) who found market acceptance of the product to be one of the
most important criteria and an indication for success. In addition, Mishra (2004) concluded that, as a
rule, VCs will not invest in a business that has no clear indication of market acceptance for the product
at the time of investment, however technically advanced the product may be. Market acceptance is
defined as “a level of satisfaction with a product of service in a target market that merits continued or
increased supply of the product or service” (Doyle, 2016, p. 58). According to Sahlman (1990), sales
are a valid measure of the market acceptance of the new product or service because sales reflect the
customer’s willingness to purchase your product or service. Although NTBFs don’t have a sales track
record or product that could indicate the satisfaction in the market, the favourable results of potential
customers may reduce the risk associated with the market acceptability of the new product (Douglas &
Shepherd, 2002). Since LOIs indicate potential customers to some extent, it is argued if LOIs signal
market acceptability of the product.
Besides market acceptability of the product, other product characteristics such as the
patentability of the product, quality of the product (compared to competing products) and a functioning
prototype have been indicated as relevant for venture capital investors (Bachher & Guild, 1994;
MacMillan et al., 1985; Mishra, 2004). As mentioned, LOIs represent potential customers to a certain
extent. As there is no reason given in the literature to expect a relationship between potential customers
and the patentability of a product, this is not being examined. Moreover, NTBFs without a prototype are
being studied, so this product characteristic is also left out of consideration. However, it is argued
whether LOIs can signal quality of the venture offering. This product characteristic implies that the
product in question is superior to the competitor's product (Mishra, 2004). Van Deventer & Mlambo
(2008) examined this characteristic as a product that has a competitive advantage over competing
products. Since an LOI can show that a customer will potentially buy the product, it may also show that
this customer wants to get rid of his current product, the one from the competitor, due to specific
competitive advantages of the product. Therefore, this study argues if LOIs are able to signal quality of
competitive product advantage to some extent.
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Market quality
Furthermore, four important market characteristics of the nascent venture are the potential market size,
the growth potential of the market, the market need and the market accessibility (Mishra, 2004; Tyebjee
& Bruno, 1984; Van Deventer & Mlambo, 2008). In order to estimate the future value of a new firm,
venture capital investors judge the potential size of the concerned market and its long-term growth
prospects. This is done by examining the firm’s marketing plan and using help of an expert in the
particular subject, and consequently, trying to determine the market size, its potential and actual
customers, and competitive products (Mishra, 2004). Thus, investors investigate, among others, the
firm’s potential customers in order to judge the potential size and growth of the market. Usually, market
size is referred to as market demand, whereas market demand for a product or service is the total volume
bought by customers in the market (Kotler, 1984). However, several studies (e.g. Asplund & Sandin,
2003) estimated the market size not by actual sales, but by examining the latent demand for the product.
Thus, the not-directly observable demand is important for estimating the market size, for which the
number of potential customers could be a valid indicator. Therefore, it is argued to what extent LOIs
can signal the existing market size of the nascent venture. Besides, the growth potential of the market
refers to the limit which is approached by market demand as industry marketing effort goes to infinity
(Kotler, 1984). Thus, the potential market growth is about the potential for growth of the concerned
market size. Since investors also judge the potential growth by looking at potential customers (Mishra,
2004), this paper argues if LOIs are able to indicate the potential growth of the market to some extent.
In addition, this study argues whether LOIs can signal market need and market accessibility.
The existing quantitative studies on the criteria of venture capital investors indicate the importance of
whether there is a need in the market for the product or service (Bachher & Guild, 1994; Van Deventer
& Mlambo, 2008). Thus, customers think they know what they need, and the nascent ventures should
supply them with it. However, often customers do not know best what they really need and the ventures
should find out what they really need (Ottosson, 2004). As LOIs indicate potential customers, and
therefore also potential sales, they might show investors that customers want the product because it
satisfies their need. Therefore, it is argued to what extent LOIs signal the satisfaction of a market need.
Furthermore, market accessibility is defined as “the ability of an individual to benefit from a set of
opportunities or activities at a destination” (Yang et al., 2016, p. 40). This market accessibility is
determined by the number of opportunities at a place and the cost of realizing those opportunities, which
is constructed by various spatial factors (Hanink & Stutts, 2002). Moreover, Kakati (2003) subdivided
market acceptability into whether there was already an established distribution channel and whether the
high-tech venture had access to this. Since LOIs may include specifications about the delivery of the
product (Lutter, 1982), this study argues to what extent LOIs signal the market accessibility.
Financial quality
Finally, this study argues whether LOIs are able to signal financial qualities of NTBFs. In the assessment
of new ventures, investors emphasize the importance of financial information, and especially projections
(Manigart et al., 1997). Rather than gaining steady dividend or interest yield, investors expect a
substantial capital profit (Wilson, 1985). The extant literature has indicated the importance of several
financial qualities in venture capital financing. The two most valuable financial qualities are whether
venture can easily be made liquid (e.g. going public or acquisition), and the expected rate of return on
investment (Bachher & Guild, 1994; MacMillan et al., 1985; Mishra, 2004). Although this paper doesn’t
expect LOIs to affect the investors’ perception of the firm’s liquidity, it is argued to what extent LOIs
can indicate the expected return on investment (ROI). The ROI is simply calculated by dividing the
profit earned on an investment by the cost of that investment (Fernando, n.d.). Since LOIs can include
specifications about the price, delivery, payment and quantity, they can show potential turnover and
consequently, potential profit. Therefore, it is argued to what extent LOIs can indicate the expected
profit and therewith, the expected ROI.
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2.7 Conceptual model
In summary, the literature suggests that evidence from potential customers can positively influence
securing venture capital because it can signal the potential of a company (Eckhardt et al., 2006).
Consequently, it is expected that an LOI can also positively influence the intention of investors.
However, there is no research that examines how an LOI can influence the discussed underlying
mechanisms and thereby also the intention of investors to invest in NTBFs without a prototype. Since it
is not yet known how these constructs relate to each other and why, this research tries to develop
propositions for further research on the influence of LOIs and the unknown underlying mechanisms on
investors' intention to invest within the limits of new technology-based firms. Based on the current
literature, it investigates how LOIs can influence investors' perceptions of various important qualities of
new technology-based firms and consequently their intention to invest (Figure 1). With this knowledge,
entrepreneurs come one step closer to generating funding and in turn escaping from the catch-22.

Figure 1. Conceptual model.
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Chapter 3. Methodology
This chapter elaborates on the method used in this study of letters of intent and its influence on venture
capital financing. First, the type of research and the research method are being explained. Second, the
operationalization of the concerned constructs is presented. Then, the case selection is discussed,
followed by the sources of data and its analysis. Finally, the research ethics are addressed.

3.1 Research method
The purpose of this study is to act on the literature-gap by conducting a qualitative research on how
letters of intent influence the investors’ intention to invest in a NTBF without proof of prototype yet.
The extant, inadequate literature indicates that there is positive influence of the evidence of potential
customers on the venture capital investors (Eckhardt et al., 2006). However, it is merely investigated
whether it has a positive influence at all, and not how exactly it affects the investors. Therefore, this
study conducts a qualitative research. Qualitative research aims to highlight the perspectives of the
respondents and to “illuminate the subjective meaning, actions and context of those being researched”
(Popay et al., 1998, p. 345). According to Creswell (1994), qualitative research enables the researcher
to develop a level of detail from high involvement in the actual experiences. Thus, by conducting a
qualitative research, a social phenomenon is examined from the respondent’s viewpoint. Consequently,
this study investigates how LOIs affect venture capital investors by describing, explaining, and
interpreting collected data of the investors’ perspectives and experiences on LOIs.
There are different types of research design that use qualitative research techniques to tackle the
research question. In this study, an exploratory multiple case study is used as research design. (Creswell,
2003) defines a case study as “researcher explores in depth a program, an event, an activity, a process,
or one or more individuals”. Moreover, Leedy and Ormrod (2010) indicate that case studies attempt to
learn “more about a little known or poorly understood situation” (p. 149). As mentioned, the influence
of potential customers on venture capital financing has been researched to a limited extent. Furthermore,
there has been no research at all into the influence of an LOI, and thus also not into the mechanisms that
underlie its effects in the context of acquiring venture capital. Because the literature lacks data on the
underlying mechanisms that underlie this relationship, this study uses a multiple case study to explore
in depth the influence of LOIs on several investors. Besides, according to Yin (2014), a case study
provides the best fit when examining a complex phenomenon due to its ability to focus on a case and
keep a complete and real-world perspective at the same time. Since the purpose of this study is to
understand a complex phenomenon in order to contribute to the current literature, the case study is the
most appropriate research design.

3.2 Operationalisation
According to Yin (2014), it is especially challenging to ensure construct validity in case study research.
This becomes even more difficult if no qualitative research has been carried out on the subject.
Therefore, the constructs are derived from quantitative research on this subject in order to be able to
measure and relate them to the purpose of this study. This is done by measuring the impact of Letters of
Intent as an objective verifiable indicator on the investors’ intention to invest (Eckhardt et al., 2006). In
addition, investor intent was measured as the motivation or conscious plan of BAs and VCs to invest in
an NTBF that does not yet have a prototype (Eagly & Chaiken, 1993). In the operationalization table
below (Table 2), the constructs are operationalized through dimensions and indicators. The dimensions
and indicators are explained in the next section and, furthermore, the questionnaire involves all of them.
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Construct

Investors’ intention to invest

Dimensions

Letter of Intent

Indicators

Never/definitely make a
conscious plan to invest in the
startup
High/low probability of investing
in the startup
High/low investment interest in
the startup
Description of object of the
contract
Terms of price

Source

Based on Dodds et al.,
1991; Spears & Singh,
2004)

Lutter, M., 1982

Terms of payment
Terms of delivery
Terms of performance
Investors’ perception of the
firm’s quality

Entrepreneurial quality

Initiated marketing efforts
Capable of sustain intense effort

Eckhardt et al., 2006;
Mishra, 2004; Van Deventer
& Mlambo, 2008

Urge to grow
Product quality

Market acceptance of the product

Market quality

Competitive advantage over
competing products
Market size

MacMillan et al., 1987;
Mishra, 2004; Van Deventer
& Mlambo, 2008
Tyebjee & Bruno, 1984

Market growth potential
Market need
Market accessibility
Financial quality

Return on investment

Bachher & Guild, 1994;
MacMillan et al., 1985;
Mishra, 2004

Business Angel

Leach & Melicher, 2011

Control variables
Type of investor

Venture Capitalist
Other quality signals

Patents / Certifications
Social relationships with highstatus third parties
Persuasive communication
strategies
Track record of the entrepreneur

Based on Hoenig & Henkel,
2014; Martens et al., 2007;
Shane & Cable, 2002

Table 2. Operationalization table
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Investors’ intention to invest
In order to measure the investors’ intention to invest in a NTBF without proof of prototype yet, this
study combined and modified two different measurement scales developed by Spears and Singh (2004)
and Dodds et al. (1991). In their study, Spears and Singh (2004), developed a measurement scale of
purchase intentions and Dodds et al. (1991) developed a scale for the willingness to buy. The intention
of the concerned investors is measured by three items; whether the investors would never or definitely
make a conscious plan to invest in the NTBF, whether there is a high or low probability that the investor
will invest in the NTBF, and whether the investor has a high or low interest in investing in the NTBF.
Letter of Intent
As mentioned in chapter two, an LOI can include different fundamental aspects for the potential business
transaction. In this study, an LOI differs in five aspects as described by Lutter (1982). First of all, each
LOI has its description of the object of the contract. This refers to a description of the good or service
being offered to the potential customer. The second aspect is about the terms of the price. This refers to
the price that the potential customers are willing to pay if certain conditions are met. The third aspect is
about the terms of payment. This refers to the actual method of payment, that is when and on what terms
the products or services are paid for. The fourth aspect is about the terms of delivery. This refers to the
way the products or services are delivered and distributed to the potential customer. Finally, the fifth
aspect is about the terms of performance. This points to agreements on the functioning of the product or
service. For example, certain product specifications are given in the Letter of Intent.
Expected underlying mechanisms
Besides the LOI itself, chapter two elaborated on different underlying mechanisms that are expected to
mediate the relation between the LOI and the investors’ intention to invest in a NTBF. This study
distinguishes between four underlying mechanisms.
The first mechanism is the perception of entrepreneurial quality by investors related to the
entrepreneur of the NTBF. This is measured by first asking the investors’ opinion about the importance
of certain entrepreneurial qualities, like the initiation of marketing efforts (Eckhardt et al., 2006),
sustaining an intense effort and the urge to grow (Mishra, 2004; Van Deventer & Mlambo, 2008).
Subsequently, the investors’ experience and opinion about the role of LOIs in assessing these qualities
of the entrepreneur is discussed.
The second mechanism is the perception of the quality of the concerned product by investors.
This is measured by asking the investors about the importance of certain product qualities, such as a
demonstrated market acceptance and a competitive advantage (MacMillan et al., 1987; Mishra, 2004;
Van Deventer & Mlambo, 2008). Thereafter, the impact of LOIs on the perception of the product
qualities is discussed with the investors.
The third mechanism is the perception of the market quality by investors related to the NTBF’s
market. This is measured by asking the investors’ opinion about the importance of the four market
characteristics discussed by Tyebjee and Bruno (1984): market size, market growth potential, market
need and market accessibility. The role of LOIs and their effect on the perception of these market
qualities is then examined with the investors.
The fourth and final mechanism is the perception of the financial quality by investors related to
the NTBF. This is measured by asking investors about the importance of the return on investment
(Bachher & Guild, 1994; Mishra, 2004) and about the extent that LOIs can influence the perception and
the assessment of this financial quality.
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Control variables
Based on the extant literature, this study incorporates two control variables that may moderate the
relation between LOIs and the investors’ intention to invest. The first control variable is about the type
of investor that assesses the nascent venture. Leach and Melicher (2011), like many others, make a
distinction between Business Angels and Venture Capitalists. As mentioned in chapter two, there are
some differences between the two, for example market risk being more important to VCs. This concept
is measured by analyzing the similarities and differences between the two types of investors.
The second control variable is about other quality signals used by the entrepreneur to secure
venture capital. This is measured by asking the investors about whether the following quality signals, if
used by the entrepreneur of the concerned NTBF, may influence the relation between LOIs and the
intention to invest: patents and/or other certifications, relationships with high-status third parties,
persuasive communication strategies, and a track-record of the entrepreneur (Hoenig & Henkel, 2014;
Martens et al., 2007; Shane & Cable, 2002).

3.3 Case and informant selection
In this study, four cases were studied that represented four different new technology-based firms that
have tried to secure venture capital with or without LOIs. It was not a requirement for new technologybased firms to have used LOIs when approaching the concerned investor. If LOIs were not used, this
could actually provide insight into how it had affected investors' perception of the new technology-based
firm if LOIs were used. However, what exactly is meant by new technology-based firms? According to
Storey and Tether (1998, p. 934), the firm Arthur D. Little Group created and defined the term new
technology-based firms as “an independently owned business established for not more than 25 years
and based on the exploitation of an invention or technological innovation which implies substantial
risks”. A broader definition would involve all new firms operating in high technology sectors (Storey &
Tether, 1998). In addition, Avnimelech and Teubal (2006), described high-tech startups as young
companies whose main activity is R&D up to the initial sales stage. However, because these descriptions
do not entirely match the purpose of this study, a recent definition by (Versteegen, 2020) is used. He
defined a new technology-based firm as a firm “that delivers new technology products or services or,
on the other hand, provides existing technology products or services in new ways, but without proof of
prototype yet, which implies substantial technological risks” (Versteegen, 2020, p. 18).
The NTBFs were selected in consultation with the studied venture capital investors on
the following criteria so that the cases fit the purpose of this study: a) it delivers new technology products
or services; or b) it provides existing technology products and services in new ways; c) and without
proof of prototype or proven technology yet (Table 3). Since the researcher was aware that one NTBF
has approached several informants included in this study, the informants were first asked if this case
met the criteria to study a case that has approached multiple investors. If this startup did not meet the
criteria at the time of the investment decision, the informants were asked to recommend another case
that did meet the criteria. All the four NTBFs are relatively young, that is between two and six years.
Furthermore, all the cases focused on similar markets, namely the business-to-business market. While
the cases aimed at different industries, they all aimed at a high-tech product. Comparing the four NTBFs
provided insights into external factors that possibly influence the impact of an LOI. This study maintains
replication logic by using theoretical sampling rather than random selection and consequently enhancing
the adequacy (Rice & Ezzy, 1999; Yin, 2014). That is, the NTBFs are selected to ensure that the
informants in the sample had some knowledge of the use and effects of LOIs used by NTBFs in the
process of securing venture capital, while also allowing for variation in the type of investor. This refers
to the literature that indicates that there is a difference between BAs and VCs in assessing startups in
the funding process, which may imply a difference in the impact of an LOI on the investors’ intention.
As a result, this improves the appropriateness of sampling and adequacy of information generated,
because it helps to ensure that more than one perspective on the issue is represented and therewith,
challenging the researcher’s own views (Kuzel, 1992).
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Furthermore, the informants were either selected within the researcher’s network or the network
of participating informants. The investors studied are based in the Netherlands. Moreover, considering
the relevance of addressing the research question, two criteria for selecting the investors were
established, namely that the investors should 1) have experience with investing in NTBFs and 2) have
experience with LOIs in the funding process of NTBFs. This was checked in advance by asking the
investors before arrangements were made to conduct interviews. Besides, the informants were in a
position that provided them with a clear overview and enough knowledge of the startups and their
attempt to secure venture capital. Consequently, the interviews were conducted with three BAs and five
VCs who invest in NTBFs are being studied to enhance the completeness of collected information
(Kuzel, 1992). By investigating more than one type of investor, data from multiple cases is generated in
relation to the research question. In comparison with a single case-study, the information collected from
a multiple-case design is believed to be more persuasive, if the cases are selected with replication logic
in mind (Yin, 2014). As a result, the overall study is more robust (Herriott & Firestone, 1983; Yin,
2014).
It is also important to mention that three informants were interviewed who only have experience
with startups that already have a prototype. Two of them, VC4 and VC5, invest from a later phase than
the phase of a startup without a prototype, called the pre-seed phase (for a visualisation of the different
investment phases, see figure 2). Including these informants was not the intention beforehand, but due
to time constraints and the difficulty of finding informants who can and want to free up time, they were
included anyway. Although this does not fit entirely with the purpose of this research, these informants
were asked why they do not invest in a startup without a prototype and whether this might be possible
under certain conditions. The other informant, BA2, does invest in pre-seed startups, but only in software
related startups that often already have a prototype because it is cheaper than for hardware related
startups. The researcher only found this out during the interview. Although less relevant to the research
question, these contrasts between the informants have been used to identify differences and similarities
in the data.

Table 3. Case selection and interview characteristics
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Figure 2. Visualisation of the different investment rounds.
Note. Adopted from “Startup Funding 101: investment rounds and sources” by C. Diamandi, (n.d.), MintyMint Blog.
(https://mintymint.net/blog/business/startup-funding-101-investment-rounds-and-sources/)

3.4 Data collection
To address the research question, data is collected through interviews and documents to increase the
convergence of data into a holistic understanding. That allows the triangulation of methods, which
implies generating information from various sources, the different aspects of situations and experiences
will be illuminated. Consequently, the quality of the data improves (Popay et al., 1998) and therefore
the findings of this study will be more accurate and conclusive (Patton, 2014). In addition, triangulation
of methods enhances the construct validity and the reliable justification of the claims that emerge from
this study (Eisenhardt, 1989).
As the first technique, this study conducts eight in-depth interviews with three business angels
and five venture capitalists to collect data from multiple perspectives. Using qualitative research
interviews, it is possible to uncover participants’ opinions about their lives, as reflected in their stories
(Rice & Ezzy, 1999). Therefore, this study is able to gain insight into their experiences and perspectives
of the use of LOIs in the process of securing venture capital. The interviews are semi-structured, which
involves an interview guide (Appendix A) that is focused, yet flexible and conversational (Minichiello,
1990) to enable a more precise exploration of the concerned topic. That is, because semi-structured
interviews contain prepared questions with an open character which ensures that the participants can
answer in their own words and are not forced into a fixed response structure (Bleijenbergh, 2013). This
is of importance because it allows respondents to express their experiences and interpretations about
LOIs in the process of securing funding. The interview guide contains both the main concepts in this
study and other possibly relevant aspects. The first part (I) consisted of questions aimed at gaining more
background information on the informant and to find out if they invested in the startup. This first part
also focuses on how the informants build their intention to invest and what role the entrepreneur, on the
one hand, and the product and market, on the other, play in this. The second part (II) consisted of
questions aimed at gaining more insight into how important the included indicators from this study are
in shaping their intention to invest, and how an LOI might affect their perception of these indicators.
Furthermore, there were questions focusing on the control variables and whether they have an impact
on the relationship between an LOI and their intention. Each participant was asked to give permission
to record the interview so that the interviews could be transcribed. These recordings were deleted once
transcribed.
The second technique is the content analysis, which helped to validate and complete the
collected data from the interviews (Eisenhardt, 1989; Yin, 2014). This study used other publicly
available documents and publications to describe the cases and informants and to support and compare
it with the interview data, which results in a more objective measure of the constructs (Yin, 2014).
However, due to content and privacy restrictions, these documents were not added to the appendix.
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3.5 Data analysis
To analyse the data, the transcribed interviews were coded using a method called the accounting-scheme
guided coding (Miles & Huberman, 1994). This method ensures that in addition to expected findings,
unexpected findings can also be identified. This is the result of using both general, preconceived codes
and more specific codes developed from the data obtained. Moreover, the method ensures that there is
no excess of codes, and it saves the researcher from the misconception that things are more patterned
than they really are (Miles & Huberman, 1994). The coding of the data was facilitated by the means of
computer aided qualitative data analysis software ATLAS.ti.
The preconceived codes are derived from the relevant literature about the concerned topic and
are subsequently discussed in the operationalization paragraph (Yin, 2014). These codes are divided
into constructs, dimensions, and indicators which are used in the first coding attempt (Appendix B).
Also, new codes were inductively derived from the transcripts, which were used in several rounds of
coding until no relevant new codes could be developed. This resulted in a list of 154 codes (Appendix
C).
The analysis is an attempt to review, summarize and interpret data to describe and explain the
influence of LOIs on the investors’ intention to invest in a NTBF without proof of prototype. The
analytical procedure is supported by the pattern-matching technique. This technique aims to establish
patterns and connections among elements of data, and subsequently, compares it to the predicted pattern
in theory (Yin, 2014). Thus, the analysis involves progressively exploring, comparing, and contrasting
different parts of the data to develop propositions for further research. Consequently, a more refined
understanding of the subject in question is developed that can be used to form a theory that fits the data
and answers the research question while giving direction for future research (Eisenhardt, 1989; Miles &
Huberman, 1994).

3.6 Research Ethics
Another important thing to discuss is research ethics. This research respects the participants in different
ways. Initially, all participants were asked for permission, both to conduct the interviews and to record
them. This included a clear explanation of what the research entailed and what the participants could
expect. In this way, it was established that the participants wanted to participate voluntarily. Secondly,
the current crisis surrounding the Covid-19 virus was taken into account by conducting the interviews
digitally instead of face-to-face. Third, fictitious names were used to protect the anonymity and
confidentiality of the participants. Moreover, the interview recordings were deleted after the
transcription and finally, participants were also given the right to withdraw at any time during the
research process.
As for recording the interviews, two interviews were recorded with a phone call recorder
software called TapeACall. This was used because the researcher had to speak to a few informants over
the phone and a way of recording this had to be found. These recordings were of course immediately
deleted after transcribing. Both informants approved of the researcher using this app and of the
conversations being saved. Besides the fact that TapeACall indicates that they don’t share the recordings
with third parties, it is, however, not clear for how long this software stores the conversations and how
this is secured, and thus this was not explicitly told to the informants as well. This is a point of attention
regarding the confidentiality of the two interviews.
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Chapter 4. Results
This chapter discusses the results of the analysis and is set out as follows. The first paragraph is about a
general context of the results. Thereafter, it elaborates on how investors form their intention to invest in
the new technology-based firms. Then, the influence of Letters of Intent on the investors’ perception of
the NTBFs qualities is discussed to gain a better understanding of these underlying mechanisms. This
is followed by relevant other findings and finally the identified propositions are visualized in a new
conceptual model.

4.1 General context of the results

The analysis was done on the information collected from eight investors, including both business angels
and venture capitalists, regarding four new technology-based firms. Of these four startups, two operate
in the same industry, namely in the energy sector. The other two operate in the Retail/Industry and the
Logistics sector, as depicted in Table 3. All the new technology-based firms focused on B2B customers
and are relatively young; they have been in existence for between two and six years. As for the investors,
they were in a high position in the investment company that provided them with credible knowledge
with regard to this study. The position differs from investor to investor. They also all have several years
of experience, but again some are more experienced than others, as shown in Table 3. Finally, the focus
of the investors and their companies is generally on the same phases, with the exception of a few, as
mentioned in chapter three, who do not deal with the pre-seed phase, which is the phase of a startup
without a prototype. As will be discussed in this chapter, the results did not differ significantly in the
context of this information, which is set out in Table 3. Therefore, it indicates that the results are not
subject to any other effects, like investor experience or industry effects, for example.

4.2 Investors building their intention to invest in new technology-based firms

In Table 4 the results of this paragraph are summarized and visualized by indicating if the investors have
built up a strong intention to invest in the respective startups. Furthermore, it is indicated whether the
entrepreneur(s) of the startup and the concerned product, market and financial picture play an important
role in building up this intention.

Table 4. Overview of the case results regarding the intention to invest in the startups.

When an investor has finally invested in the respective startup, it is noted as having developed a strong
intention. When no investment has been made, it is noted as a weak intention. All investment decisions
of the cases have already been made; thus, the informants have already formed their definite intention
to invest or not invest in the startup. There is no further information available that reflects the intention
of the informants at the time of the investment decision. However, how did the investors form their
intention to invest? All venture capitalists, except for VC1, and all business angels indicate that they
built their intention to invest in new technology-based firms based on both the entrepreneur(s) of the
startups and the technology, market opportunities and financial picture. However, the importance
investors and their investment companies attach to the entrepreneur on the one hand and to the product,
market and financial picture on the other hand differs. What emerges from the cases is that the majority
of venture capitalists value the product and market more than the entrepreneur(s) in their conscious plan
to invest in the startups. For example, VC3 indicates that he certainly had the intention to invest in
MagicBean and eventually did so, but that the entrepreneur plays a less important role in this decision
than most think. The reason for this is that, as VenCom3, they are involved in several phases of
MagicBean, and each phase requires different qualities in the entrepreneur and therefore they are in
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favour of changing the team, as exemplified below. Moreover, in the case of LetsTech, VC1 indicated
that even though he had no intention of investing in this startup, they do not look at the person at all in
such an early stage as LetsTech without a product and customer, also called the pre-seed stage, for the
same reason as VC3. This is in line with Fiet's (1995a, 1995b) suggestion that VCs are more concerned
with market risk, because VCs have learned how to protect themselves from agency risk by being able
to replace an entrepreneur.
“The entrepreneurs are of course very important, the formation of the team, but we also believe in
the change of the team as the phases change.” … “Very simply put, an entrepreneur is not a
manager.”
VC3, Co-founder, VenCom 3, MagicBean case
"We do not consider this at all ... No, we think in the founding stage there is often not a full team yet,
so we think we can create that by providing more money.”
VC1, General Partner, VenCom 1, LetsTech case
However, both VC4 and VC5 did mention that when building their intention to invest in a startup like
LetsTech, the entrepreneurs are just as or even more important than the product and the market, and
were less enthusiastic about changing the team as described in the quote below. That is because changing
the team involves costs and unexpected difficulties. A difference between these investors, VC4 and
VC5, and the investors who indicated that the entrepreneur(s) played a less important role in their
intention to invest, is that both VC4 and VC5 only invest from the seed phase onwards. This is a later
phase than the pre-seed stage, in which there is always a prototype or a minimal viable product. This
difference in funding stages might be one of the reasons for the different opinions, but due to a lack of
information, no statement can be made on this.
“Yes, one of the most important points. I think number one. Well closely followed by is it a global
market, and third for us is how unique is it ... Because in order to replace such a team, you need at
least another year. First you have to convince the team that 'this is your baby; I'm going to take it
away from you. We would rather see another CEO.’ Now those are very complicated discussions,
and you just have to find someone who wants to replace a founder like that.”
VC4, Partner, VenCom 4, LetsTech case
On the other hand, all the business angels indicate that the entrepreneur is extremely important in their
intention to invest in the new technology-based firm, especially in the earlier stages of new technologybased firms according to BA1 and BA2. In the case of SuperGreen, BA1 formed a strong intention to
invest and eventually did so. He emphasized the importance of the entrepreneur in building his intention
to invest in SuperGreen, which was in the pre-seed phase, as described below. Thus, while there has just
been speculation that for VCs in the pre-seed phase the entrepreneur may be less important in the
intention to invest, BA1 indicates here that for him the entrepreneur actually becomes more important
in the pre-seed phase.
“Yes, it is actually very important. Especially in this case, if there is no prototype, it is even more
important ... Look at things that are developed at universities, you could say there are already
prototypes of that material or the machines that are being developed. So, then you often have to look
for an entrepreneur for the finding, for the product, or the company that the professor has in mind.
But if that is not the case, as in the case of SuperGreen, then it is really just a guy who is an
entrepreneur and has a good idea and starts working on it.”
BA1, Private Investor, AngCom 1, SuperGreen case
Besides the entrepreneur and the team, in almost all cases the investors also acknowledged the
importance of the product, the market and the financial picture in their intention to invest in the startups.
That is, the investors want to understand the existing problem that needs to be solved and need
confidence in the concerned technology and market. For instance, in the case of LetsTech, VC1 explains
that he did not have a strong intention to invest in LetsTech due to the lack of good patents, even though
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he found the idea interesting. In addition, BA3 built a strong intention to invest in WaterBoost and
mentioned among others the importance of the pitch deck, and VC3 built a strong intention to invest in
MagicBean and mentioned the importance of potential customers. Thus, forming a strong intention to
invest in the startup almost always requires a combination of both a positive image of the entrepreneur
and of the product and the market.
“The most important are the technological patents, the technology and the target market. So, we are
really going to investigate whether we see a market, so to speak.”
VC1, General Partner, VenCom 1, LetsTech case
“Together with our first suspects or expected customers, we end up building the solution and
eventually that creates the feedback loop you need to get to a proper end product.”
VC3, Co-founder, VenCom 3, MagicBean case
“The pitch deck, among other things, is very important to us, because you see a lot of information
coming in, and we would like to see it presented in a certain way. And of course, it's not just about
the idea and the opportunities, and the financial picture and valuation, but also very much about the
entrepreneur and actually the business.”
BA3, Private investor, AngCom 3, WaterBoost case
If the investors build a strong intention to invest in the new ventures, and subsequently decide to invest,
a process of cooperation begins to support the startup. While some investors have formulated a complete
step-by-step plan in advance, others want to let the entrepreneur loose and support him where necessary.
“No, don't walk with them, guide them. We have embraced a certain process and we have described
it in detail. So, we have actually developed a 72-step Venture Development programme. And through
those 72 steps we continue to invest.”
VC3, Co-founder, VenCom 3, MagicBean case
“The entrepreneur must be able to do his own thing. And I facilitate him by means of money and also
advice. I do advise him that he should get a CTO, or a COO or a CFO.”
BA1, Private Investor, AngCom 1, SuperGreen case
However, what can the entrepreneurs do to appeal to the investors’ intention and thus have a better
chance among investors? To gain a better understanding of this, this study examines how Letters of
Intent may impact investors’ perception of four different qualities of new technology-based firms, and
thereby also their intention to invest in these firms.
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4.3 Letter of Intent and the underlying mechanism: investors’ perception of the
firm’s quality
This section first discusses some general statements on the Letters of Intent. Thereafter, it discusses
whether an LOI may have a direct influence on the investors’ intention to invest. Subsequently, this
section elaborates on how these contracts affect the underlying mechanisms (Table 5). Of the startups
in question, almost none of them used a Letter of Intent at the time they went to the investor. VC2 did
think that LetsTech "has undoubtedly been fencing letters from customers” but was not sure about this
because it was a long time ago.

Table 5. Overview of the case results regarding the underlying mechanisms and control factors.

Nevertheless, the investors do have a lot of experience with these non-binding contracts. For example,
in the case of MagicBean, VC3 explains that MagicBean did not have Letters of Intent at the time they
went to VenCom 3, which was in the pre-seed stage, but from there VenCom 3 collects LOIs together
with this startup to look for a solution that solves the problem in question. In addition, in the case of
LetsTech, VC1 also advised them to use LOIs and show them to investors, despite not investing.
“No, not at the beginning of course, because we just went in to solve the problem and on the basis
of solving the problem you start looking at different scenarios, different solutions. And eventually,
with the Letters of Intent from customers, we took the next step and with those customers, who wrote
a Letter of Intent, we started looking for the solution. And we built a product on that.”
- VC3, Co-founder, VenCom 3, MagicBean case
“Well, we also help to collect them, so to speak ... That is, by the way, what I also whispered to the
gentlemen themselves: start working with LOIs and show them to your investors.”
VC1, General Partner, VenCom 1, LetsTech case
Moreover, some investors indicate that it might be quite difficult for entrepreneurs of pre-seed stage
firms to obtain commitment from customers in such an LOI. To illustrate this, a quote of VC1 is given
who talked about how they would still contact potential customers and, as mentioned above, help the
startup to collect LOIs for the next investment round, which is the seed stage. This quote suggests that
the influence of LOIs varies by investment stage.
“In that very early phase, customers are often not yet prepared to sign a Letter of Intent … We do
focus a lot on those customers, so we often sit down with potential customers. That is different from
an autograph, but it is very important to us. Because if no customer says, 'I'd like this', we'll give
up, so to speak. So that's extremely important. What is often the case is that the round after us,
which is also often pre-revenue, is when you really need those LOIs.”
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VC1, General Partner, VenCom 1, LetsTech case

The initial experiences and interpretations about LOIs that emerged differ from investor to investor. In
line with the quotation above in which VC1 mentioned the importance of a potential customer showing
interest in the product, some of the informants also had an initial positive view on these contracts. In the
case of WaterBoost, BA3 indicated that there were no LOIs involved before he decided to invest, and
that this was missing, as explained below. Furthermore, VC3 even indicated that, after deciding to invest
in MagicBean based on their idea and team, VenCom 3 invests more capital if they, together with the
startup, acquire an LOI.
“We think that is important because it indicates that there are partners who have a strong interest
in the service, or the market, or the opportunity, or the product. I do know that WaterBoost is working
with a renowned party … to do a pilot project. So, I know that a Letter of Intent on that collaboration
is forthcoming, and I think it will be, but I'm also trying to find out what that means financially in
terms of investments to do a joint project like that. And that was actually when we had already made
the investment, so that was actually something that was missing. So yes, I personally find that very
important. If it's not there, then you start asking yourself what does that mean? Who is interested?
And yes, sometimes this can be in partnerships with universities or other companies, and yes, you
often see a joint project with a Letter of Intent, that sort of thing. So that is the direction we are
looking in.”
BA3, Private Investor, AngCom 3, WaterBoost case
“We have what we call a metered funding approach, so the moment we have a team, we invest 50,000
euros. The moment they have a Letter of Intent we invest 150,000 euros. By the time they have made
the first product, the minimal viable product, we invest 500,000 euros. And if they show growth, one
and a half million. And not with a story, but real demonstrable data points. No bullshit.”
VC3, Co-founder, VenCom 3, MagicBean case
However, all investors did indicate that it will only have a positive impact if the Letter of Intent meets
certain requirements. For example, preferably the contract must be made concrete by stating a price, a
quantity of products, and specifications of the product. Moreover, most investors also mentioned the
importance of the authority, which refers to the position of the signatory in the potential customer
business. The higher this position, the more trustworthy it is. Besides, as illustrated below, BA3 also
highlights the importance of the description of the objective of the contract and the tone of such an LOI.
“What we do look at is who says this. Hey, is that an authority from another company, or is that a
director, or is that someone from middle management or an employee involved in a project in
execution. So, the higher the authority, the more positive and trustworthy it is … The tone of such a
letter also makes a difference. Is it like 'well, we think this is interesting' but doesn't really radiate a
certain enthusiasm or doesn't make a connection to the party that signs it, in terms of activities. That
is also important ... Why does it work for that customer or that party to go into business with the
party we are investing in?”
BA3, Private Investor, AngCom 3, WaterBoost case
On the other hand, and in line with the finding that the positive experiences come when the LOIs are
made concrete, the more critical and negative experiences arise because the LOIs are never specific
enough. As a result, these LOIs didn’t have much evidential value towards some investors.
“Letter of Intent doesn't mean that much to me, because of course it's very non-committal, isn't it?
... I've had to deal with it a few times, but then I think, well, when I still worked for Shell, I could
have written this too, you know? The only thing it shows is that you have spoken to someone from
that company, but who is this someone, and is he indeed capable of making purchases in the end. Or
is that a casual acquaintance or something? So, you see a lot of startups with logos of large
companies saying we have spoken with them and they are all interested, but what it exactly means,
you know. They can get away with it so easily. And often you see that large companies, no one wants
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to be the asshole, they all want to help startups. So, they might easily write a Letter of Intent if they
know they can't be held to it anyway.”
BA1, Private Investor, AngCom 1, SuperGreen case
“I always feel that it never contains anything concrete. So preferably you have an LOI that says 'if
this and this and this, so if the entrepreneur gets this product done and these are the specs and that
works, then I'm going to buy ten a year. Ten machines a year', for example. But you rarely see that.
Nobody really commits, nobody wants to commit in advance.”
VC4, Partner, VenCom 4, LetsTech case
Thus, it seems that the concreteness of LOIs and the authority that signs the LOI are factors that
influence the relationship between LOIs and investors' intention to invest. An LOI that is not concrete
and thus contains little information except a sign of interest, and/or if signed by someone who can’t say
anything about purchasing the product, is referred to as a bare LOI in this research. Whenever the LOIs
are bare rather than concrete, this can entail a degree of uncertainty about the value and credibility of
the LOI, as well as a degree of information asymmetry regarding the process of closing the LOI. The
uncertainty here refers to the fact that anything can happen in the meantime, even if an LOI has been
signed. BA1, who used to be a successful entrepreneur, emphasises this through an interesting anecdote
in which he tells of his own experience as an entrepreneur in which a party approached him saying that
they wanted to buy the product, but as time went on, they had already gone back to a competitor. The
information asymmetry refers to the fact that the investors do not know what the relationship is between
the entrepreneur and the party that signs the LOI, and what this has meant for the endorsement of that
LOI, as described by VC4.
“It is not even that we got it as a favour or that we initiated it. Yes, they initiated it. And even then,
they never bought the simulator. Because by the time we had developed the thing at our own
expense... A year and a half later, we have made version one. And when we invited those people to
come and look at it again, they said 'yes, no, we've settled the argument in the meantime. And we
bought it from the other supplier after all'. So, we should have had a much more binding order
afterwards. Just guys we order from this one and we make a down payment of twenty or thirty
percent. And without that, we wouldn't have had to make that thing. That's much more important to
get those orders. ... So also, as an investor, if you come up with 'hey I've made a nice product. I've
already got a thousand orders via crowdfunding, via Kickstarter, but I just need a boost to finish the
product'. Yes, that makes much more sense than a Letter of Intent from one person who says, 'hey
maybe I'll buy a thousand in two years when it's all finished'.”
BA1, Private Investor, AngCom 1, SuperGreen case
“I mean we don't know the relationship of that entrepreneur to that customer. Maybe you know, was
it some kind of favour or friends who just write an LOI. ... I mean I wouldn't know as an investor how
that went. Of course, there are always well-meaning people who are just fine with typing up an A4
... I can also imagine that the entrepreneur just types up a Word document and asks, 'do you want to
put a doodle under this?' you know. What is that worth then?”
VC4, Partner, VenCom 4, LetsTech case
Thus, based on all these given quotes, it becomes evident that for some investors an LOI does play a
role in developing their intention to invest, and for others this is often not the case because the LOIs are
not concrete enough or concluded with the right person. Thus, the power of this impact depends on the
signatory and if the LOIs are concrete enough and thereby reducing the degree of uncertainty and
information asymmetry. However, some investors have much more, or even merely experience with
LOIs that are not concrete and therefore at least less valuable for the investors. According to VC2, in
the case of LetsTech, the lack of concreteness may be due to the stage of this startup, because in such
an early phase as the pre-seed phase, especially without a prototype, it is difficult to specifically define
a price, numbers or the product.
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“But at the time of LetsTech, that is not possible at all, because he is still developing the product.
So, he can't tell anything about the price. And he is still inventing his value proposition. All the earlystage companies that we see, with a complex unique technology, they can't accept such an LOI at
that stage at all, because they don't know yet exactly what their product will look like. So, an LOI
from a customer is very valuable if it is already close to a kind of commercial deal, but I don't expect
that at this stage of the business. The LOIs that customers are able to provide in that phase are
already less important to us.”
VC2, General Partner, VenCom 2, LetsTech case
However, can an LOI have a direct influence on the investors’ intention to invest in a startup? Four
investors indicated that bringing such an LOI, whether it is concrete or not, takes the startup a step
further in the investment process, because then the investors become more interested in the startup and
want to talk to the person who signs the LOI and go deeper into the reasons for signing. Thus, instead
of rejecting the startup, the investors built a higher probability of investing in the startup due to an LOI.
This is illustrated by a quote from VC2, an investor with eleven years of experience, and a quote from
BA2, an investor with 7 years of experience.
“The only thing such an LOI does is to help an investor take the next step in his investment process
instead of rejecting it. Because, hey, an investor will talk to the LOI signatory during due diligence.
I don't think we are unique in that regard.”
VC2, General Partner, VenCom 2, LetsTech case
“Yes, always in consultation with the entrepreneur, but of course that reflects value ... And then I
want to know, okay, how much value is that? And why are they so strong? And why is that LOI
signed? And what do you do now?”
BA2, Managing Partner, AngCom 2, LetsTech case
This may imply that an LOI has a direct impact on the investors’ intention to invest. However, there is
also VC4 who indicated that in his experience, an LOI has never had a direct impact on his intention to
invest, as explained in the quote below. In this case, it is important to note that opposed to the other
investors, VC4 only invests in a later stage than the pre-seed stage, in which startups already have proof
of prototype.
“I mean we made eleven investments in our first fund. I honestly can't remember if LOIs were ever
a decisive feature there”
- VC4, Partner, VenCom 4, LetsTech case
While this information indicates that an LOI may have a direct effect, there is not enough data to make
a judgement on this because it is not clear whether it can have a direct effect without affecting the
underlying mechanisms. So, further research is needed into whether an LOI can have a direct impact
without affecting investor perception of the discussed startup's qualities to determine whether a direct
impact exists. Moreover, as discussed, the degree of concreteness in the LOIs affects the relationship
between showing an LOI and the intention to invest, as does the authority that signs the LOI. However,
it is not clear whether the degree of concreteness and position of the signatory affect a possible direct
relationship between an LOI and the intention to invest. Therefore, no propositions are developed in this
regard.
But how do these LOIs indirectly influence their intention to invest? To investigate this further,
this study examines the influence of LOIs on the underlying mechanisms and thereby the impact on the
investors’ intention to invest. First, addressing the impact of LOIs on the investors’ perception of the
qualities of the entrepreneur.
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Entrepreneurial quality
The first indicator of entrepreneurial quality is about the initiation of marketing efforts by the
entrepreneur, which refers to contact with customers. All the investors mentioned that it is important
that the entrepreneur has some understanding of the market and more often has had some feedback from
or contact with potential customers at the time of seeking an investment. Although the latter is often not
necessary, it is an added benefit.
“So, have you approached any customers yet? Uh yes, I think that is important, but also, not decisive
sometimes. Preferably, of course... But on the other hand, how many clients can you approach? So,
you should not let yourself be completely fooled by one or two or three customers that you have
visited, because perhaps the real customers are to be found elsewhere”
BA1, Private Investor, AngCom 1, SuperGreen case
All investors indicated that showing one or more LOIs indicates that there has been contact with a
customer, which is therefore positive in most of their eyes. In the WaterBoost case, for example, BA3
said that LOIs show that at least parties have been talked to, and this can also give an indication of the
path WaterBoost wants to take to market their value proposition. However, according to all investors,
the content, and the position of the signatory in the potential customer business does make a difference,
as the quotations below emphasises. For instance, VC3, an investor with six years of experience and cofounder of VenCom 3, emphasizes that an LOI has almost no evidential value if a trainee has signed it.
Thus again, the more concrete and the higher the authority, the better.
If that person is a trainee, that doesn't mean anything at all. I've been through that once as well, so
strategy and C-level really have to say, 'holy shit, if you solve this, then we'll be really happy because
this is a huge problem for us'.”
VC3, Co-founder, VenCom 3, MagicBean case
“Of course, the more the better, that is absolutely the case, so the more Letters of Intent the better,
and also the volume of the possible number of products they would need, that certainly makes a
difference, so to speak. And what really matters is whether a price is already mentioned in the LOI,
that they are prepared to pay amount X under certain conditions ... And that is often what is missing
in LOIs.”
- VC1, General Partner, VenCom 1, LetsTech case
Although, most of the investors indicate that they still want to talk to the customer themselves, even if
there is an LOI or not. Therefore, it didn’t really matter for a few investors whether the entrepreneur
brought an LOI, because these investors were going to contact the potential customers anyway. In that
regard, VC2 explains that, as mentioned before, in the case of LetsTech they don’t expect concrete LOIs
in this pre-seed phase and for VenCom 2, bare LOIs have no added value on regular contact with
customers. However, if the LOI is made concrete anyway, this is valuable. Besides, BA1 explained that
he relies on his own market knowledge and that the entrepreneur of SuperGreen developed a product
based on market knowledge and the observation of trends, without talking extensively to a customer.
He finds that more important in such a pre-seed phase than talking to customers, because in such an
early phase they can only say 'yes I am interested' and therefore it is better to collect LOIs when you are
closer to the release of the product. Even if the LOI is made concrete, then this investor might actually
expect a down payment as security. However, there was also an investor, VC3, who was absolutely
against the idea of contacting customers after an LOI is shown, because according to this investor, this
undermines the founders’ entrepreneurship.
“I would rather talk to such a customer myself. Suppose someone writes a Letter of Intent, then for
me it is just a reason to call that man and have a talk with him. To say, hey, under what condition
would you actually buy that product? And how serious is all this? … Then you would say 'you should
also dare to make a down payment'. If you offer a product that is so much better than what is on the
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market, then the customer must be prepared to make a down payment, even if it is only ten per cent.
That is already a financial commitment which is also much stronger than just typing a note.”
BA1, Private Investor, AngCom 1, SuperGreen case
“When I talked to the entrepreneur of LetsTech, or any other company, and I just start talking to him
about his market and his clients, and he can tell me about the contact with certain clients and what
has come out of it, then that is just as valuable as an LOI. And if I have questions, I'll call that
customer … If an LOI almost comes in the form of some kind of commercial agreement, so numbers
with price and a graduated scale, yes that is very valuable.”
VC2, General Partner, VenCom 2, LetsTech case
“No, I think it is really too hopeless for them to do that. Because ultimately that is undermining
entrepreneurship.”
VC3, Co-founder, VenCom 3, MagicBean case
Thus, it varies a little bit from investor to investor, but in this study the differences cannot be associated
with any particular characteristics of the investors or startups. However, in general, showing one or more
concrete LOIs has a positive influence on the investors’ perception of the entrepreneur’s initiated
marketing activities at the time of investing. Regarding bare LOIs, it is of no or little value to the
investors, and you might as well just make contact with potential customers and talk about it.
And what about the influence of LOIs on investors' perception of the entrepreneur's drive for
growth and success? First of all, all investors indicated the importance of an urge to grow. However, a
few investors mentioned that most of the entrepreneurs they come across, are already ambitious and
have an urge to grow by definition.
“Yes, I must say, most entrepreneurs I speak to are by definition quite ambitious. I think an
entrepreneur who has no ambition, well then you ask why is he doing this? What's in it for him?”
BA3, Private Investor, AngCom 3, WaterBoost case
But can LOIs influence their perception of this entrepreneurial quality? The opinions were divided here
as well, with some feeling that collecting LOIs gives a positive image of one's ambition. In the case of
SuperGreen, BA1 explained that this is especially the case, even though you may question the content
of the LOI, because the startup involves technical entrepreneurs with the precondition that the LOIs
have not been arranged as a favour.
“So, you can question the content, but the fact that he has taken the plunge and if you can prove that
those customers are not in his circle of acquaintances … In the beginning, you often don't have any
salespeople. Then you have to do the sales yourself. And you often see that technical entrepreneurs
have difficulty with that. They don't dare knock on customers' doors, because 'oh dear, if we're ticked
off or laughed at or whatever'. They feel less familiar with it, but still you have to, if you've received
such a letter from someone then you've been able to get over it as an entrepreneur. I think that is
important. And that does show your ambition, yes.”
BA1, Private Investor, AngCom 1, SuperGreen case
“Yes, then he has at least thought about what we find important as investors, but also just 'okay, how
can I be of value to my customer'. Because the customer must also express that he or she chooses
that product.”
BA2, Managing Partner, AngCom 2, LetsTech case
“That's certainly positive, look they first thought up as a startup to already work with Letters of
Intent so to speak. So, I think it's positive that he's already done market work and then you've also
got the game down a bit.”
VC1, General Partner, VenCom 1, LetsTech case
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On the other side, some investors did not see a relation between LOIs and the perception of the urge to
grow. For instance, BA3 and VC4 indicated that they try to measure the urge to grow in a different way
and that this is normative. Moreover, both VC1 and VC2 who are very experienced investors, indicated
that if the entrepreneur brings a lot of LOIs, this might have a negative effect on their perception of the
entrepreneur's ambition. However, if there are a few LOIs with some noticeable customers, this does
have a positive influence on their perception of the entrepreneur’s urge to grow.
“I think that the expression to grow is often very much based on how they see the market and what
the contribution of the company, or the entrepreneur, is. You definitely want to be able to see growth
in that area and you also want to be able to see the risks that might hamper that.”
BA3, Private Investor, AngCom 3, WaterBoost case
“The fact that an entrepreneur thinks he needs LOIs to transfer his value to a VC is already a big
question mark to me. That is not necessary at all. If you talk to an early-stage VC like us, who also
understands the technology and understands the market, then based on your story and the things you
have shown, you should be able to get that across, you don't need a mountain of paper. I think that
would be my suspicion. And I think it's very strong that you get a kind of show of interest from one
or two very important names in the field, those customers who actually represent a market. But if
you come up with a lot of them, then I would almost say 'hey why do you need that paper' you know.”
VC2, General Partner, VenCom 2, LetsTech case
Also, an investor mentioned that LOIs don’t influence his perception of the entrepreneur’s urge to grow,
but, if the signatory of the LOI has a high position, it did positively reflect another entrepreneurial
quality, as described below.
“Then he has at least proven that there is a problem in the market and that he also has the
connections to find out who the problem owners are, and that says something. If you just manoeuvre
yourself within C-level decision makers, then of course that says something.”
VC3, Co-founder, VenCom 3, MagicBean case
Thus, based on the preceding quotes, it varies from investor to investor and again these differences can’t
be linked to certain investor or startup characteristics. However, showing a single or few LOIs,
regardless of the content, can generally have a positive impact to some extent on the perception of the
urge to grow. To some extent because, as an entrepreneur of a NTBF, you should not collect as many
LOIs as possible, but make a few concrete and valuable.
How about the influence of LOIs on the perception of the entrepreneur’s capability of sustaining
an intense effort, which refers to persistence? According to all investors, persistence is important. But
once again, whether LOIs influence their perception of the capability to sustain an intense effort differs
from investor to investor, about half of them think so and the other half don't. Those who indicated that
it could have a positive influence on the perception of perseverance, did indicate as a precondition that
it must be a good LOI in terms of content. For example, in the case of WaterBoost, BA3 says that he
already considers the entrepreneur to be persistent, but that if an LOI is made concrete, meaning that
there is a prospect of a project where all kinds of obstacles can occur, this gives a boost to his confidence
in the entrepreneur and his perception of persistence. Further, according to BA2, it can also depend on
the market whether one LOI is enough to influence his perception of the entrepreneur’s capability to
sustain an intense effort; if it is a longer sales cycle, one or two LOIs are sufficient.
“Yes, I do. You see, thinking in terms of LOIs is already like, OK, I think in terms of value. I just try
to get a step further in that value chain, in than in that process … Yes, if there are longer sales cycles,
then having one or two LOIs is very important. If those sales cycles are relatively short, that usually
means that there is little money involved, that means little value, yes you can collect more LOIs but
yes then it is also the question of 'do you need LOIs?', or can't you just bind customers?”
BA2, Managing Partner, AngCom 2, LetsTech case
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On the contrary, according to BA1, LOIs can’t influence his perception of the entrepreneur’s capability
to sustain an intense effort. He would rather look at the experiences in the life of the entrepreneur.
“You don't know that, of course. Perseverance is something that you only notice after years. Yes, I
would rather look at what he did earlier in his life.”
BA1, Private Investor, AngCom 1, SuperGreen case
And again, as an entrepreneur, it is better not to come up with a lot of LOIs because the influence differs
per investor. BA3 states that one very good one is also sufficient to demonstrate perseverance, but even
though VC2 did not see any relationship between the capability to sustain an intense effort and LOIs,
he will still be suspicious of too many LOIs in this case. It is also important to note that VC2 also
indicates that he thinks the value of an LOI varies from investor to investor.
“I think more is better than one, but if there is one really good one, that's OK too.”
BA3, Private Investor, AngCom 3, WaterBoost case
“The value of an LOI, I think all investors look at it differently … If you then come up with 20 LOIs,
I would almost say 'boy, didn't you have anything better to do', because with 1 LOI or 2 LOIs from
important parties you demonstrate the same thing. And then you can say those 18 LOIs, you could
have spent that time better on doing something else.”
VC2, General Partner, VenCom 2, LetsTech case
There was also VC1 who didn’t exactly know whether or not LOIs reflect perseverance, but he indicates
that LOIs do say something about the commercial skills of the entrepreneur. In addition, there were also
other investors that indicated the perception of some other entrepreneurial qualities which are influenced
by LOIs, as shown below. The investors VC3 and VC5 both indicated that an LOI impacts their
perception of the entrepreneur’s market knowledge and that this is important to them. Besides, VC3 and
VC4 mention that an LOI shows that the entrepreneur has the connections to speak to relevant
customers. BA3 agrees with this because to him an LOI indicates that the entrepreneur has an eye for
the stakeholders and can also convert this into data. In addition, according to General Partner VC1, an
LOI also shows that the entrepreneur has commercial skills because he comes back with a scrawl. This
also ties in with talking to relevant customers and being able to turn this into data. Thus, the results
suggest that an LOI affects more qualities of the entrepreneur than those previously established as
indicators, namely the perception of his market knowledge and of his commercial skills to contact a
potential customer and get them to sign an LOI.
Further, BA2 and VC3 both mention that the value of LOIs also depends on the market type, in B2B
markets they are a lot more valuable. However, no information is available that explains why LOIs are
more valuable to investors in a B2B market. Therefore, no statements are made about this, but warrants
further study.
“and 3 is he shows that he at least has enough commercial skills to eventually come home with a
scrawl, so to speak. And that will not always be easy.”
VC1, General Partner, VenCom 1, LetsTech case
“The degree of knowledge that he has gathered of the market. If you address a particular market,
you must also have some knowledge of how that market operates.”
- VC3, Co-founder, VenCom 3, MagicBean case
“I think the characteristic of an entrepreneur that I am looking for is that he has an eye for the
various stakeholders and can build bridges to those stakeholders in order to ultimately get things
done ... So maybe those are two things, having an eye for the stakeholders and being able to turn
that into concrete data, yes.”
BA3, Private Investor, AngCom 3, WaterBoost case

28

“To me, thinking in LOIs says something about the perception of how sales are done and thinking in
terms of value for the customer which is extremely important in the right market ... not all markets
need LOIs. What I just said about relatively small sales is that you don't always need LOIs … But
otherwise, there are certainly markets where LOIs, we're talking about business-to-business, yes,
they are necessary. Certainly for startups.”
BA2, Managing Partner, AngCom 2, LetsTech case
So, to sum up, it differs from investor to investor what kind of entrepreneurial qualities are affected by
an LOI. The investors did agree that an LOI influences their perception of the entrepreneur's marketing
efforts, even though some do not place any additional value on an LOI over regular contact with
customers. In addition, the results show that all investors, except VC2, indicated that an LOI affects
either their perception of the urge to grow or the perception of the entrepreneur's persistence. Besides,
as discussed, an LOI may impact the investors’ perception of the entrepreneur’s market knowledge and
his commercial skills. Thus, in general, it can be said that LOIs have a positive influence on the
investors’ perception of the entrepreneur because according to all investors it does say something about
the entrepreneur. However, if it is a poor quality LOI, this hardly affects the investors' perception of the
entrepreneurial qualities. Yet if it is simply signed with a relevant party and signatory, regardless of the
content, this can have a positive influence on the perception of the entrepreneurial qualities. Again, the
degree of concreteness and the position of the signatory influence this relationship between LOIs and
entrepreneurial qualities. Therefore, this study proposes the following:
Proposition 1a: Using an LOI positively influences the investors’ perception of the entrepreneurial
qualities: initiated marketing efforts, urge to grow, capability to sustain an intense effort, market
knowledge and commercial skills.
Proposition 1b: The degree of concreteness in the LOI influences the relationship between the presence
of an LOI and the investors’ perception of the entrepreneurial qualities: initiated marketing efforts, urge
to grow, capability to sustain an intense effort, market knowledge and commercial skills.
Proposition 1c: The position of the signatory of the LOI influences the relationship between the
presence of an LOI and the investor’s perception of the entrepreneurial qualities: initiated marketing
efforts, urge to grow, capability to sustain an intense effort, market knowledge and commercial skills.
Product quality
Now onto the perception of product qualities. The first indicator is about the demonstration of market
acceptance of the product. All investors did indicate that it was important for the product to be accepted.
However, for example in the case of LetsTech, VC2 indicates that such startups and thus especially the
ones without a prototype yet, this is still very difficult to demonstrate, so investors indicated that it is
also good if the entrepreneur makes it plausible that the product will be accepted.
“He doesn't have to prove it to the market yet, because sometimes a product is still so vaguely defined
that he can't get a yes or no from a customer. But he does have to make it plausible, that with an
application in mind and indeed the positive feedback from a number of relevant parties, that a
product is possible.”
VC2, General Partner, VenCom 2, LetsTech case
Regarding the influence of LOIs on the market acceptance of the product, all the investors agreed that
LOIs can have a positive influence on their perception of this acceptance, provided that the content of
the LOI must be valid, as discussed earlier. Illustrated in the quotes below, to positively influence the
perception of acceptance, it should not be a bare LOI, but rather several LOIs or one LOI with a relevant
party and signatory, and concrete content such as the price and product specifications, because this
strengthens the evidential value of the LOIs. Besides, as described by BA1 and VC3, detailing of product
specifications, price and delivery reduces the uncertainty that the potential customer will lose interest in
the meantime. Partner VC4 also says that they wonder who signs the LOI, and if they are relevant
customers, that they can derive some product-market fit from that. Besides, VC4 also indicates the
importance of the position of the signatory. Obtaining an LOI from an engineer or R&D person is,
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according to the partner, more like exchanging an idea, but at the end someone who can spend the money
has to sign the LOI.
“If it is described clearly enough... You know, with startups, thinking about what you are trying to
do develops fairly quickly. You also have to be able to make a sort of pivot to be able to say 'OK,
we've figured that out and on second thought it's not going to be it'. Suppose you do have a Letter of
Intent for that first idea. Someone from Shell says 'Yes, nice company and nice boys and I would like
to buy the product from you'. But a little later it has become a completely different product. Of course
that doesn't mean anything. So, the product must be described in full in the Letter of Intent. I would
like to buy a machine or a battery with these and these specifications if they can deliver it by this and
that date, at this and that price. You know, then you really have to be very specific in describing the
product specs, what they say yes to and at what price.”
BA1, Private Investor, AngCom 1, SuperGreen case
“Of course, if in the end the LOI states that if this is solved, we guarantee to purchase X from Z, then
yes ... That is extremely valuable. But anyway, what often goes wrong is that a solution is built with
485 functionalities ... because then you have not only 1 LOI but 15 LOIs, or whatever, and they all
have wishes … And then you go back, and they say 'well, but this is not what we meant, it's no use to
us'.”
VC3, Co-founder, VenCom 3, MagicBean case
It is also relevant that BA3 indicated that a concrete LOI can also influence his perception of whether
the product is accepted by the relevant regulations or other non-technical issues.
“An LOI can show that. An LOI can say 'we are going to integrate this product into our own product
or markets and use it to serve such and such of our markets'. That could be in an LOI, yes … And
also, whether it is accepted. So does it comply with laws and regulations or other non-technical
matters.”
BA3, Private Investor, AngCom 3, WaterBoost case
Moreover, VC2 describes that regarding market acceptance of the product and in the case of LetsTech,
it is very relevant that the parties that sign the LOI, also endorse why they chose for LetsTech and what
makes them better than the alternatives. If this is representative for other potential customers, it
positively influences his perception of market acceptance of the product.
“You can do something similar with all kinds of technologies, and why LetsTech? And I think as an
investor I want to understand that. And then the answer of such a customer should be representative
for more parties, so the content of that LOI or the content of the conversation we have with that
important customer should prove that.”
VC2, General Partner, VenCom 2, LetsTech case
That brings us to the next indicator of product quality, that is a competitive advantage over other
products. All the investors emphasise the importance of a competitive advantage and according to all of
them, LOIs can also positively influence their perception of this competitive advantage of the product.
However, once again, it depends on the content of the contract. It should be realistic regarding the
aspects that create the competitive advantage, and it should contain an explanation of why this customer
wants the product. For instance, VC4 could recall a recent, but different, case than LetsTech, in which
an LOI stated that the potential customer was currently doing things a certain way, but that the
technology was no longer sufficient for this and that is why the promise of the startup in question was
so attractive. Also, VC2 again stresses the importance of the value of the potential customer and that
this party writes down why LetsTech's product is better. In addition, Co-founder VC3 gives an example
of why it is also important that the aspects that give a competitive advantage must be realistic.
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“If a relevant party in the market actually describes that what LetsTech provides, that they A) need
it and B) don't see any other parties providing it, then that would certainly be a reason for us to go
one step further in the process.”
VC2, General Partner, VenCom 2, LetsTech case
“Well, that again depends on the quality, because then a party is prepared to go for this product
rather than the competitor. But then again, what do you promise in that LOI? Hey, I can promise
you 'I'll make a phone for you, it costs 5 euros, it has 6G 5G 4G and 3G, 580 hertz, can do anything.
Yes, I want to buy it', but I know in advance that there is no way you can make it for 5 euro.”
VC3, Co-founder, VenCom 3, MagicBean case
Although both BA1 and BA3 indicate that LOIs can demonstrate a competitive advantage, they both
prefer to hear external statements from industry experts about the prototype. However, this is not yet
possible for NTBFs without a prototype.
Thus, in summary, using concrete LOIs positively influences the investors’ perception of both
the market acceptance and competitive advantage of the product. However, if the LOIs are not concrete
or not from a relevant party or signatory, this does not influence either the perception of market
acceptance or of a competitive advantage. Therefore, this study proposes the following:
Proposition 2a: Using an LOI possibly positively influences the investors’ perception of the product
qualities: market acceptance and competitive advantage.
Proposition 2b: The degree of concreteness in the LOI influences the relationship between the presence
of an LOI and the investors’ perception of the product market acceptance and competitive advantage.
Proposition 2c: The position of the signatory of the LOI influences the relationship between the
presence of an LOI and the investor’s perception of the product market acceptance and competitive
advantage.
Proposition 2d: The value of the party that signs the LOI influences the relationship between the
presence of an LOI and the investor’s perception of the product market acceptance and competitive
advantage.
Market quality
Next up, the perception of the quality of the startup’s market is discussed. The first indicator is about
the market size of the startup. All the investors mentioned the importance of the market size, or at least
a large market share of a somewhat smaller market, which is also possible. However, regarding the
influence of LOIs on the perception of the market size, most investors indicate that LOIs have little or
no influence on this. As mentioned by VC5, they almost always use external parties, such as consultancy
firm McKinsey, to do a market analysis. Investor VC2 added to this that market analysis is done by the
investors or the concerned startup.
“Well, the LOI of a customer only shows how a customer looks at the market. So, the market analysis
will have to be done by the company or by us as investors, and a customer LOI is more anecdotal
for an industry.”
VC2, General Partner, VenCom 2, LetsTech case
However, a few investors mentioned that it could be possible for LOIs to indicate the market size to
some extent. This depends on the amount of LOIs, the party that endorses the LOI, competitors,
substitutes, and the objective of this LOI. However, BA3 indicates that he has hardly seen such an LOI
that influences his perception of the market size. General partner VC1 gives an example that makes it
clear that the objective of the LOI is also important if it wants to give an indication of the market size.
He points out that in the LetsTech case, they had great difficulty estimating the market size because
there were so many substitutes. In such a case with a lot of substitutes, VC1 says, it is less likely that an
LOI might give an indication of the market size, but this depends on whether the LOI can lead to mass
integration rather than a pilot, which can be described in the LOI itself. Further, when there are hardly
any competitors, VC1 indicates that LOIs have more influence on his perception of the market size.
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“Sure, because if you end up with 15 or 10 LOIs and 6 of them are in a certain segment that also
easily scales abroad, then that says something.”
VC3, Co-founder, VenCom 3, MagicBean case
“Yes, to some extent, of course, but if a customer wants a pilot, that's not the same as if he says he's
going to convert his entire car, so to speak; this is going to be the new standard, you see. And that
makes it so difficult and because there were so many substitutes in our view, yes, it was very difficult
for us to assess that, so to speak.”
VC1, General Partner, VenCom 1, LetsTech case
Furthermore, regarding the second indicator market growth potential, all investors indicated that the
growth potential is relatively important. It depends on the market size, a small market has to grow, but
a large market does not necessarily have to grow. As for the influence of LOIs, this is partly in line with
the opinions on market size. All the investors agreed on the fact that LOIs don’t have a positive influence
on their perception of the growth potential of the market.
“You try to get that from experts or find things on the internet. No, I don't think you get that from
LOIs.”
VC4, Partner, VenCom 4, LetsTech case
However, it might indicate some future projects of the NTBF itself as described by BA3. Nevertheless,
this says nothing about the potential growth of the market.
“What it can indicate is what the follow-up projects might be. Hey 'first we're going to do this and
then we want to do one park and maybe a second or third', that kind of statement you could expect.”
BA3, Private Investor, AngCom 3, WaterBoost case
Next up, is the third indicator about satisfying a market need. All the investors agree that this market
need may be a current need, but it may also be a future need that is addressed by the new technology.
Regarding the current market need, the investors emphasise the positive influence of LOIs on their
perception of the current market need, whether it is concrete or not. For example, VC1 and VC2 mention
that if LetsTech were to use LOIs, it would give a positive indication that there is a need for a particular
solution. It is a positive signal according to the general partner, but that is it. And obviously, the more
concrete and the higher the position of the signatory, the better. Besides, VC3 explains in the quote
below that it also depends on the value of the potential customer.
“Also, very important is of course the customer size, the customer value. Hey, the smaller the
customer value, the more LOIs you need ... So, let's say it's a customer value of 1000 euros, so then
an LOI from a 1 to 1 company is really not worth a damn. But if the customer value is one and a half
million ...”
VC3, Co-founder, VenCom 3, MagicBean case
Regarding a future need, some investors’ opinions are more critical as they are with the current need.
Although most investors mention that LOIs can also indicate a future need, whether concrete or not, a
few investors find that a bit unusual too. According to VC4, whoever endorses the LOI should then have
the same future vision which seems a bit farfetched to him. In addition, BA3 indicates that he would
find it strange if the potential customer in the LOI says 'yes, we don't believe that this can become
something yet, but in the future it will'. Then he wants to know very clearly why they don't want the
product now and do so in the future.
“I think that a Letter of Intent can tell us whether a customer has or will have a certain need. And to
what extent LetsTech, as an example, can provide this.”
VC2, General Partner, VenCom 2, LetsTech case
Furthermore, regarding both the current and future market need, BA1 indicates that in the case of
SuperGreen, it can also have a negative influence on his perception of the market need if very detailed
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product specifications are put in the LOI, because this entails the danger of imitation. According to him,
it differs if you want to disclose it yourself. If there are few competitors or if you have a patent, you can
include the details more easily than if this is not the case. In the case of SuperGreen where the product
can easily be copied, BA1 likes to rely more on his own market knowledge.
“So, there is also something to be said for not surfacing very detailed product data too quickly.
Certainly not in this innovative sector … Sometimes, in order to arouse interest, you have to be quite
specific ... You have to be able to make it plausible, hey why is that drill better again. But that is
indeed a market where you don't have to be afraid of competitors. Because it's based on patented
technology that cannot be copied or quickly replicated. But in other areas, like SuperGreen, it can
be copied relatively quickly. So, you shouldn't go public too much before your product is finished.
Then, the value of Letters of Intent is not that great. Then you really have to rely purely on your own
market analysis and that remains a gamble of course, because then you're dealing with products and
then perhaps something else has happened, but that's why that market knowledge is so important,
isn't it?”
BA1, Private Investor, AngCom 1, SuperGreen case
Thus, if it concerns an existing market need, the LOIs may have a more positive influence on the
perception of investors than in the case of a future need. Moreover, it also seems that the probability of
imitation negatively moderates the moderating effect of the degree of concreteness, regarding product
specifications, on the relationship of an LOI and both market needs. However, in general LOIs can
positively influence the investors’ perception of both the current and future market needs. Yet again, the
party and individual who signs the LOI and the degree of concreteness influence the relationship
between the presence of an LOI and the impact on the perception of market need.
Lastly, the fourth indicator is the market accessibility of the NTBF. Opinions are somewhat
divided on this; some investors, like VC1 and VC3 who generally invest in the pre-seed phase, think it
is important that this is already demonstrated, but for example VC2 and BA2 do not attach much
importance to this in such an early stage as the pre-seed phase. This difference between these investors
cannot be correlated with certain characteristics on the basis of the available information. However,
most investors do consider it somewhat positive if the startup can demonstrate that it has access to the
market, for example through an LOI with multiple customers, whether concrete or not, as explained by
VC3, or a distribution channel as explained by VC1. In the case of an LOI with a distributor, as an
entrepreneur, you have to be careful not to give exclusivity to such a distributor, as emphasised by BA1.
Besides, the private investor BA1 emphasizes again the importance of the value of the party that signs
the LOI and of the position of the signatory in the associated company. In this regard, VC1 also indicates
that the desired quantity and the market share of distributors who sign an LOI in the concerned market
is also important.
If someone in the market where he solves the biggest problem eventually has 17 LOIs from 17 parties
who are active in that market, then you have already demonstrated that you have access to that
market, right?
VC3, Co-founder, VenCom 3, MagicBean case
“Yes, that is very important, because if you have to try and sell yourself, that is often very difficult in
an existing market. And if you have a Letter of Intent from distributors, that's very valuable. It saves
a lot of sales costs … The quantities in particular, and the market share that distributors have that
have a position in the market.”
VC1, General Partner, VenCom 1, LetsTech case
“It does show that this entrepreneur thinks of everything. Not just his technical invention, but also
how am I going to market it … Then I have to be convinced that that is the best distribution channel.
Look, it can also have a disadvantage, that if for example a small distributor is the first one to sign
a kind of exclusive contract, like 'Yes, I am happy to sign the Letter of Intent, but I want a kind of
exclusivity'. Of course, that is dangerous... Always look at which party is signing the Letter of Intent.
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Is it a large party, is it an important party and is the person himself an important person within that
company? Is that person competent to sign? I analyse all those things completely.”
BA1, Private Investor, AngCom 1, SuperGreen case
However, the investors VC2 and BA2 also take a negative view towards an LOI with distributors,
because these are very transactional relationships, as emphasized by VC2. However, according to most
investors, LOIs with potential customers, including distributors, are overall able to positively influence
the investors’ perception of the firm’s market accessibility.
“Because distributors are often everyone's friends and they are very keen to get a leg up on nice
things, but whether they will actually put a lot of time and effort into new propositions alongside
their other portfolios is always the question. So, I always look at an LOI from a distributor very
suspiciously, because they have a completely different interest.”
VC2, General Partner, VenCom 1, LetsTech case
Summarized, the display of LOIs has a positive impact primarily on the perception of market need and
also on the perception of market accessibility. This was not the case for potential market growth and
concerning market size it was for a few investors, depending on the market itself and the content of the
LOI. Also, regarding the relationships between an LOI and the perception of market qualities 'market
need' and 'market accessibility', the degree of concreteness has an influence on these relationships.
However, as discussed, the likelihood of imitation moderates the effect of the degree of concreteness
regarding product specifications on the relationship between an LOI and both market needs. Perhaps the
probability of imitation does also negatively impact other relationships, however no statements are made
on this. This could be a direction for further research. Moreover, the value of the party and the authority
of the individual signing the LOI also has an influence on these relationships. All in all, we can therefore
state that displaying LOIs can have a positive influence on investors' perception of the market quality
of an NTBF. Therefore, this study proposes the following:
Proposition 3a: Using an LOI positively influences the investors’ perception of the market qualities
market need and market accessibility.
Proposition 3b: The degree of concreteness in the LOI positively influences the relationship between
the presence of an LOI and the investors’ perception of the market need and market accessibility.
Proposition 3c: The probability of imitation negatively moderates the effect of the degree of
concreteness regarding product specifications on the relationship between an LOI and the market need.
Proposition 3d: The position of the signatory of the LOI positively influences the relationship between
the presence of an LOI and the investor’s perception of both market needs and market accessibility.
Proposition 3e: The value of the party that signs the LOI positively influences the relationship between
the presence of an LOI and the investors’ perception of both market needs and market accessibility.
Financial quality
As the final underlying mechanism, we discuss the influence of LOIs on the perception of financial
quality of the startup. The only indicator here was the perception of the potential return on investment.
Of course, almost all investors indicated that the prospect of a return is very important. However, VC2
mentioned that the financials play less of a role in their decision to invest in early stage startups such as
LetsTech because everything is still so uncertain in the pre-seed phase. The return is always difficult to
estimate according to the investors, especially with such early-stage startups without a prototype. That
is also why VC2 doesn’t see a relationship between LOIs and his perception of the potential return.
Moreover, BA3 concurs to some extent, saying that in the case of WaterBoost being in the pre-seed
phase, or barely in the seed phase, he cannot imagine that the entrepreneur can credibly say something
about the potential return. However, BA3 does indicate that he cannot rule it out, and if there is the
prospect of a serious project with certain objectives by this LOI, this could influence the perception of
the return. Nevertheless, he also indicates that he will not be looking for confirmation of this perception
in LOIs, because it is sometimes very difficult to estimate certain markets and how they will move.
“Look, the more venture something is, the less the financials come into play in our investment
decision. The more later stage something is, the more the financials come into play in the investment
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decision. Because if you have a pre-revenue early stage startup, which has an idea of the product,
has an idea of the market, yes of course when we make an investment, we also do our sums, but they
are quite unimportant in the investment decision because everything is still going to change.”
VC2, General Partner, VenCom 2, LetsTech case
“If it is clear that a certain market can be realised, then you know that this market can grow and
that channel can be served, but in the phase where WaterBoost still is, who have not yet fully
demonstrated that their solution works at a competitive cost price, I am now talking specifically
about this case, I cannot imagine that they are now in a position to credibly assess this in an LOI ...
The earlier the stage, the less likely it is that the entrepreneur will be able to say something about
the potential return. But it is pretty obvious what the potential return can be, because it is just a
brilliant idea.”
BA3, Private Investor, AngCom 3, WaterBoost case
While VC2, VC5 and BA3 did not see any relationship between LOIs and their perception of the
potential return, all the other investors indicated that, only with the precondition that it is a concrete LOI
and of quality, it might give a positive indication but no more than that. In this regard, VC4 explains,
for example, that an LOI says nothing about the return unless it is concluded with a very large customer.
Even though VC2 and BA3 mention that LOIs don’t have an influence on the perception of the potential
return in the pre-seed phase, investors like VC1 and VC3, who also invest in the pre-seed phase, indicate
that it does have an influence on their perception of the potential return. The difference between the
opinions of the investors cannot be associated with certain characteristics of the investors or the startups.
“But again, an LOI is not turnover. But it describes well the potential, again the quality of an LOI,
describes well that a problem has been detected that is worth solving. Then you have to describe
your solution. And also, to have certain values attached to it. Anyone can sign an LOI if they don't
have to pay anything, it doesn't say anything at all. In principle, an LOI is the same as a download
for an app that you don't use.”
VC3, Co-founder, VenCom 3, MagicBean case
“That says something about one customer at the most. And I mean if it is one very big customer, then
of course it can be a real indication. A very big important customer … Look, for example, at the chip
supplier, there are not that many companies that do that. Yes, and if you have one of the largest
customers who have a quarter of the entire market, then that certainly says something. But if you
have ten thousand customers around the world, then one LOI says nothing at all.”
VC4, Partner, VenCom 4, LetsTech case
Also in this case, if there are a lot of customers, according to VC1, it is a waste of time for the
entrepreneur to collect a lot of LOIs in order to influence the perception of the potential return.
Thus, according to all investors, an LOI without any concrete aspects says nothing about the potential
return. However, according to the majority of investors, a concrete LOI and/or one signed by a very
large customer can give a positive indication and thus influence their perception of the potential return.
Therefore, this study proposes the following:
Proposition 4a: Using a LOI possibly positively influences the investors’ perception of the potential
return on investment.
Proposition 4b: The degree of concreteness in the LOI influences the relationship between the presence
of an LOI and the investors’ perception of the potential return on investment.
Proposition 4c: The position of the signatory of the LOI influences the relationship between the
presence of an LOI and the investor’s perception of the potential return on investment.
Proposition 4d: The value of the party that signs the LOI influences the relationship between the
presence of an LOI and the investor’s perception of the potential return on investment.
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4.4 Other findings
Two types of investors are involved in this research, namely business angels and venture capitalists. As
discussed earlier in this chapter, the literature indicates that venture capitalists attach less importance to
the entrepreneur himself and the results of this research partly agree with this. This is not true for all
venture capitalists, but it is true for some. Since it has been found that LOIs can have a positive influence
on investors' perception of the entrepreneur's qualities, one might wonder whether LOIs therefore have
a greater effect on business angels because, in general, they consider the entrepreneur to be more
important than venture capitalists do. However, the results did not necessarily support this because, for
example, BA1 was not very enthusiastic about LOIs. Therefore, this could be a matter for further
research.
“Letter of Intent does not tell me much, because that is of course very non-committal.”
BA1, Private Investor, AngCom 1, SuperGreen case
Furthermore, what is also interesting to discuss is that VC2 indicated that LOIs might have more
influence on non-technical investors, because they look for such observable aspects to rely on.
“We have people working in our fund, they all have technical backgrounds and have all worked in
that industry. So, we are pretty good at assessing what a company is doing. So, the Letters of Intent
are generally less important to us, because we form our own opinion … Most funds of our size employ
people with only a financial background or old bankers. Then when you have to assess a company
whether you want to invest in it and that company doesn't have a turnover yet lol, because most
early-stage companies don't have a turnover yet, the word says it all, venture capital ... and if you
only have a financial background, the only thing you can assess risk on is actually along the financial
axis. But if the company isn't making sales yet, there's no point at all, so then you start leaning on
other things, including LOIs from customers or from other investors.”
- VC2, General Partner, VenCom 2, LetsTech case
However, approaching non-technical investors also has its disadvantage according to VC2, because
these are not the parties who decide to invest and furthermore, they don’t understand the entrepreneur
and its business as well as technical investors do.
“And they often look for security in LOIs out of uncertainty, but ultimately those are not the parties
that are going to cross over. Because with an LOI, they still have no certainty ... You don't want to
know how many companies we've spoken to who really let out a sigh of relief because they finally
sat down with someone who A) understood what they were doing, B) understood the market and C)
didn't ask for thick reports, detailed plans and LOIs … but ultimately, I think it's a lot of lost time for
entrepreneurs who are actually knocking at the wrong door... Only because the entrepreneur often
doesn't know where to turn, he just goes on the Internet looking for investors and talks to everyone,
and that's what you get.
- VC2, General Partner, VenCom 2, LetsTech case
So, it is important that entrepreneurs look carefully at which investors they go to and don't just go
knocking around. Further, it appears that LOIs might have more value for non-technical investors than
for technical investors. However, this is not consequently found and, for example, VC1 who is an
investor with a strong technical background definitely valued an LOI. Therefore, in order to make
statements about this, further research is required. There are also many investors who only step in at a
later phase, after the startup has developed a prototype. In this study, two such investors were
interviewed and asked why they did not step in without a prototype and whether this might be possible
under certain conditions. They, VC4 and VC5, both indicated that it is just too much risk for their fund
and that is where they draw the line. They choose to avoid the technical risk because there is already a
proven technology, but there is still commercial risk.
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“So, then the technical risk is out of the product but there is still a commercial risk, in terms of
whether customers want to buy it. So, the risk is somewhat lower, and, on the other hand, the
valuation of those companies is somewhat higher. So, it's always a bit of a risk-return.”
VC4, Partner, VenCom 4, LetsTech case
Both VC4 and VC5 also indicated that they would not invest in a startup without a prototype under
certain conditions. That is simply the limit they will not cross. They cannot assess and invest in
everything with limited resources.
“So, everyone sets their own limits. This is also just a limit that we came up with and that appeals to
our investors and ourselves as well, because otherwise it would really be shooting with hail ... It's
also about what you can spend your resources on, your time and your money.”
VC4, Partner, VenCom 4, LetsTech case
Furthermore, as mentioned in chapter three, BA2 who does invest in pre-seed startups, only invests in
software related NTBFs and these almost always have a prototype in the pre-seed phase. He does not
necessarily choose to invest only in startups with a prototype, but according to him, this is simply the
business model he and his company focus on and do not deviate from.
Besides the fact that the influence of LOIs differs per type of investor, it appears that it can also vary
from one stage of the startup to another. Several investors indicate that as the startup enters a later stage,
the entrepreneur must be careful with the collection of LOIs, because if sales can be realised, the focus
must be on this. However, in the case of new technology-based firms without a prototype, sales are still
far from being possible. Moreover, as also discussed earlier, the strength of the LOIs also depends on
the type of market. In B2B markets they are stronger. Since there is no information on how exactly the
different phases affect the effect of an LOI on the investors’ intention to invest, or how the type of
market influences this effect, no propositions are developed regarding these findings.
“One, when is an LOI necessary? Or can you just sell ... And when LOIs? depends very much on the
market. And two, when you are working with LOIs, there is a point when you move away from LOIs
and on to pilots or straight to sales. And determining that point is also very difficult, and then it can
also conceal a negative quality.”
BA2, Managing Partner, AngCom 2, LetsTech case
“B2B it is important though; hey you don't get a Letter of Intent from a consumer.”
VC3, Co-founder, VenCom 3, MagicBean case
Furthermore, this study examined whether other quality signals such as patents, social relationships with
high-status third parties, persuasive communication or the entrepreneur’s track-record may moderate
the influence of LOIs on the investors’ intention to invest. First, the influence of patents. Investors
consider patents important and take them into account in their decision to invest, but four of them also
indicate that if the product is patented, this can also strengthen the evidential value of the LOIs if it is a
patent of good quality. Private investor BA1 emphasizes this by explaining that if the startup has a strong
patent, then the potential customer will have a more difficult time choosing a competitor, because the
solution offered by the startup is protected by the patent. Hence, having a patent reduces an investor's
uncertainty about how binding the LOI is, which refers to the possibility that the potential customer will
no longer be interested in the product described in the LOI.
“If you have a strong patent, the customer cannot very easily choose for your competitor. You never
know whether the customer who signs the Letter of Intent just wants to get something delivered at
that price. And if you don't deliver, they'll buy it from someone else. But if you know that there's
nobody else, because I'm the only one who can deliver it, because I have the patent, they can't copy
me, then yes, it does reinforce each other.”
BA1, Private Investor, AngCom 1, SuperGreen tech
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However, VC3 does provide a good example of the sewing machine and how patents can also be weak
or expensive. In that case, patents of poor quality do not affect the value of LOIs.
“Then you can have a beautiful machine but if you don't have a hollow needle no thread can pass
through it, so they indeed have a patent on the hollow needle ... And in the end, you just see that
companies apply for so many patents of the machine, of the pedal, and I don't know what kind of
nonsense.”
VC3, Co-founder, VenCom 3, MagicBean case
Thus, only if it is a good quality patent it can have an influence on the relationship between the presence
of an LOI and its value to investors by reducing the uncertainty related to the degree of commitment in
the LOI. However, it is not clear whether this decrease in uncertainty regarding the LOI has a direct
impact on investors' intentions or whether it impacts the underlying mechanisms. Therefore, no
propositions are developed based on these results, but this study encourages further research on this
subject. With regard to the other way around, whether the collection of LOIs influences the tendency to
apply for a patent, no statements have been made on this relationship and therefore nothing can be said
about this.
Furthermore, regarding the quality signals social relationships with high-status third parties and
persuasive communication strategies, these signals do not moderate the influence of LOIs on the
investor’s perception of the entrepreneur’s and his firm’s qualities. Besides, as said by VC2, these
quality signals are also not always as important in the decision to invest.
“Because we also have situations where the technical team does not communicate well but has
developed something brilliant, we just bring in someone who can communicate well. For us, it starts
with the technology.”
VC2, General Partner, VenCom 2, LetsTech case
The final quality signal, the track-record of the entrepreneur. All investors indicated that the experience,
and thus the track-record, of the entrepreneur is very important. But this was separate from the LOIs and
almost all investors emphasised that the track record cannot influence the evidential value of LOIs. BA3
did say that if the entrepreneur has experience, this can show that he knows what he is doing, which can
therefore also strengthen his perception of the value of LOIs. Investor VC5 mentioned that the
entrepreneur’s track record can possibly have a positive or negative influence if the relationship between
the entrepreneur and the signatory of the LOI can be linked to his track record. On the one hand, it can
show credibility, but on the other hand, it can also be favouritism according to the informant. However,
according to most investors, the entrepreneur's track record does not affect the relationship between
LOIs and their value to investors.
“No, I would turn it around. I think the more experienced the entrepreneur is, the less LOIs he needs.
He knows that ultimately, it's not about that, it's not about the LOI. And if an entrepreneur is
experienced, then he also radiates that and then he can talk with authority about parties in the
market.”
VC2, General Partner, VenCom 2, LetsTech case
“Well, look the fact that the entrepreneur has experience makes the entrepreneur stronger and our
perception of it. I don't know if that makes the LOI stronger, I think that's going a bit too far.”
VC4, Partner, VenCom 4, LetsTech case
Altogether, the abovementioned findings about control variables should be taken into account when
considering all propositions.
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4.5 Conclusion of the results
In summary, overall, an LOI can have an indirect positive influence on investors' intentions. Regarding
a direct effect of an LOI on the investors’ intention, this is not necessarily found and therefore this study
encourages further research into a possible direct effect. Although opinions were in some cases quite
divergent, especially about the influence of an LOI on their perception of entrepreneurial and financial
qualities, the majority still indicated that it can positively influence their perception of these qualities.
Regarding product and market qualities, investors were more in consensus about the fact that LOIs
positively influence their perception of these qualities. However, there are a number of factors that the
entrepreneur must take into account that influence the indirect impact of an LOI on the intention. The
most significant factors that influence the relationship between an LOI and the investors’ perceptions of
all the concerned qualities, are the degree of concreteness and the position of the signatory in the
associated company. In addition, the value of the party that signs the LOI also influences the impact of
an LOI on all qualities except for the entrepreneurial quality. Moreover, the probability of imitation
moderates the effect of detailing product specifications in relation to the perception of the market need.
Further, having a strong patent related to the concerned product can also reduce some of the investors’
uncertainty about the degree of commitment of the potential customer in the LOI. The entrepreneur
should also be aware of a possible negative influence on the investors’ perception of the entrepreneurial
qualities if a lot of LOIs are collected.
To clarify, the propositions are illustrated in a new conceptual model that contains the results of
this research (Figure 3). The dashed lines in figure 3 refer to propositions 2a and 4a, which indicate a
relative impact of an LOI on the concerned quality. That is, a bare LOI, thus an LOI from a potential
customer that is not concrete, does not influence the investors’ perception of the quality. However, an
LOI can still possibly influence their perception, depending on the degree of concreteness, the position
of the signatory, and the value of the party signing the LOI. Therefore, the effects of an LOI on these
qualities are relative. The solid lines indicate an absolute effect of an LOI, which means that also a bare
LOI has a positive influence on the concerned qualities or concepts. Furthermore, the positive
relationships of the different startup qualities to the intention to invest was discussed in the theoretical
framework, as these are important criteria in building an intention to invest. In addition, this was also
verified in the interviews and described in the results that the investors consider the different qualities
important in forming their intention to invest.

Figure 3. An overview of the central outcomes.

39

Chapter 5. Conclusion and discussion
5.1 Conclusion
The aim of this study was to gain more insight into the influence of Letters of Intent on the intention of
venture capital investors to invest in new technology-based firms without proof of prototype yet by
means of a qualitative research. To achieve this purpose, the following research question was
formulated:
How do LOIs influence the investors’ intention to invest in new technology-based firms without proof
of prototype yet?
In order to achieve the objective and generate a more in-depth understanding of this matter, a
multiple exploratory case study was conducted in which eight venture capital investors were
interviewed. Eight startup investment decisions were discussed with these informants regarding four
new technology-based firms in the Netherlands seeking venture capital. Besides, a content analysis was
carried out related to the eight investors in order to back up the findings.
The insights derived from this study suggests that an LOI has an indirect positive effect on
investors’ intention to invest through influencing their perception of the entrepreneurial and market
qualities, and besides, can possibly have an effect on the investors’ perception of the product and
financial qualities of the new technology-based firm. If an LOI from a potential customer is not concrete
and/or not from a relevant signatory, referred to in this research as a bare LOI, it does affect the
perception of entrepreneurial and market qualities to some extent, but not the perception of product and
financial qualities. However, the degree of concreteness and the position of the signatory moderate the
effect of an LOI on the investors’ perception of all qualities. In addition, the value of the company
signing the LOI also moderates the impact of an LOI on the perception of product, market and financial
qualities.
Although an LOI can thus have a direct and indirect positive influence on investors' intentions,
it is important to note that collecting a lot of LOIs is seen as redundant and consequently, can also have
a negative influence on investors' perception of the quality of the entrepreneur. Therefore, a condition
for the positive effect of an LOI on the investors’ intention to invest is that the entrepreneur gathers a
maximum of a few LOIs. Furthermore, regarding the investors’ perception of the market need, the
probability of imitation negatively influences the effect of the degree of concreteness regarding product
specifications on the relationship between an LOI and the market need. Thus, when there is a high
likelihood that the concerned product may be copied, the LOI should not contain specific product
specifications because that negatively influences the perception of the market need.
This study also identified a few unexpected findings. It seems that the impact of an LOI is also
moderated by the type of investor, namely non-technical and technical investors, by the type of market,
by the stage of the startup, and by whether or not there is a patent on the product in question. However,
there is not enough information to make statements about how these aspects can moderate the influence
of an LOI, so further research is needed to make claims about them.
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5.2 Theoretical implications
From a theoretical perspective, this study makes several contributions. The results of this study advance
knowledge about the effect of LOIs on venture capital investors and their intention to invest in new
technology-based firms. The first and most relevant contribution is that this study presents - to the best
of the researcher’s knowledge for the first time – an investigation of the influence of non-binding
customer contracts, a letter of intent, on investor intentions. Previous research, mostly taking a
quantitative approach, has shown the importance of potential customers in securing venture capital.
Eckhardt et al (2006), for example, established that informal and formal marketing activities with
potential customers have a positive effect on funding decisions. Moreover, Douglas and Shepherd
(2002) indicated that evidence from potential customers such as market surveys or test experiments will
reduce the market risk. This study extends the findings of several studies, among which Eckhardt et al
(2006) and Douglas and Shepherd (2002), by zooming in on a specific evidence of potential customers
that has not been examined before, that is an LOI. This study adds more new insights to this relationship
by conducting a qualitative research to investigate the mechanisms that underlie its effects in the context
of acquiring venture capital. This paper suggests that an LOI is beneficial for an entrepreneur, because
it indirectly affects the investors’ intention to invest by influencing the investors’ perception of the
entrepreneur, the market, and possibly of the product and financial qualities of the startup. Moreover,
the results indicate that showing a lot of LOIs to investors is seen as redundant and can even negatively
influence their perception of the entrepreneur and his qualities. This goes against the expectations of
some researchers that evidence of potential customers guarantees a positive influence on an investor’s
decision to invest (Eckhardt et al., 2006).
Secondly, another contribution refers to the results suggesting that an LOI can act as a
signal that signals several qualities of a startup. Therefore, this paper adds to the signaling theory by
confirming that by using signals, an entrepreneur can convey the value of his startup. Thus, signals can
be used to improve the entrepreneur’s score on the investors’ criteria and consequently affect their
intention to invest. Besides, this study contributes to the signaling theory and a stream of research on
the role of signals in venture capital financing. Recent studies incorporated signals like patents
(Audretsch et al., 2012; Hoenig & Henkel, 2014), prototypes (Audretsch et al., 2012) or prior startup
founding experience (Hsu, 2007). However, no study has investigated whether an LOI can be considered
a quality signal. Thus, because according to this study it appears that an LOI can signal different
qualities, this lays the foundation for further research into the effect of an LOI and whether it can act as
a quality signal.
Lastly, the third contribution concerns strengthening the literature on venture capital investors’
decision making (Macmillan et al., 1985, 1987; Mishra, 2004; Tyebjee & Bruno, 1984; Van Deventer
& Mlambo, 2008). More precisely, in addition to the effect of an LOI, respondents were also asked
whether they considered the quality in question important in their decision to invest. These results are
in line with the already researched criteria that are important for investors. However, while the studies
from MacMillan et al (1985) and Mishra (2004) indicate that among the market characteristics investors
consider the market growth potential as the most important, the results from this study show that the
growth potential is relatively important for investors, depending on the market size. This relationship is
notable and may be worth further investigation.
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5.3 Managerial implications
From the results, it is clear that collecting and showing LOIs to an investor is beneficial for the
entrepreneur of a new technology-based firms in the context of securing venture capital. That is, an LOI
can signal multiple qualities of a firm. However, some informants did not feel strongly about the
advantages of LOIs over just contacting the customers without a conclusion of such a contract. They
indicated that many LOIs shown by entrepreneurs had little content and thus lacked concrete aspects
such as a price, a quantity of desired products, product specifications or a motivation from the customer
as to why he would like to buy the product. It may also be that the LOI is closed with someone who has
a low position in the potential customer business and therefore cannot say anything about potential
purchases. Nevertheless, all informants indicated that when an LOI is made concrete, preferably with
as many details as possible, this is valuable and has indirect a greater effect on their intention to invest.
The same applies if the LOI is concluded with a high authority and a relevant party. Thus, this makes a
strong case for the usage of these non-binding contracts by entrepreneurs who don’t use LOIs yet in
their quest to secure funding.
However, when considering using one or more LOIs, entrepreneurs should definitely take the
following recommendation into account. First of all, in order to gain optimal benefit from collecting an
LOI, it is important that the entrepreneur tries to capture as many details as possible in the LOI. The
results indicate that investors find it valuable if it contains a quantity, product specifications or a price.
This is particularly difficult to establish in a phase without a prototype. Therefore, a corresponding
recommendation is that an entrepreneur should first carry out a thorough market research and
consequently, for example, determine a realistic price. Moreover, in order to increase the effect of an
LOI on an investors’ perception of the firm, the entrepreneur should let the potential customer explain
in the LOI why he chooses the product and what the benefits are over its current products. Furthermore,
on the contrary, the results also show that the extensive listing of product specifications can also entail
the risk of imitation. One recommendation is therefore that the entrepreneur should check whether the
product in question is easy to imitate and whether there is a lot of competition and based on this decide
how much of the product he wants to disclose.
Furthermore, another recommendation refers to the fact that in the cases, the informants
mentioned that it is important that an LOI is concluded with someone who has decision-making authority
over the purchasing of products, such as a CFO. Therefore, it is important that entrepreneurs who want
to collect LOIs, make sure that they are concluded with someone in such a position and not, for example,
with a trainee. In addition, the results suggest that the greater the customer value of the person signing
the LOI, the more positive this is. So, the entrepreneur should also try to get the largest possible customer
to sign the LOI. However, some investors also indicated that they do not know whether the LOI was
written as a favour. Therefore, an associated recommendation is that the entrepreneur also describes the
relationship to that potential customer and the process of closing this LOI to an investor.
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5.4 Limitations and directions for future research
When interpreting the results of this study, certain limitations need to be kept in mind. First, a limitation
in the conceptual framework lies in the researcher’s decision to primarily focus on a letter of intent and
its influence on investors’ intention to invest. However, there are various other factors that impact an
investor’s intention to invest as well. The limitation refers to the fact that while the focus on letters of
intent allowed an increase in the depth of study of the effects of this non-binding contract, their
interrelationship with these other factors has not been sufficiently investigated. Nevertheless, this study
did incorporate some control factors, like the type of investor or other quality signals such as patents or
the entrepreneur’s track-record. According to the results of this study, it seems like having a quality
patent affects the relationship between an LOI and the investors’ intention to invest. However, further
research is required to verify and elaborate on these findings. Therefore, future research should conduct
a large-scale quantitative study to examine the differences between using an LOI on its own and using
it in combination with other factors, in this case for example with a patent on the concerning technology.
In addition, to test and validate the identified propositions, and improve the generalizability of the
propositions in this study, large-scale quantitative research is required.
Moreover, this research has focused only on new technology-based firms. The reader should
therefore bear in mind that the insights obtained only apply to this specific field of research which
impedes the generalizability of the results. In order to validate and extend the results, future research is
needed that also addresses other contexts, such as non-technology-based firms. In addition, the
incorporated new technology-based firms mainly focused on the business-to-business (B2B) market.
Thus, the reader should also take into account that the results do not apply to NTBFs operating in a
business-to-customer (B2C) market. To be able to identify the similarities and differences of the
influence of an LOI in the different markets, further research has to be done on the use of LOIs by
NTBFs in a B2C market.
Another limitation regarding the incorporated NTBFs involves the fact that all the firms did not
use an LOI at the moment they approached the investor. Therefore, no reference could be made to how
the use of an LOI by the firm in question affected the intention of an investor. Thus, the investors could
only make statements about the influence of an LOI if the respective firm had used an LOI, or from
experiences with other firms that have used an LOI. So, the informants needed to answer questions in
speculation or retrospection what might affect the internal validity of this study. To validate the gathered
results, future research should examine NTBFs that did use an LOI in their quest to secure venture
capital. In that case, instead of conducting interviews regarding NTBFs that approached the investors a
while ago, future research should preferably observe and conduct interviews about the process between
the startup and an investor from the beginning of the contact between these two parties until the decision
of whether or not to invest. In this way, an analysis can be made of how an LOI impacts the investor’s
formation of his intention to invest in the startup over time.
Also, as mentioned before, this study incorporated three informants who have no experience
with NTBFs without proof of prototype. This limitation is questionable for the internal validity since
these informants can’t make statements about the influence of an LOI in the case of a startup without a
prototype. Therefore, to increase the validity of this study, future research should only incorporate
informants that have experience with NTBFs that don’t have proof of prototype yet.
Another important limitation to mention refers to the fact that the quality of a qualitative case
study analysis depends on the subjectivity of the researcher. Because the researcher is the main
instrument in collecting and analysing data, he has to rely on his own ability to write this study. The
corresponding recommendation would be that future research should be done by several other
researchers to make the results less dependent on the subjectivity of the researcher.
Lastly, due to the current situation of the COVID-19 virus, the researcher held video interviews
instead of face-to-face interviews. This made it more difficult to draw from facial and body expressions
during the interview, and it could be that the informants are less open through video interviews than
when the researcher and informant are in the same room. Consequently, future research in this subject
should aim to conduct face-to-face interviews to get more information from the informants.
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Furthermore, while this study has its limitations, it can also serve as a basis for many interesting angles
for further research due to its explorative character. First, the results of this study suggest that besides
the incorporated indicators which are rationally selected by the researcher, an LOI also impacts the
perception of other indicators that were not considered in advance in this study, for example the market
knowledge of the entrepreneur. Therefore, a direction for future research would be to carry out studies
that contain more or different indicators to gain more knowledge about the influence of LOIs on
investors' intentions.
Besides, another recommendation for further research refers to the fact that this study examined
new technology-based firms and venture capital investors based in the Netherlands. Therefore, the
results cannot be generalised to other countries, as the influence of an LOI may be different in, for
example, a third-world country. Hence, further research should investigate whether the influence of an
LOI on investors in other countries is comparable to the insights of this study or whether there are
significant differences.
Moreover, the insights of this study suggest that the impact of an LOI on investors’ intention to
invest may differ per type of investor, that is between technical and non-technical investors. However,
this is not consequently found and therefore it could be an interesting matter for further research to
examine whether the impact of an LOI is moderated by the type of investor.
Besides, the results indicate that the impact of an LOI depends on the stage of the firm. However,
due to a lack of data, no statement can be made about how the different stages influence the value of an
LOI. Thus, further research should examine the differences of influence of an LOI between the other
stages and the pre-seed stage where the firm does not yet have a prototype.
Also, as discussed, an LOI may have a direct effect on the investors’ intention to invest in a new
technology-based firm. However, due to the lack of information on this, no propositions were developed.
Thus, this provides another interesting angle for further research.
Lastly, based on the results it seems like having a patent on the concerned technology moderates
the impact of an LOI on the investors’ intention. However, it is not clear how a patent enhances the
influence of an LOI and whether there might also be an interaction effect between these two quality
signals. This could also be a promising direction for further research.
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Appendix
Appendix A - Questionnaire
I would like to briefly mention what will happen to the data of this interview. Firstly, I would like to ask
if you are OK with me recording this interview so that I can transcribe and analyse it later?
After I have transcribed it, I will delete the recording files. Furthermore, the data will be anonymously
processed in the results and will be treated confidentially. Finally, my evaluators have access to all the
data of this study. Do you mind this?
Part I
First, I have a few introductory questions:
1.
Can you briefly tell me who you are?
2.
Which organisation do you work for and what is your function within it?
3.
What do you do as an organisation?
- In which phase of the startup are you investing?
For this interview, I would like to discuss a high-tech startup that was looking for funding from you. Do
you have an example of a high-tech startup without a prototype (take LetsTech for example, I assume
they approached you for capital, correct?).
Did they not have a prototype at the time either?
And were they offering a new technology product/service? Or an existing technology product/service in
a new way?
4.
Did you or did you not invest in the startup?
5.
How important is the entrepreneur, the person himself in the decision to invest in a high-tech
startup?
6.
How important is the business itself, like the product, the market etc. in the decision to invest in
a high-tech startup?
Okay, clear. Based on the scientific literature, I distinguish between 4 types of qualities that are generally
important for investors. Namely the qualities of the entrepreneur, of the product, of the market and of
finance. Now I want to discuss these qualities separately and how important they were in the decision
to invest in the startup in question and also what role the Letters of Intent have in this.
Did the startup use LOIs in the funding process with you?
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Part II
First, entrepreneurial qualities. I would like to discuss a few different qualities. First, the exercise of
marketing activities.
1.
How important was it to you that the entrepreneur of the startup had already performed
marketing activities at the time the organisation sought funding from you?
2.
To what extent did the LOIs of the startup (or if there were none, what did it show if there were
any) show that the entrepreneur was already doing marketing? Was this enough marketing?
3.
Does it also vary by LOI? How does it differ?
4.
How important was it that the entrepreneur of the startup had a drive to grow and achieve
success?
5.
To what extent can the LOIs demonstrate that the entrepreneur has a drive to grow or achieve
success?
6.
Does it also differ per LOI? How does it differ?
7.
How important is it that the entrepreneur of the startup is persistent? That he is able to keep up
an intense task for a long time?
8.
How did the LOIs of the startup affect this? Could this show that he is persistent?
9.
Does it also differ per LOI? How does it differ?
10.
Are there any other qualities of the entrepreneur that are important to you that are influenced
when LOIs are shown by the startup?
OK, I will now move on to the qualities of the product itself.
First, whether the product is accepted by the market.
11.
How important was it to demonstrate that the product of the startup is accepted by the market?
12.
To what extent do the LOIs demonstrate that the product is accepted by the market?
13.
Does it also differ per LOI? How does it differ?
14.
How important was it that the product has a competitive advantage over its competitors?
15.
Did the display of LOIs by the startup influence your perception of the competitive advantage
of the product?
16.
Does it also differ per LOI? How does it differ?
17.

Are there other product qualities that are affected when LOIs are shown by the startup?

OK then, let's move on to discussing market quality.
18.
First, how important was the market size of the startup?
19.
To what extent did LOIs influence your perception of the startup's market size?
20.
Does it also differ per LOI? How does it differ?
21.
22.
23.

How important was the potential growth of the startup's market?
To what extent can LOIs demonstrate the potential growth of the market?
Does it also differ per LOI? How does it differ?

24.
25.

How important is the demonstration by the startup that a need in the market is being met?
To what extent did the LOIs of the startup show this?

51

26.

Does it also differ per LOI? How does it differ?

27.
How important is it that the startup has access to the market (e.g. through different distribution
channels, etc.)?
28.
To what extent did the LOIs of the startup show that they had access to the market?
29.
Does it also differ per LOI? How does it differ?
30.
Are there any other market qualities that are important and are influenced by the display of LOIs
by the startup?
As a final quality, I would like to discuss the financial part.
31.
How important is it that you get a return on investment?
32.
To what extent do the LOIs of the startup influence your perception of the possible return on
your investment?
33.
Does it also differ per LOI? How does it differ?
34.

Are there other financial qualities that are important and influenced by LOIs?

Finally, I have some questions about other qualities that might change the influence of LOIs.
35.
If the product has a patent or is protected by other certificates, does this change the influence of
LOIs?
36.
If the entrepreneur has relations with parties of high status, does this influence the evidential
value of LOIs?
37.
What if the LOIs are presented by an entrepreneur who is better at speaking persuasively?
38.
Finally, can the track-record, the experience, of the entrepreneur have an impact on the
evidential value of LOIs?
This was the interview, thank you very much for your time and cooperation because it helps me a lot. If
you like I can send you the research when it is finished.
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Appendix B – Code list first round
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Appendix C – Code list second round
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Appendix D - Confidential case selection table
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