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Abstract

This paper aims to discuss the exit phase of the individual angels, angel syndicates and corporate angels. The extant research recognises the heterogeneity of the business angel population, but has so far analysed only the investment process or the criteria (that includes exits) of the individual investors.  The present work tries to fill this gap and examines only the exit phase of the angel syndicates and the corporate investors.  The exit phase of the individual investors is re-examined in the light of their reported professionalism and evolution.

The extant research on the exit phase of the angel investors (with related insights from the VC literature) is reviewed under four sections- importance of exit for the investors, holding period, realisation of return, and mode of exit.  The review provides a platform on which the present research takes shape.  

A qualitative approach has been utilised for this research as there was a need to interact with the subjects and report their own perception and interpretation of the exit phase and aspects related to it.  Semi structured interviews lasting between one and half and three hours were conducted with 19 angel investors comprising the three different categories. 

The results were analysed under four sections.  First, different underlying factors made exits important for each category of angel.  Second, the preferred holding period of the three different categories was noted to be between 3-5 years, and this depended upon several factors.  Third, the return expectations of the angels were noted to be either between 2-3 times their initial investment in 3 years, or between 30-40% rates of return per annum and took into account different considerations.   Fourth, it was difficult to identify their preferred modes of exit.    Though subtle differences within and across the angel categories were observed in each of the sections, it was noted that the heterogeneity of the angels did not have significant impact on their exit phase. But the exit behaviour of the angels was found to be different from that of the VCs.

The implications are many.  The entrepreneurs would have to design their business plans and structure their investor pitches for funding accordingly.  Policy makers would have to frame policies for angels differently from that of the VCs and may even have to take note of the subtle differences between categories of the angels. 

This paper’s contribution to the exit phase of the three categories of angels will be valuable not only for its novel findings, but also for their practical and academic significance.    
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1. Objectives

This study (part of the author’s research on investment process of different categories of angel investors in Scotland) aims to discuss the exit phase of the individual angels, angel syndicates and corporate angels.  The business angel literature recognises the heterogeneity of the business angel population (Aram 1989, Gaston 1989, Landstrom 1993, Freear et al. (1994), Kelly and Hay 1996, Mason and Harrison 1996, Coveney and Moore 1998, Cadenhead et al. 2000, Sorheim and Landstrom 2001, Paul et al. 2003).  Nevertheless, studies focussing on the investment criteria, different phases of the investment process or the entire investment process itself have targeted individual investors, but not the other categories of angels.  This study focuses on the exit phase of the angel syndicates and corporate angels and tries to fill this gap.  The exit phase of the individual angels having already been a focus of existing studies is revisited as their investment process is evolving and moving towards sophistication (Gumpert 2005, Mason 2006).   I am particularly aiming to discuss four aspects of the exit phase of each type of the investor.  These are- the importance of the exit phase, realisation of returns or capital gains, holding periods, and modes of exit.  Before I proceed forward, I must first define the three types of angels.  The individual angels
 are rich people who make equity investments or lend money to unquoted ventures not related to them (Mason and Harrison 1999).  The angel syndicates
 refer to the grouping of individual investors to hedge their risks by pooling resources together (Mayfield 1999, Benjamin and Margulis 2001, Aernoudt 2005).  The corporate angels
 are companies that mostly invest high levels of funds in unquoted ventures (Coveney and Moore 1998).  

The study is now divided into six sections.  The second section reviews the existing literature on the exit phase of individual angels (along with insights from the VC literature); the third section proposes a suitable research methodology and design; the fourth section analyses the results, and the fifth section appraises the results and their meanings mainly in terms of the themes raised in the literature review; and the final and the sixth section concludes the paper with implications and value of the contributions made by the paper.

2. Literature Review

The exit phase of the business angels is reviewed under four sections- importance of the exit phase in the investment process, holding period, rate of return and the mode of exit.  The inclusion of the four different sections is self-explanatory.  The review is juxtaposed with insights from the VC literature.  Each of the sections raise research questions that this study aims to enquire about and ultimately find a solution. 

2.1 Importance of the Exit Phase 

Existing research on business angels has quantified the importance of the exit phase in their ex ante investment decision without qualitatively explaining it (Wetzel 1981, 1883, Tymes and Krasner 1983, Short and Riding 1989, Feeney et al. 1999, Haines et al. 2003, Mason and Harrison 1994, van Osnabrugge 1998, Lumme et al. 1996, Hindle and Wenban 1999, Hindle and Lee 2002, Tashiro 1999, Stedler and Peters 2003 etc.).   A few of the studies do the latter.   Wetzel states that his respondents who were lackadaisical about exits dismissed such worries at the preinvestment phase as premature that, at best, needed a discussion with the entrepreneur without any formal agreement.  And, van Osnabrugge puts forward that most of his respondent angels were interested in developing the investee venture rather than worrying ex ante about their exits.  The importance of the exit phase has however been documented to be more important for VCs than for BAs (van Osnabrugge 1998).

The venture capital literature has examined the significance of exits for VCs from a wider gamut.   For example, the investor’s exit could be marred due to conflicts between him and the entrepreneur over aspects that might include sales proceeds, control of the firm or incentives (Berglof 1994, Bascha and Walz 2001, Aghion et al. 2004).  Further, exits enable the VC to recycle his money (Black and Gilson 1998), and help the investor realise capital gains (Cumming et al. 2006).  Against this backdrop the aim of this study would be to identify factors that make exits important for the three different categories of angel investors in their investment decision.  So, our first research question will be-

Q1. In your investment decision, what factors determine the importance of exit phase for you? 

2.2 Holding Period

A number of studies have documented the expected holding period of the angel investors (Wetzel 1981, Tymes and Krasner 1983, Haar et al. 1988, Short and Riding 1989, Dalcin et al. 1993, Mason and Harrison 1994, Lumme et al. 1996, Feeney et al. 1999, Hindle and Wenban 1999, Tashiro 1999, Benjamin and Margulis 2000, Mason and Harrison 2002, Hindle and Lee 2002, Brettel 2003).  The findings suggest that the general holding period of angels varies between 3-5 years, which has been recorded to be more than 5 years for angel investors in the US, Canada, Finland and Japan.  The holding period of the angels has been linked with their performance (Mason and Harrison 2002), and their age and frequency of the investments (Dalcin et al. 1993).   

The VC literature notes that the general holding period of the VCs is around 5 years (see for example, Sahlman 1990), and this is explained by their special expertise in managing early stage ventures, their need to recycle investments, and an obligation to pay back to their limited partners (Gompers and Lerner 2002, Kaplan and Stromberg 2000, 2003, 2004) and so on.  Against this backdrop the aim of this study would be to find out the expected holding period of the three different categories of angel investors, and the factors that this depends upon.  Our next set of research questions will be -

Q2a. What is your preferred holding period?

Q2b.  What factors does this depend upon?

2.3 Realisation of Return 

Various studies have documented the return expectation of the angel investors in their investment process (Wetzel 1981, Tymes and Krasner 1983, Aram 1989, Short and Riding 1989, Dalcin et al. 1993, Freear et al. 1995, Lumme et al. 1996, van Osnabrugge 1998, Feeney et al. 1999, Hindle and Lee 2002, Brettel 2003, Mason and Harrison 2002).  The return expectation of the individual angels in these studies has been recorded to be either an appreciation of their initial capital by 2 times in 3 years, or between 20%-40% per annum.  Further some of the studies have documented that the return expectation or the realisation of the angels could be explained by factors that include their investments in categories and stages of the firms, market and investor sentiments, the investor’s age and investment experience, nature of the portfolio of the investments, and the investor’s patterns of coinvestments.   Interestingly enough, Mason and Harrison (2002) state that owing to their different approaches in managing risk, VCs and angels will have different return profiles; the return profiles of the funds may be negatively skewed, whereas that of the angels are likely to be closer to a normal distribution (angels, according to this study, with a smaller portfolio of investments will have relatively few unsuccessful investments, few very successful investments, and a high number of investments with moderate returns). 

Venture Capital market imperfections (see for example, Wright and Robbie 1998) have led Manigrat et al. (2002) to question the linking of the return profile of the VC investors with that of the investors in large firms.  VC investment returns, observe Kaplan and Stromberg (2000) and Cochrane (2001), are like options that provide opportunities for a large payoff, without significant losses.  The rate of return of a VC investor depends upon factors that might include the nature of his syndication (Brander et al. 2002), extent of his exit (Cumming and Macintosh 2003), type and stage of the firm, prevailing market sentiments (Das et al. 2003) and size of his funds (Kaplan and Schoar 2005).  Baden-Fuller et al. (2006) suggest that a bullish VC investor could buy put options of the stocks of the established rival firms and reap a huge windfall in the event of the latter’s downfall.  Sahlman (1990) observes that ventures that provide good returns to the VCs do not necessarily produce good results in the long term and vice versa.  Against this backdrop the aim of this study would be to observe the rate of return expectation of the three different categories of investors, the way they estimate or calculate it, and finally the factors that it depends upon.  So our third set of research questions for the three different categories of angels would be- 

Q3a. What rate of return do you expect from your investments?

Q3b.How do you estimate that?

Q3c.What factors does it depend upon?   

2.4 Modes of Exit

Various exit modes of the angels have been documented as trade sales, IPOs, management buy outs, mergers and acquisitions, and so on (Wetzel 1981, Mason and Harrison 1994, Lumme et al. 1996, 1998, Benzamin and Margulis 2001, Mason and Harrison 2002, Haines et al. 2003, Stedler and Peters 2003); some studies have documented trade sales as the preferred exit modes of the angels (for example, Paul et al. 2007).  Sohl and Areson-Perkins (2002) state that various exogenous factors like later round investors and their exit strategies might impact the exit modes of the angel investors.   Mason and Harrison (2002) observe a relationship between modes of exit and the investor’s return, and provide a justification for the efficacy of the trade sales as the optimal exit modes for angel investors. 

VCs mostly prefer IPOs as their exit modes (Gompers and Lerner 2005).  The exit modes of the VCs, according to some researchers, are influenced by the nature of the firm and its management team (Black and Gilson 1998, Schwienbacher 2002, Fleming 2002, Cumming and Macintosh 2003), and the level of information asymmetry (Amit et al. 1998).  According to Howorth et al. (2004) certain modes of exit, like, for example, planned MBOs, might help in redressing problems related to information asymmetry.  Against this backdrop the aim of this study would be to identify how the three different categories of angel investors view their possible exit modes?  So our fourth research question for the three different categories of angels would be- 

Q.4 How do you account for the mode of exit in your investment decision? 

3. Research Methodology and Design 

A qualitative approach from an exploratory perspective was utilised to arrive at the results.  Thematic analysis of the interview transcripts aided the analysis (Aronson 1994).  Semi structured interviews were chosen as the appropriate research methodology as there was a need to interact with the subjects, and report their own perception of the exit phase as relevant in their investment process.  Such a methodology allows a researcher to focus on ‘hows’, ‘whys’ and ‘whats’ of people’s lives and report on the constructive, orderly and meaningful work that they do in their every day lives (Kvale 1996, Gubrium and Holstein 1997, Silverman 2005).  Qualitative researchers use interviews to generate “rich, in- depth experiential accounts of an event or episode in the life of the respondent, where as quantitative researchers use interviews to garner a simple point on a scale of 2 to 10 dimensions” (Fontana and Frey 2000, p.646).  The limitations with interviews lie in the fact that the respondents who only “report their perceptions and perspectives” may present a distorted picture of the phenomena due to “personal bias, anger, anxiety, politics, and simple lack of awareness” (Patton 2002).  

The research design and methodology adopted for this paper reflects part of this researcher’s work that was done for his PhD thesis (yet to be submitted).  The thesis discusses the ‘Business Angel Investment Process in Scotland’.  Interviews were conducted with 19 angel investors of different categories (10 individuals, 6 syndicates and 3 corporate angels) lasting between 3/2 and 3 hours.  It is presumed that nearly 250 individual angels, 10-12 corporate angels (both the estimations are based on anecdotal sources) and 15 angel syndicates are based in Scotland. 

The interviews were conducted between October and February 2006, and all the respondents were located in Scotland.  The responses were audio taped, transcribed verbatim, and the resulting qualitative data were analysed using software for qualitative analysis called NVivo 7. 

4. Results

The interview transcripts are analysed under four sections.  NVivo 7, software for qualitative analysis helped to categorise related data and find meanings.  

4.1 Importance of the exit phase 

The importance of the exit phase for the three different categories of investors was analysed.  The data analysis revealed that the exit phase was important for all of them.  But, it was only the possibility, not a clear definition, of exits that was important for the angels in their ex ante investment process.   Several factors that contributed to this importance included their: attitude to risk and return, nature and composition of investment portfolio, realisation that investments might go bust, desire to avoid conflicts with the entrepreneur, wish to recycle capital, inclination to professionally manage the investee business, speculating the success of the investments, scheming the nature of the business model, planning of tax exemptions, realisation that the   product would be a hit, and finally the alignment of goals or objectives with that of the entrepreneur.   

4.1.1 Individual Angel Investors

None of the ten individual angel investors dismissed the importance of the exit phase in the pre investment phase, but the investor perceptions that shaped this importance did widely differ.  The nature of the angel investments dictated that the investors wanted only a verbal assurance from the entrepreneur about the exit potential of the venture.  If the entrepreneur was only able to say “my type of company has been acquired by this company over here in the past for that sort of money” the investor was assured about the exit potential of the venture.   The responses of the investors indicated that various factors determined the importance of exits for them, and these included the following- 

· attitude to risk and return,

· nature and composition of investment portfolio, 

· realisation that investments might end in losses,  

· desire to negate potential conflicts with the entrepreneur on the issue of exit, 

· wish to recycle capital, and 

· to ensure that the investee company was professionally managed with a focus towards value creation.  

4.1.2 Angel Syndicates 

The responses of the six syndicate gatekeepers about the importance of the exit phase were more or less similarly patterned as that of the individual investors.  None of them insisted on being presented with an investment proposal that defined the exit routes or time.  This is best reflected when one of them replied “We do want to have a rough idea when and how the exit is going to be...” Significantly, for all of them, the existence of an exit potential meant profitability and soundness of the investee business, and this was important for them in their ex ante investment decision.  The different factors that determined the importance of the exit phase for them included the following-

· profitability and success of investments, 

· nature of the business model,

· tax benefits that could be availed of by adhering to a minimum holding period and 

· unique attributes (USP) of the product and its marketability. 

4.1.3 Corporate Angels

The three executives representing the two corporate houses shared similar ideas about their exits in their a priori investment period.   For them, it was merely the possibility of an exit that was important, and this was best reflected when one of them replied: “I think what is important is that you initially see from the business plan that an exit is going to be possible.  And, then you are going to debate what the likely exits are going to be, for example, trade sale, secondary buy outs and IPOs.”   The common factor that determined the importance of exits for them was surprisingly just one and this was -  

· a clear alignment of goals or the sharing of a common purpose with the management.   

4.2 Holding Period

Devoid of a clear idea about the timing of their exit, most of the angels preferred to hold their investments between 3 and 5 years, but in actual practice this tended to be more than 5 years.  Further the holding period of the different angels depended upon factors that included stage of the company, the angel’s personal motivation, the company’s needs and growth, the investor’s ability to add value, tax benefits, rate of return, dividend income, dilution of IRR and the ability to exercise control over the entrepreneur and so on.   

4.2.1. Individual Angels

More than half of the ten individual angels replied that they had a desire to hold their investments for 3 - 5 years.  Exceptional holding periods for more than 10 years were noted.  One or two of the angels replied that they wished to build the company and invest for a long time; immediate capital gains were not their goal.  The investors explained that their holding period depended upon factors that included the following-

· stage and sector of the investee business, 

· their personal motivations and skills and 

· the needs of the business.  
4.2.2 Angel Syndicates

More than half of the six gatekeepers in the syndicates replied that their holding periods were more than 5 years, the minimum for some being 3 years.   In exceptional cases the syndicates clung to their investments for more than 10 years.    A few of the gatekeepers raised concerns that they faced or expected conflicts over the timing of exit. This was when the entrepreneur wanted to reinvest and the investor wanted to harvest his returns.   And, such issues according to one investor had the potential to unnerve the company’s growth.   The holding period of the syndicates depended upon factors that included the following-

· their investment cycle,

· exemption from taxes and

· the personal motivation and need to harvest.  
4.2.3 Corporate Angels

The three executives replied that they preferred to hold their investments between 3 and 5 years, but often the holding period was out of their control and tended to be between 5 and 7 years.   A long holding in good times fetched handsome dividends for them, but it was the capital gains upon exit that mostly attracted them toward angel investments.  One of them replied that by incorporating provisions like ‘drag along’ and ‘tag along’, he was able to ensure automatic exits for himself along with that of the owner.  The holding period of the corporate angels depended upon factors that included the following- 

· dilution of IRR,

· dividend income from the investments and

· the ability to control and guide the entrepreneur on his motivations to exit. 
4.3. Realisation Of Return

The return expectations though varied for each angel and category were mostly noted to be between 2-3 times in 3 years, or between 30-40% rates of return per annum.   Rules of thumb and simplistic estimations in multiples of return or percentages per annum were noted to be the characteristics of angel deals.  The measure of IRR was however limited to one syndicate (recognised by FSA) and one corporate angel.  The return expectation of the different angels depended upon factors that included the mode of their exit, the success or failure of their other investments, their portfolio returns, the nature and category of the businesses, stage of investment, amount of funding, expected holding period, patterns of coinvestment and so on.  

4.3.1 Individual Angels 

Though these investors had a minimum rate of return expectation from their investments and they utilised some rule of thumb methodology to estimate the returns, the survival of the company mattered to them.  These investors did not wish to calculate their returns in terms of IRR (it did not reflect the valuation of early stage companies for some, or most of the information to calculate this was not available), and they did this either on the basis of annual rates of return or multiples of capital gain.  So it was mostly a 25% annual rate of return or 10 times money back in 5 years that mattered to them.  But taking into consideration that some of the investments would fail, one or two investors indicated that they expected a lot less from their portfolio of investments, which was around 10-12% return per annum.  Their return expectations depended upon factors that included the following-

· the mode of their exit,

· the success or failure of their other investments and  

· their portfolio return and so on.
4.3.2 Angel Syndicates

One of the gatekeepers replied that ‘exit’ was a wrong term to use, which should be replaced with the term ‘realisation of return’.  All the angel syndicates had replied that a potential for high return would only make them invest.   Most of them estimated their returns in terms of annual rates of return or multiples of capital appreciation.  One of them used IRR (internal rate of return) to calculate his rate of return (but rules of thumb analysis aided this).  This syndicate was recognised by Financial Services Authority.   Under normal circumstances, the return that they expected was in the range of 2-3 times in 3 years or between 30-40% per annum.  But if the investment happened to be a risky one, they expected 10 times their money back in about 5 years time.   Their return expectations depended upon factors that included the following-

· nature and categories of the businesses, 

· stage of investment, 

· amount of funding and 

· expected holding period and so on. 
4.3.3 Corporate Angels 

The executives replied that the minimum expectation from their investments was if they would be able to get a return that was either around 30-35% per annum, or if their capital could be multiplied by 5 times in 5 years.   One of them used measures of IRR to estimate his returns and this had to be no less than 25%.   This needed a thorough analysis of the future scenarios of the business, the estimation of the cash flows, exit valuation and so on.   Their return expectation depended upon factors that included the following-

· nature of the business, 

· stage of investment (for example, seed, early or later stage) and 

· the pattern of their coinvestments.  

4.4 Mode of Exit

All the three categories of investors replied that it was difficult for them to define their mode of exit in their ex ante investment decision and this amply justifies our decision not to question them about factors affecting their mode of exit.  The angels replied that their investment agreements only specified clauses regarding possible exit modes, or the exits needed approval of the investors.  For some of them it was important to play a long-term role in the investee business and develop the exit mode.  Though some opinions emerged in favour of selling to the trade (a reputed company in the same category), most of them were of the opinion that the preferable mode of exit depended upon the nature of the business and unforeseeable circumstances. 

4.4.1 Individual Investors 

The prevailing opinion of most of the individual investors was that they played an instrumental role in developing the mode of exit in their post investment period; the specification of the exit mode did not bother them in the pre-investment phase.  The investment agreement of these investors mostly contained a clause stating the possibilities of an exit in a foreseeable period.  Some of the investors replied that a suitable mode of exit could develop all of a sudden, and this was conducted in an amicable environment with the consent of the buyer, the seller and the investor.  A few investors were opinionated in the favour of trade sales as their favoured exit routes, and a few replied that the nature of the company often dictated their preferred modes of exit.  

4.4.2 Angel Syndicates

The gatekeepers replied that their investment decision was not based upon a ready availability of exit modes; the modes of exit developed in their post investment period and their member directors on the boards of various companies played an instrumental role in it.   As regards favourable modes of exit, most respondents indicated that they differed from company to company.  Some opinions were recorded in favour of trade sales as the most favoured exit routes, especially if the company happened to be a reputed name or a competitor with similar product lines, or had a high market capitalisation.  One or two responses did emerge in the favour of management buyouts that in the past paid back around four times the initial capital to those investors.   

4.4.3 Corporate Angels

The executives were of the opinion that the mode of exit was hard to figure out in their preinvestment period; the nature of the company often dictated the best modes of exit.  IPOs or trade sales hadn’t necessarily been the best modes of exit for two of them. The investment agreements often contained clauses regarding their modes of exit.  One executive replied that in one of his past deals he sold his shares back to the management as per their wish, which was not necessarily the best mode of exit for him in value terms.   Another executive voiced his pessimism about management buy outs as the best mode of exit in value terms.   He desired to share his views that if the investors hankered after exits alone that could prove detrimental for the company; and the investors in early stage companies should ideally aim to build businesses and this would ensure optimal exit modes for them with the creation of company value.  

5. Discussion

The results analysed in the four sections above serve as a useful indicator of the aspects related to the exit phase of the three different categories of angel investors.  The results provide insights about the exit phase of the three different types of angels, about which very little is known to the academia, practitioners in the field and the policy makers.  Though subtle differences across and within angel categories were observed, it could be inferred that heterogeneity of the investors did not have much impact on the exit phase of the various types of the investors.   The differences in the analysed data under various sections could be traced to one or more of the following problems: the small sample of the research, a self reported bias, the investor’s relative knowledge of the investment game and the limitations of the methodology.   Though extreme caution therefore has to be exercised in generalising the findings, the results still merit discussion. 

The extant literature documents only the importance of the exit phase for the individual angels without explaining the significance of the phenomenon.   This paper succeeds in qualifying this importance not only for individual angels, but also for two other categories of angel investors- angel syndicates and corporate angels.  The factors that impact the exit phase of the different categories of investors differed mostly in terms of the professional outlook of the investors.  Further some of the highlighted factors are in accordance with the VC literature (for example, potential conflicts of the VCs with the entrepreneur (Berglof 1994, Bascha and Walz 2001, Aghion et al. 2004) and their desire to recycle capital (Black and Gilson 1998, Cumming et al. 2006)).  Possibly this research has also succeeded in identifying causes that could explain the exit behaviour of the VCs.       

The reviewed literature suggests that the expected holding period of the individual angels varies mostly between 3 and 5 years, excepting for angels in countries like the US, Canada, Finland and Japan, where the holding period is either more than 5 years or matches that of VCs (see for example, Sahlman 1990).  Our results for the three different categories of angels in Scotland are in accord with that of the expected holding period of the individual angels in the UK.  The replies of the individual angels were that their holding period depended upon the stage of the company, their personal motivation and their expertise and ability to add value.  The angel syndicates replied that their holding period depended upon their investment cycles (maturity or pay back period) or their getting a tax exemption under the EIS scheme.  The corporate angels replied that their limited holding period enabled them to get a better return, but it was difficult for them to predict and control it.  Some times they had to put tag along or drag along clauses in their investment agreement and that meant that their decision to exit as a minority investor was based upon the moves of the majority holder, often the owner. 

On rate of return and its calculation, the reviewed literature suggests that the angels in different countries have different expectations and realisations, and this either varies between 20% and 40% per annum or could be a capital appreciation of 2 times in 3 years.  Our results are not very different. The three categories of angels in this study, in accord with the literature, mostly expected their returns in annual percentages or multiples of capital appreciation.  I also conclude that the three categories of investors needed either 2-3 times their money back in 3 years or 30-40% per annum rate of return.  The use of IRR was limited to one syndicate and a corporate angel.  The data available for the latter suggests that a minimum IRR of 25% induced them to invest.   The various factors upon which the return expectation of the angels in this study depended upon included the success, risk parameters, the nature and stage of the business, the amount of funding put in and the quality of the management.  Such findings point to the similarities between angel and VC investment as the reviewed VC literature has linked many of these causal factors with the return expectation of the VCs.  But the extent to which the three types of angels could rely upon the huge pay offs from their investments with only risking their initial capital outlay- ‘similar to investment in stock options’ (Kaplan and Stromberg 2000 and Cochrane 2001)- would depend upon the depth of their pockets.  But surely all the successful angels could aim to buy the put options of their established rival firms as noted by Baden-Fuller et al. (2006).   

About the modes of exit, the literature documents trade sales as the preferred exit modes of the angels (for example, Mason and Harrison 2002).  Our results suggest that the angels play a vital role in developing their modes of exit, and that the favourable exit mode varies from company to company.  This may point to the differences between the nature of the angel and the VC investors, whose preference for the IPOs as exit modes has been documented by Gompers and Lerner (2005).  More research evidence is required to understand the factors that influence the mode of exit of the angels.  Such a study has to preferably focus on the companies that are nearing exits with angel investors on board as our findings document that  the angel investment agreement mostly contains clauses about the possible exit modes, or specifies that the exit will need the investor’s approval before the exit event.  

6. Conclusion

The results obtained for the three different categories of angels serve as a useful indicator of the contemporary practices noticed in the investment process of the three different types of angel investors.  It was noted that the exit phase of the angel investors may not be very important in their a priory investment process, but the gearing up or the preparedness of the investee business to achieve an exit (MCkaskill et al. 2004) is important for them in their investment decision.  Interestingly, the angels themselves are willing to play a vital role in helping the company in achieving an exit, and unlike the institutional VCs do not aim at the so called exits as their sole investment criteria.  The observation is important. 

This research has many implications for its different stakeholders.  The entrepreneurs would have to design their business plans and structure their investor pitches accordingly.  A “single window business plan” may not help them if they wish to approach different types of investors. But the extent to which the taxonomy of the angel market would guide them is doubtful taking into consideration the informal nature of the market.  Policy makers would have to define specific policy measures that take note of the subtle differences in the investment criteria of the angels due to the diffused and heterogeneous composition of the angel investment market itself (see for example, Lerner 1998), and also its vital differences from the VC investment climate (Grahame 2007, Aernoudt et al. 2007).  But a better suggestion of this research (though far fetched) to the policy analysts would be to try and institutionalise the angel investment market, but the ex post ramifications need to be thoroughly debated in various forums.   Angel investors themselves will have to apprise themselves with the nuances of the investment game as reported, and plan their moves accordingly.  This will be a win-win game for all.  Academics, as always, will have to reflect on the findings and try to further their scope and relevance by undertaking more vigorous empirical and theory based studies (Fiet et al. 1997).  The contributions made by the paper are thus valuable not only for the novelty of the findings, but also for their practical and academic significance. 
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� The individual angels have mostly been recognised as informal investors by various authors as opposed to the VCs who are the formal investors and operate as financial intermediaries in the private equity market. 





� Venture capital syndicates on the contrary refer to the joint purchase of shares by two or more venture capital organisations (Gompers and Lerner 2002).  For elaborate discussions on syndication in the VC industry, see Bygrave (1987), Lerner (1994), Locket and Wright (2001), Manigrat et al. (2002, 2006) and Wright and Locket (2003), Filatotchev et al. (2006). 


  


� This definition of corporate angels is same as that of corporate venture capitalists who invest corporate funds directly in external start-ups, but not in ‘new internal ventures’ or not when a third party is involved in the management of the funds (Chesbrough 2002).  Another definition is provided by Gompers and Lerner (1998), according to whom corporate venture capitalists provide corporate funding directly in a variety of internal and external ventures, as well as in funds managed by independent venture capitalists.  Both the works however highlight the strategic overlap of objectives behind the genesis of such investments made by the corporate investors.   
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