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1. Introduction  

 

In this chapter the reader will be provided with a general introductory view on the topic 

of Venture Capital and the role of management accounting systems in early-stage start-

ups. The introduction will continue by reviewing the problematisation of the research 

topic followed by the purpose of the study as well as the research question. A discussion 

regarding the delimitations of this study followed by clarifying the dispositions will end 

the first chapter of the thesis.  

 

1.1. An introduction to Venture Capital 

 

In the world of start-up financing, VC can be categorised as a form of risk capital and one 

of the several ways of equity financing available for entrepreneurs. According to one 

article review, the different forms of equity financing “primarily includes venture capital, 

corporate venture capital, angel investment, crowdfunding, and accelerators.” (Drover et 

al. 2017, pp. 1820-1821) The researchers continue by discussing that the most common 

form of equity financing today is VC.  

In VC, capital is collected from various limited partners, seeking to invest with a specific 

investment thesis, focusing in young mid-, and late-stage disruptive companies with a 

high scalability potential. VCs differ from other types of investors in the way they work 

closely with their investments to share human capital with a goal of creating added value. 

This is achieved by providing mentoring in different stages of the business development 

and market penetration period. 

In addition, VCs often have as a goal achieving an exit from their investments 

approximately within the next 10 years in the form of an acquisition (buyout) or an initial 

public offering (IPO). This is due to the required rate of return that the fund is responsible 

to generate to its shareholders and limited partners (Drover et al. 2017, p. 1821). 
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Furthermore, VC firms invest in recently founded companies to enhance growth and 

innovation with a focus on achieving scalable global business models. Since the 

traditional methods of company valuation are usually based on extensive quantitative, 

historical, and accounting-related information, their suitability for start-up valuation can 

be questioned. However, it is important to clarify that investment valuation and analysis 

are some of the key factors to succeed in financing new ventures (Miloud, Aspelund, and 

Cabrol 2012, p. 151). 

The rise of Venture Capital (VC) -funds and investments is a relatively new phenomenon 

in Finland. However, the country has been able to lift its VC-investment profile to a level 

that has been recognized even abroad. In a report published by the Finnish Venture 

Capital Association (FVCA) (Finnish Venture Capital Association 2021, p. 5), it is stated 

that in 2020, 39 of its members were categorized as venture capital funds and 36 were 

Buyout & Growth funds. The authors continue by explaining that “Finnish VC-firms 

invested a record-total of €274m (+78%) into 234 (+8%) domestic and international start-

ups or early-stage growth companies.” (Finnish Venture Capital Association 2021, p. 5)  

According to the latest data published in 2022, the amount of capital invested by Finnish 

VC-firms in 2021, had risen to €294m with a 5% growth from the previous year. Another 

detail worth highlighting is that during the same period, Finnish start-ups were able to 

attract a significant amount of €743m in both domestic and international VC-investments. 

This is a 60% growth from 2020. (Finnish Venture Capital Association, 2022, p 6.). 

Not only do VCs provide funding for their portfolio companies but also extensive 

networks, mentoring and guidance through difficult times. When considering the above-

mentioned factors, it can be concluded that social capital has a relevant role in the interest 

and willingness of VCs investing in the future. VCs primarily operate as entities providing 

financing to boost growth. However, the other aspect of transferring highly valuable 

human capital (in the form of know-how and networks) is in the core of successful start-

ups (Alexy et al., 2012, pp. 835-837). 

Because of reasons stated above, the researchers emphasise that “the social capital of 

VCs, derived from the structural and relational attributes of the syndication networks they 

are embedded in, matters with respect to the investment decisions they take and, 

consequently, the amount of funding that start-ups may receive.” (Alexy et al., 2012, p. 

848) They continue by emphasising that results indicate a relationship between VCs that 
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are social capital intensive and higher amounts of funding collected by their portfolio 

companies.  

 

1.2. The role of Management Accounting Systems in early-stage start-ups  

 

This thesis focuses on how the joining of external VC-investors, and their financial 

reporting preferences, effects the way early-stage start-ups build different processes and 

systems to follow financial performance and other key performance indicators (KPI). 

Several studies have been conducted in the field on how VCs can encourage start-ups to 

implement these above-mentioned systems. However, the connection between VCs 

financial reporting preferences and Management Accounting Systems (MAS) and 

Management Control Systems (MCS) is yet to be researched. Another relevant aspect is 

to study, how start-ups have succeeded in this process and with what type of challenges 

they battle with related to the topic. 

When a start-up can gather funding from external investors the number of internal 

stakeholders and reporting increases. This is due to VCs’ interest of following portfolio 

performance and value development as well as the responsibility for investor relations. 

According to Davila and Foster (2005, pp. 1040, 1065) the presence of an external VC 

may promote early-stage companies to adopt different types of MAS in the form of 

operating and cash budgets. The authors continue by stating that “we find a significant 

increase in the growth of the company in the window around the adoption year. 

Furthermore, companies' adoption of operating budgets is associated with their future 

growth.” (Davila and Foster, 2005, p. 1041) 

The same authors define MAS as “a subset of Management Control Systems (MCS)” 

(Davila and Foster, 2005, p. 1040) and continue by citing an older article by Simons 

(1994, p. 185)  where MCS are defined as “formal, information-based routines and 

procedures used by managers to maintain or alter patterns in organizational activities.” 

(Davila and Foster, 2005, p. 1040) 

VCs invest in the most promising and disruptive companies to enable their fast 

international growth and scalability. When a company grows, the number of employees 

and other interest groups increases as well. To achieve sustainable growth, it is vital for 
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a start-up to implement MAS, a crucial part of MCS, to support managerial strategic 

decisions. They also help companies in risk management and to avoid major business-

related catastrophes (Davila and Foster, 2007, pp. 933-934). 

The most widely adapted MCS focus on financial planning and, according Davila and 

Foster (2007, p. 934), the three different dimensions of financial MCS are “operating 

budgets, cash flow projections, and sales projections.” The results indicate that, the 

existence of a VC as a shareholder has a positive effect on the rapidness that start-ups 

implement different financial and other types of planning systems into their 

organisational infrastructure (Davila and Foster, 2007, p. 934). 

Researchers Schachel et al. (2021, p. 661, 678) clarify that usually “founder-managers” 

hold a more nuanced understanding of the performance, riskiness, and value of the start-

up than outstanding financiers. However, to be able to receive financing from VCs the 

company must be able to signal and present its “superiority” to the potential investors. 

Because of this, MCS are in the core of signalling sustainable financial performance to 

VCs. 

The authors continue by emphasising that based on their results, there are some signals 

of specific MCS having a higher level of importance to external equity financier than 

others. In their study, the researchers focus on clarifying the different preferences, 

regarding MCS between equity investors (VCs) and debt financiers (banks). Based on 

their findings, the authors state that “our results show that equity financiers perceive 

financial and strategic MCSs in their funded start-ups as significantly more important 

than debt financiers” and “VCs can easily enforce the implementation of MCSs ex post 

through their stronger control rights.”(Schachel et al., 2021, p. 662) They also provide an 

interesting point of view by highlighting that “the results of this study show the first 

indications that MCS adoption positively affects financiers’ investment 

decisions.”(Schachel et al., 2021, p. 678) 
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1.3. Problematisation 

 

When striving for international scalability and growth, VCs are at the core of successful 

start-up ventures. Noticeably, the risk funding provided by them has become one of the 

key accelerators of success also among Finnish start-ups (KPMG and Finnish Venture 

Capital Association, 2021, p. 14). Furthermore, investments by VCs have a significant 

societal impact. Because of this, VCs can be seen as a catalyst that drives innovation of 

young disruptive entrepreneurs forward (Johansson et al., 2011, p. 12). 

Since early-stage start-ups tend to lack expertise and infrastructure related to financial 

management, the need for further research applies to MAS and MCS that they implement. 

Both Davila and Foster (2005, p. 1066) and Schachel et al. (2021, p. 678) underline the 

need for gaining a deeper understanding on how MCS of start-ups and financiers’ 

investment decisions interact with each other. This is because, early-stage start-ups are 

often defined by a short financial track record as well as an asymmetric information gap, 

between the VCs and start-up founders. This can cause a relevant and present issue in the 

industry. The authors continue by stating that “entrepreneurs and venture capitalists have 

faced these two issues for decades, yet no systematic approach exists to address these 

issues. Thus, a systemic solution of these issues is needed for many reasons.”(Dhochak 

and Doliya, 2020, p. 40) 

Researchers  Schachel et al. (2021, p. 661) refer to the previously mentioned information 

asymmetry between investors and start-up founders seeking for external financing. They 

continue by discussing that based on previous research  (de Bettignies and Brander, 2007, 

p. 811; Coleman, Cotei, and Farhat, 2016, pp. 123-124; Ibrahim, 2010, p. 1203) this gap 

emerges since “founder-managers are better informed about their firms’ performance, 

potential, riskiness, and true value as well as their own abilities and efforts. To receive 

financing, start-ups must reduce these information asymmetries and signal their potential 

to be successful”(Schachel et al. 2021, p. 661) 

However, Ueda (2004, p. 601-602, 620) discusses how VCs and banks differ from one 

and another as potential financiers for early-stage companies. He states that some results 

indicate VCs having a relevant role in the process of decreasing information asymmetry 

between investors and start-ups compared to traditional financial institutions. This is 

because, when a start-up and VC sign an investment agreement making the investor a 
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part-owner of the company, both parties become equally informed about the current state 

of the business.  

Ueda (2004) continues by clarifying that trough the shared ownership, the founding-

managers are face with something that he calls “the threat of expropriation” because the 

VC may be able to exploit the company’s IPR. For this reason, the author suggests that 

“stronger protection of intellectual property rights weakens the threat that the venture 

capitalist may expropriate the entrepreneur's project, and thereby encourages the 

entrepreneur to finance through the Venture Capitalist.”(Ueda, 2004, p. 620) 

The joining of a VC as a shareholder in an early-stage start-up can have significant 

impacts on a company’s incentives to implement MCS to track mainly financial 

performance but also other types of factors (Schachel et al., 2021, p. 662). However, more 

research focusing on clarifying the relationship between the financial management 

processes that VCs encourage their portfolio companies to apply, and financial MCS that 

VC-backed companies choose to implement in their daily business operations, is needed. 

Also, the lack of studies conducted on how start-ups build up a sufficient MAS-

infrastructure to provide the required financial and other metrics demanded by investors 

for their own reporting, currently exists. 

Davila and Foster (2005, p. 1066) argue that VCs have broad experiences and knowledge 

of a wide number of start-ups that have become successful and that have failed. The data 

show some evidence of the importance of a VC as a shareholder in the early adoption of 

MAS, consisting of budgets and other financial management processes. These systems 

focus on increased profitability, in early-stage star-ups. They continue by arguing that 

these results indicate the importance of MAS in the process of creating value in 

companies.  

Joglekar and Lévesque (2009, p. 229) state that start-ups tend to present high R&D and 

marketing expenses compared to losses or low revenues in the early stages of execution 

of the business development plan. In addition, it can also be observed from an investor 

point of view, where the right timing in applying for growth funding plays a key role 

when maximizing the boost generated by the financing. 

Another reason why more studies should be conducted in this field, is the constantly 

increasing socio-economic impact of VCs in generating corporate growth, both in Finland 

and internationally (KPMG and Finnish Venture Capital Association, 2021, p. 6). Since 
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fast-growing internationally scalable “unicorns” ensure the global competitiveness of any 

economy, it is vital that a standardised framework is also formulated in the risk capital 

industry. Since widely accepted customs and standards tend to be spread through the 

industry in the form of word-to-mouth and “silent information”, it is important to 

document them to support the development of the VC-industry. 

Due to the increased role of VCs in achieving international growth, start-ups are obliged 

to take their financial reporting- and management preferences into account. In a study 

conducted by Davila, Foster, and Jia (2015, p. 208) the researchers argue that previously 

MAS and MCS were seen as complex and bureaucratic necessary evil that would kill the 

“entrepreneurial spirit” and creativity in a company. Based on the results, the article 

suggests that today these above-mentioned systems are seen as key drivers rather than 

barriers for growth. This is because, they enable the company management to focus 

specifically on processes that create value and manage risk. 

The researchers also argue that based on empirical findings, financial MCS are highly 

valued by especially external equity investors since “equity investments have higher risk 

and therefore, systems that increase the likelihood of enhancing the value of these 

companies (e.g. through better decision-making, execution, contract provision) offer 

more value for these investments.”(Davila, Foster, and Jia, 2015, p. 209) They continue 

by emphasising that “our findings provide new evidence for the emerging research 

paradigm that advocates a value-enhancing role for formal control systems in start-up 

companies.”(Davila, Foster, and Jia, 2015, p. 210) The researcher also suggests that the 

need for research in the field stems from the fact that start-ups rely on external funding to 

fuel their future growth.  

Some previous studies support a view indicating that, VCs have a positive effect on the 

way start-ups adapt MAS to manage risk and track financial performance. In one article, 

researchers Davila and Foster (2005, pp. 1040-1041) argue, based on their multi-case 

research study consisting of 78 start-up companies, that VCs effect the way early-stage 

start-ups implement MAS in their financial management infrastructure. They specifically 

highlight, that VCs seem to encourage entrepreneurs to implement different forms of 

operating budgets as part of their company management practices. They also clarify that 

the adoption on operating budgets seem to convert to increased financial performance and 

future growth. The same authors, Davila and Foster (2007, pp. 908-909), develop their 
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new findings based on their previous study, Davila and Foster (2005), by stating that 

according to data, a link between the joining of a VC with implementation of MCS and 

the growth and success of an early-stage start-up can be observed.  

In one of their more recent articles, results indicate that a “statistically and economically 

significant positive relation” is present between added company value and the amount of 

implemented MCS  (Davila et al., 2015, p. 209). The researchers also argue that there are 

differences in ways debt- and equity investors value these previously mentioned systems. 

The difference could stem from equity investors valuing risk management systems higher, 

since equity investments generally bear more risk compared to investment carried by debt 

investors. Therefore, the implementation of MAS and MCS, can also be seen as risk-

management tools for VCs. Also, the need for further research applies to MAS and MCS 

that start-ups implement. Both Davila and Foster (2005, p. 1066) and Schachel et al. 

(2021, p. 687) underline the need for gaining a deeper understanding on how MCS of 

start-ups and financiers’ investment decisions interact with each other. 

A variety of studies review the way different principals, driven from classical finance 

theory, are present in the interaction between VCs and early-stage start-ups. Still, the 

academic field currently lacks research specifically focusing on the adaptation of 

management accounting- and control systems in this intricate social interplay. 

 

1.4. Purpose of the study and research question 

 

The purpose of the study is to research how VCs affect the financial management 

processes and infrastructure of their portfolio companies. The primary research question 

for this thesis is presented as following: how do the financial reporting preferences of 

venture capitalists effect the adaptation of management accounting systems in early-stage 

venture capital-backed start-ups? In other words, if the joining of an VC as an investor 

has an impact on the financial management infrastructure and reporting processes of an 

early-stage start-up and what incentives drive the implementation of these systems. The 

specific area of interest lies in how VCs financial reporting preferences, affect the way 

early-stage start-ups implement MAS and MCS, as well as other reporting processes. 
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The empirical insights are gathered through a semi-structured qualitative interview study 

focusing on the financial management systems and infrastructure implemented by start-

ups. Interviews also focus on gathering information about KPIs and other metrics, tracked 

by these companies, for their own use as well as reported to their shareholders (VCs). 

Information related to the type of difficulties start-up face when implementing financial 

reporting- and financial management processes is an area of interest as well. The role of 

MAS in early-stage start-ups is discussed from an academic perspective in the beginning 

of this thesis. The interview study reviews, how financial managers of start-ups and VC-

investors view MAS as value-drivers and tools for risk management in early-stage 

companies striving towards exponential growth.  

 

1.5. Delimitations 

 

The study and results of this thesis have several limitations. Firstly, all of the early-stage-

start-ups interviewed are European-based with a focus in international markets. Secondly, 

all the start-ups, except one, have at least received Series-A financing from European and 

foreign VCs. However, the companies are still in early-stages with their efforts of 

acquiring international presence and scalability. Thirdly, all the VC-investors interviewed 

for this study are European, focusing primarily on investing in Series-A start-ups within 

industries such as high technology and software as a service (SaaS). Another limitation 

worth emphasising, is the small portion of respondents (seven) within a narrow sector of 

SaaS. It can be argued that by increasing the sample size, while simultaneously widening 

the distribution between different industries, results of this studies could change 

drastically. 

 

1.6. Disposition 
 

To support problematisation, purpose of the study and research question the reader is 

presented with relevant academic research related to the topic. This thesis begins with an 

introduction to VC and the role MAS in early-stage start-ups. The introduction is followed 
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by Chapter 2 that reviews relevant theory to support the focus points of the conducted 

study. Chapter 3 clarifies the reasons behind the choice of research methodology. Chapter 

4 presents and references the main findings of this study from start-ups- and VC-

investors. Chapter 5 focuses on analysing these findings in relation to prior academic 

research that is referenced throughout the thesis. Chapter 6 consists of a conclusions part 

elaborating on the main findings of the study. The thesis ends with Chapter 7 

(contributions), Chapter 8 (limitations of the study) Chapter 9 (possibilities for future 

research in the field) and Chapter 10 (Summary in Swedish). 
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2. Theory 

 

The theory part of this thesis begins with a literature review consisting of relevant past 

research related to management accounting- and control systems as well as presenting 

some principal concepts of venture capital-funds. The reader is also presented with a 

thorough overview of measuring fund performance in the Venture Capital industry as 

well as VC market outlook based on the latest data and industry forecasts. Furthermore, 

the theory part provides the reader with insights on the role of non-financial and financial 

information for creating value in early-stage start-ups. The chapter will end with a 

summary regarding the most relevant ESG- and sustainability-related reporting 

standards, globally and in the European Union and survey data.  

 

2.1. Simons’ Levers of Control 

 

Managers of business entities have long been known to apply formal MCS as guiding 

tools to support strategic decision making. With the goal of managing risk and increasing 

profitability, managers need information from different business operations to base their 

decision on a realistic view of the performance of the specific business entity. 

In his book “Levers of control: how managers use innovative control systems to drive 

strategic renewal” Robert Simons (1995, pp. 3-11) introduces the fundamental reasonings 

and purposes for the use of MCS as an important tool for managerial strategic decision-

making and creating innovation in organizations.  The researcher provides the reader with 

a framework that is also present in another older article published by Simons (1995, p. 7); 

Simons (1994, p. 173) presented below as Figure 1. 
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The graph consists of four different so-called Levers of Control (LOC), beliefs systems, 

boundary systems, diagnostic control systems, and interactive control systems, that 

showcase the link between facilitating innovations, financial performance control and risk 

management (Simons, 1995, p. 7). The author fundamentally divides these four different 

types of systems in to two integrated groups like water and oil. He continues by 

elaborating that beliefs systems and interactive control systems facilitate and push 

creativity and opportunity seeking, whereas diagnostic control systems and boundary 

systems create the stable framework where innovation takes place (Simons, 1995, pp. 7-

8). 

Table 1 visualises the key dimensions of the different levers of control and provides some 

examples for their practical applications. 

Figure 1 

Controlling Business Strategy: Key Variables to Be Analyzed 

Source: Simons (1994, p. 173); Simons (1995, p. 7) 
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Table 1  

Characteristics of four categories of management control systems used by top managers 

Source: Simons (1994, p. 172) 

 

The model presented above has gained many different applications since it was published. 

In their article “Strategy and control: 25 years of empirical use of Simons' Levers of 

Control framework” researchers Martyn, Sweeney, and Curtis (2016, pp. 281-282) review 

how Simons’ Levers of Control has been applied in empirical research during the past 25 

years and why its popularity among researchers has increased rather than falling out of 

fashion. 

On one hand, they discuss that the reason why the LOC-model has become an exciting 

research framework lately, is because the focus of the research conducted in the field of 

management accounting has shifted to more qualitative focus points. They define this 

shift by providing an example: “in recent years, the application of the framework has been 

extended to examining inter-organisational controls, corporate social responsibility 

Beliefs systems Boundary systems Diagnostic control systems Interactive control systems

Nature of systems:

Explicit set of shared 
beliefs that define 

basic values, purpose, 
and direction

Formally stated limits and 
rules that must be 

respected

Feedback systems used to monitor 
organizational outcomes and correct 
deviations from preset standards of 

performance

Interactive control systems

Purpose:

Provide momentum 
and guidance to 

opportunity-seeking 
behaviors

Allow individual creativity 
within defined limits of 

freedom

Provide motivation, resources, and 
inofrmation to ensure important 

organizational strategies and goals 
will be achieved

Control systems that managers use to 
regularly and personally involve 

themselves in the decision activities of 
subordinates

Key design variables: Core value Risks to be avoided Critical perfomance variables Strategic uncertainties

Examples: - Missions statements
Clear rules, limits, and 

proscriptions in: 
- Profit plans and budgets

Top managers can make any control 
system interactive by:

- Vision statements - codes of business conduct - Goals and objectives systems
(1) ensuring that system is an important 
and recurring agenda to discuss with 
subordinates

- Credos - strategic planning systems - Project monitoring systems
(2) ensuring that system is a regular 
focus of attention by operating managers 
throughout the organization

- Statements of 
purpose

- capital budgeting systems - Brand revenue monitoring systems
(3) participating in face-to-face meetings 
with subordinates

(4) continually challenging and debating 
data, assumption, and actions plans
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(CSR) and environmental reporting, application of controls at middle-manager level and 

responses to the banking crisis.”(Martyn, Sweeney, and Curtis, 2016, p. 282)  

On the other hand, they also point out that the popularity of the framework has resulted 

in fragmented and imbalanced findings, instead of a coherent overall view of how LOC 

embodies the way different MCS are used in organisations. The researchers contemplate 

that the future studies will revolve around the previously mentioned aspect of, how LOC 

can help define the ways MCS are applied in businesses. For that reason, it will most 

likely stay popular and relevant also in the future as well (Martyn, Sweeney, and Curtis, 

2016, p. 299). 

The reason why Simons LOC-framework is relevant for this thesis is because it clarifies 

different factors affecting the implementation of MCS in companies. When a VC becomes 

a significant shareholder in a start-up it has a major impact on the way a company operates 

and performs. For this reason, the company needs to adapt the different LOC and MCS 

to meet the preferences of their shareholders. Also, MCS play a key role in pivoting 

business strategies and the search of new business opportunities. As Robert Simons 

(1995) states it in the end of his book “management control systems are critical levers for 

strategic change and renewal”(Simons Robert, 1995, pp. 151-152) and continues by 

underlining that “they are put in place to respond to information and control needs as 

organizations grow.” (Simons Robert, 1995, pp. 151-152) 

 

2.2. The structure of a Venture Capital Fund 

 

Compared to “traditional” investment funds, VC-funds have a special and unique 

structure that focuses on limiting risk between the different counterparties responsible for 

the investment operations. Another aspect that usually excludes VC-funds from the rest, 

is the fact that they always invest in privately held companies with an active shareholder 

mentality. The profits are generated though an exit where the portfolio company is either 

bought by another entity, for example a PE-fund or a large corporation on the market, or 

in the form of an initial public offering (IPO). 
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Figure 2 presents the standard structure that an international VC fund operates with. In 

the centre of the network is the so-called Limited Partnership (LP) that executes 

investments in different companies with the capital provided by foreign and local 

investors.  

The LP is operated by the General Partner (GP) that has responsibility of carrying the 

investment decisions. Furthermore, the GP is managed by the advisory company that can 

be seen as the actual operating VC firm. Moreover, the advisory company can manage 

several different funds simultaneously (Johansson et al., 2011, p. 15). 

This somewhat special arrangement is built to limit risk between the different 

counterparties. The researchers highlight that “the investors are called limited partners 

since they are only responsible for the capital they have invested. Full responsibility for 

the limited partnership rests on the general partner, controlled by the firm managing the 

fund.” (Johansson et al., 2011, p. 15) 

 

Figure 2 

The structure of a normal Venture Capital Fund of international standard 

Source: Johansson et al. (2011, p. 15) 
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2.3. Measuring performance in Venture Capital 

 

Contrary to traditional investment funds that manage risk through diversification and 

whose returns are somewhat in line with normal distribution, profits from VC-funds do 

not follow this trend. One would usually argue that based on classical finance theory “one 

should never put all of the eggs in one basket”. However, VCs do not obey to this rule, 

since a small number of portfolio companies provide all the profits and required rate of 

return gained through the life cycle of a fund. To support this argument researcher April 

Knill (2009) refers to a report, published by the National Venture Capital Association in 

2004, when stating in her empirical analysis that “historically, 50% of VC profits come 

from only 7% of investments. Up to 33% of venture capital investments result in losses, 

with as many as 15% going broke, that is, a -100% return.”(Knill, 2009, p. 441) 

Also, another point worth mentioning is that according to data, diversification could 

provide added value in managing risk that the VC carry. However, this can have a 

negative effect on the delayed returns for the investors since a significant part for the 

workload for VCs come from providing “hand-holding” for the portfolio companies. If 

the number of companies increases due to diversification, the amount of mentoring that a 

VC can provide to their individual portfolio companies decreases resulting in lower 

profits (Knill, 2009, p. 482-483). Based on these findings the researcher argues that “if 

the portfolio company (PC) is using venture capital as a vehicle to the public markets, the 

lack of hand holding and the resulting delay in exit that is found with diversified VCs is 

not desirous.”(Knill, 2009, p. 483) 

In his article Bob Zider (1998, p. 135-137), the president of the Beta Group at the time, 

explains the reader how VC works and discusses how the returns in the industry are 

created. According to him, a standard VC expects a portfolio company to provide ten 

times the returns on their invested capital in five years, while the standard life cycle of a 

fund is seven to ten years. He continues by discussing that the success of a VC fund is 

usually determined by one or two exceptional investments. For this reason, he states that 

“more than half the companies will at best return only the original investment and at worst 

be total losses. Given the portfolio approach and the deal structure VCs use, however, 

only 10% to 20% of the companies funded need to be real winners to achieve the targeted 

return rate of 25% to 30%.” (Zider, 1998, p. 136)  
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Private equity- and VC-funds also differ from other equity classes in the way they 

generate returns for their investors. When a VC-fund has been setup and the capital has 

been collected a series a negative cashflows take place in the form of investments in start-

ups. Since investing in early-stage start-ups carry a significant amount of uncertainty, it 

takes several years for the fund to generate profits. Therefore, annual returns are not an 

adequate measure when evaluating VC-fund performance (Fraser-Sampson, 2010, pp.31-

32). 

A way of illustrating the uncertainty and characteristics of PE-fund returns is presented 

in figure 3 in the form of a J-Curve, an industry standard that shows how the life cycle of 

VC-fund returns take place. Due to this characteristic, in PE-and VC-funds “the best is 

often kept until last from an investor’s point of view, as the biggest inflows tend to occur 

towards the end of the fund’s life rather than towards the beginning.” (Fraser-Sampson, 

2010, p.32) 

 

Since the primary goal of the VC-industry is to provide risk capital for companies whose 

business ideas have yet been proven, the returns are based on outliers. It is also relevant 

to mention, that the challenges faced by these investors, regarding valuation and profit-

creation are complex as well. In their article, researchers Manigart et al. (2002, p. 294) 

Figure 3 

The “J-Curve” illustrating average development of returns for a private equity fund 

Source: Fraser-Sampson (2010, p. 35) 
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test their hypothesis related to the determinants of required rate of return by VCs on a 

data sample consisting of “over 200 venture capital companies (VCCs) located in five 

countries” in other words US, UK, France, Belgium, and The Netherlands. The article 

provides many interesting findings and insights, contrary to classical finance theory, on 

how profits in the VC-industry are generated and how the funds manage risk.  

On one hand, the authors state that according to the results concluded from the analysis, 

diversification is not seen as a tool for managing risk. On the other hand, specialised 

knowledge about specific investment opportunities and an active role in managing them 

is. However, a relevant field of future research is to analyse, does this attitude carry over 

in the form of reduced risk and higher rates of return rather than just a false perception of 

level of success. Also, the increased specialisation seems to convert to higher required 

rates of return since the investors uses more time and mentoring per portfolio company 

(Manigart et al., 2002, pp. 306-308). 

In their report, Invest Europe (2018, p.92) presents the industry standards for measuring 

fund performance in Venture Capital. According to the guidelines, the most used multiple 

to track VC-fund returns is Internal Rate of Return (IRR) that can be calculated with 

management fees, carried interest and other expenses (gross) or after the deduction of the 

previously mentioned posts (net). Other commonly used multiples are Total Value to Paid 

In (TPVI), Residual Value to Paid-in Capital (RVPI) and Distributed Over Paid In (DPI). 

The following formulas and their definitions for the above-mentioned multiples are 

copied from “GIPS ® Standards Handbook for Asset Owners”, pp. 66-68 and 187-188, 

published by CFA Institute in 2020. 

 

Internal Rate of Return 

0 =  �𝐶𝐶𝐶𝐶𝑖𝑖(1 + 𝑟𝑟𝐼𝐼𝐼𝐼𝐼𝐼)−( 𝑡𝑡𝑖𝑖
365)

𝐼𝐼

𝑖𝑖=0

  

 

“The IRR, which is a money-weighted return, is the implied discount rate or effective 

compounded rate of return that equates the present value of cash outflows with the present 

value of cash inflows.”(CFA Institute, 2020, p.66, p. 68) 
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Where: 

𝐶𝐶𝐶𝐶𝑖𝑖 = external cash flow 𝑖𝑖 (negative values for outflows [capital calls] and positive values 

for inflows [distributions]) 

𝑖𝑖 = number of external cash flows (1, 2, 3, ..., I) during the measurement period 

𝑟𝑟𝐼𝐼𝐼𝐼𝐼𝐼 = annualized internal rate of return 

𝑡𝑡𝑖𝑖 = number of calendar days between the beginning of the measurement period and the 

date of external cash flow 𝑖𝑖 

 

Total Value to Paid In 

𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇 =
Since − Inception Distributions + Residual Value

Since − Inception Paid − In Capital
 

 

“The investment multiple, or TVPI, provides the oversight body with a multiple that 

indicates how many times more the investment is worth compared with the original 

investment without taking into account the time value of money.”(CFA Institute, 2020, 

p.187) 

 

Where: 

Since − Inception Distributions = distribution of capital to LPs after expenses 

Residual Value = fair value (NAV) 

Since − Inception Paid − In Capital = amount of capital invested by LPs 

 

Residual Value to Paid-in Capital 

𝑅𝑅𝑇𝑇𝑇𝑇𝑇𝑇 =  
Residual Value

Since − Inception Paid − In Capital
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“The unrealized multiple, or RVPI, is the converse of the realization multiple. It is equal 

to the composite’s residual value (or fair value) at the end of the period divided by since-

inception paid-in capital.” (CFA Institute, 2020, p.188) 

 

Where:  

Residual value = fair value (NAV) 

Since − Inception Paid − In Capital = amount of capital invested by LPs 

 

 

Distributed Over Paid In 

DPI =  
Since − Inception Distributions

Since − Inception Paid − In Capital
 

 

“The DPI, or realization multiple, measures how much invested capital has actually been 

returned to the asset owner. It is the amount of invested capital that has been “realized” 

by the asset owner and is often viewed as the amount of the TVPI that is “realized.””(CFA 

Institute, 2020, p.187) 

 

Where: 

Since − Inception Distributions = distribution of capital to LPs after expenses 

Since − Inception Paid − In Capital = amount of capital invested by LPs 

 

2.4. A Venture Capital Market Outlook with a focus in Europe and USA  

 

The global world has been heavily damaged by the ravaging COVID-19 pandemic that 

began spreading across the globe in early 2020, causing simultaneously widespread 

economic uncertainty and rising inflation. Even though the pandemic has caused 
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significant humane and social suffering as well as health hazards, the VC-industry has 

not faced restrains to the same extent. In fact, the last few years, especially from 2019 

onwards the number of VC-deals and amount of funding have skyrocketed as presented 

in figure 4. 

 

Figure 4 

Value and count of VC deals in Europe 

*Estimated as of 30 September 2022 

Source: PitchBook (2022b, p. 4) 

 

Based on data, in Europe the number of VC-backed deals in 2022 have returned to 2020 

levels with an estimated 9027 deals in 2022 down from 12919 in 2021. Simultaneously 

the value of deals increased from €49.1 billion in 2020 to a record high €103.5 billion in 

2021 decreasing to an estimated €76 billion in 2022 (PitchBook, 2022c, p. 4). It is also 

worth emphasising that 2021 was the first calendar year in which the deal value exceeded 

the astonishing €100 billion mark. Also, the exit values of European VC-backed 

companies followed the same trend. Exit values rose remarkably from €23.1 billion (724 

exits) in 2020 to an astonishing €138.8 billion (estimated 1238 exits) in 2021. During 

2022, an estimated total exit value of €33.6 billion will be achieved with 878 exits as 

presented in figure 5 (PitchBook, 2022b, p. 14). 
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Figure 5 

Value and count of VC exits in Europe 

*Estimated as of 30 September 2022 

Source: PitchBook (2022b, p. 14) 

 

According to one report, the staggering increase of exit values in 2021 was primarily due 

to several high-profile VC-backed tech public listings, such as Sportradar and Deliveroo 

to name a few. Also, there are sign of tech-companies not experiencing the economic 

uncertainty caused by the global COVID-19 pandemic as severely as actors in the more 

traditional industries. Due to the lock-down- and public safety measures caused by the 

spreading virus “businesses and consumers moved online, thus resulting in enhanced 

near-term growth, which provided the ideal opportunity for tech-enabled enterprises to 

exit.”(PitchBook, 2022, p. 11) The growth of the European VC-markets has somewhat 

surprisingly continued in year 2022 despite the vast financial, economic, and political 

challenges fuelled by the war in Ukraine.  

Forecasts predict, based on the performance in Q3, “we could finish the year with the 

highest recorded annual deal value in Europe if activity picks up in Q4.”(PitchBook 

2022b, p. 3) Still, the macro- and microeconomic environment for successful and highly 

profitable exits has hindered. This has especially affected heavily on companies planning 
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to publish an IPO. The authors argue that “it has become clear, given the current macro 

climate, that publicly listing is not the preferred exit route this year.”(PitchBook, 2022b, 

p. 3) 

The recent VC-market development in the US, is aligned with the ones experienced in 

Europe. The dealmaking activity in the US is also predicted to achieve second highest 

annual growth levels after the record-breaking year of 2021 (17 867 deals) with 11 871 

deals executed as of Q3 in 2022 as presented in figure 6.  The VC-industry is not 

fundamentally as sensitive to fluctuating macro- and microeconomic trends and shocks, 

due to long investment- and holding periods. Still, the markets indicate signs of increased 

conservatism among investors (PitchBook and National Venture Capital Association, 

2022, pp. 3, 5). 

Regarding the development of VC-exits in US, both value and count of exits has slowed 

significantly from the record-high figures in 2021. In 2021, approximately 1868 exits 

were made by VC-investors in the US with an astonishing total value of $781.5 billion as 

visualised in figure 7. 
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Figure 7 

Value and count of VC exits in the US 

*Estimated as of 30 September 2022 

Source: PitchBook and National Venture Capital Association (2022, p. 31) 

 

A notable detail affecting the estimated figures for 2022 is the announced Adobes 

acquisition of software company Figma on 15 September 2022 with an approximate deal 

value of $20.0 billion. This significantly dominates the latest statistics (Adobe, 2022; 

PitchBook and National Venture Capital Association, 2022, p. 31). If the current market 

trends stay unchanged, publisher of the report state that Should “we expect this year’s 

total exit deal value to fall below $100 billion for the first time since 2016.”(PitchBook 

and National Venture Capital Association, 2022, p. 31) 

 

2.5. The role of non-financial and financial information in creating value in 

early-stage start-ups 

 

The concept of combining financial and non-financial information in understanding of 

the economic situation of a business entity, is at the core of accounting. When discussing 

the importance of non-financial information, it is relevant to emphasise the variety of 
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vast digital and technological leaps, many new business ideas include some form of 

qualities categorized under Research and Development (R&D) or Intellectual Property 

Rights (IPR). For this reason, the impact of adequately valuing intangible assets based on 

non-financial information is more relevant than before. 

Furthermore, intangible assets are linked to carried out business operations or investments 

that have a purpose of securing future revenues and growth (Wyatt, 2008, pp. 217-218). 

However, this can cause misleading information in the financial statements of business 

entities. The author states in her literature review that “it is often argued that value 

creation is reflected in earnings. However, earnings are a summary number that is not 

necessarily useful for addressing the question of how value is created.” (Wyatt, 2008, p. 

218) 

The use of non-financial information has shown to be beneficial in some cases when 

predicting business failure among private companies compared to sticking solely with 

classical accounting-based key performance ratios (Wang, 2019, pp. 154-155). Even 

though start-ups many times lack historical financial data, that the classical ratios and 

metrics are built on, excluding financial reports such as income- and balance statements 

can cause inaccuracy in valuation models.  The reason for this is the way financial reports 

generally offer investors a delicate picture of the company’s potential of creating future 

revenue. 

In a study conducted by Sievers, Mokwa, and Keienburg (2013, p. 467), based on data on 

German VC-backed start-ups and over 200 investment rounds, the researchers discuss 

this relationship between financial and non-financial information in the value-creation 

process. The results reveal that factors linked to financial information, such as cash burn 

rate and R&D expenditures, are considered as highly impactful. In the category of non-

financial information, aspects such as management- or founding-team experience and 

expertise are regarded as relevant and valuable (Sievers, Mokwa, and Keienburg, 2013, 

pp. 471-472). 

The researchers also clarify why the use of financial information should not be neglected 

even when evaluating early-stage start-ups: 

“We show that accounting information (especially revenues, sales, general & 

administrative (SG&A) expenses, research and development (R&D) expenses, and 

cash) captures an amount of economic information that is equivalent to that of non-
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financial information (e.g. team composition, CEO education, team experience, 

reference customers, or the number of patents).” - Sievers, Mokwa, and Keienburg 

(2013, p. 468) 

Furthermore, it can be argued that the value and relevance of non-financial information 

decreases, whereas value and relevance of accounting-related information increases. This 

is because, during the maturing of a start-up when it is able to build up a financial “track-

record.” In a study analysing “481 pairs of venture capital firm valuations” consisting of 

U.S.-based biotech companies, researcher Hand (2005, pp. 613-616) argues that based on 

the data, equity values have a similar relevance both in “private” VC markets and in 

publicly traded ones. 

This quality stems from equity values having a positive relationship with factors such as 

cash, noncash assets, and R&D expenses and a negative relationship with, for example, 

long-term debt. Since VC markets are driven by different attributes than public ones, non-

financial information plays an increased role in the value-creation in start-ups compared 

to financial accounting-based data. However, the researcher also makes a statement that 

financial and non-financial information substitute rather than complement each other 

(Hand, 2005, pp. 615-616). When companies grow, “the importance of assets in place 

increases relative to that of investment opportunities, and financial state better than 

nonfinancial information at reflecting the value stemming from assets-in-place.” (Hand, 

2005, pp. 645) 

On the contrary, some studies indicate that both financial and non-financial factors have 

approximately the same level of accuracy if applied individually. However, when 

combining these two categories of different metrics, the predictability of the models 

increases significantly. In conclusion, it is highly justified that investors should apply a 

combination of these variables “to estimate pre-money values of venture-backed start-ups 

in their portfolio.” (Sievers, Mokwa, and Keienburg, 2013, pp. 505) By doing so, there is 

a possibility to achieve more accurate predictions regarding VC-backed firms that 

outperform the so-called industry standard models (Sievers, Mokwa, and Keienburg, 

2013, pp. 504-505). 

Additionally, it is worth mentioning that financial statements built on local and 

international accounting standards focus on creating cohesion and transparency. Since 

financial information mainly stems from financial statements driven by accounting 
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standards, one could argue that the integration of financial data in valuation models also 

increases the transparency that VCs operate with (Elston and Yang, 2010, p. 534). 

 

2.6. Standards for ESG-reporting and Sustainable Finance in Venture Capital 

 

The interest towards tracking different ESG- and sustainability related performance 

metrics has increased significantly in financial markets lately. The challenge that 

investors and fund managers face is the lack of widely applied standards and legal 

framework. To battle this issue, institutions such as the European Commission, European 

Investments Fund (EIF) and Global Reporting Initiative (GRI) have published their own 

sets of standards regarding ESG-reporting. 

This chapter will briefly review some of the ground-laying publications in the field that 

focus on establishing standards for ESG-framework for the financial markets: “Action 

Plan: Financing Sustainable Growth” (2018) by the European Commission, “Guideline 

on the EIF’s criteria for Climate Action and Environmental Sustainability (CA&ES)” 

(2022) by the European Investment Fund, “Consolidated Set of the GRI Standards” 

(2022) by Global Reporting Initiative and “SFDR-regulation” (2019) by the European 

Parliament and the Council of the European Union. 

In 2018, the European Commission published their guidelines related to sustainable 

finance to support and develop the goals set by the Paris Agreement and UN  2030 

Agenda for Sustainable Development between the member states of the European Union 

and other parties in 2015. According to the report, sustainable finance “generally refers 

to the process of taking due account of environmental and social considerations in 

investment decision-making, leading to increased investments in longer-term and 

sustainable activities.” (European Commission, 2018, p. 2) 

They continue by emphasising that the publication has a goal of connecting sustainable 

finance as central part of supporting economic development. It strives towards the goals 

set by the European and other global actors in supporting societies to fight the climate 

crisis and global warming (European Commission, 2018, p. 2)  
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The different sub initiatives of the action plan, taken from the report in Annex III on pages 

16-18 by the European Commission, are listed under and visualised in figure 8: 

 

1. Establishing an EU classification system for sustainability activities 

2. Creating standards and labels for green financial products 

3. Fostering investment in sustainable projects 

4. Incorporating sustainability when providing investment advice 

5. Developing sustainability benchmarks 

6. Better integrating sustainability in ratings and research 

7. Clarifying institutional investors and asset managers’ duties 

8. Incorporating sustainability in prudential requirements 

9. Strengthening sustainability disclosure and accounting rule-making 

10. Fostering sustainable corporate governance and attenuating short-termism in capital markets 

European Commission (2018, pp. 16-18) 

Figure 8 

Visualisation of the actions regarding sustainable finance set by the European Commission in 2018 

Copied from European Commission (2018, p. 19) 
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EIF has also published their own guidelines that the funds following regarding their 

financing operations. The framework “Climate Action and Environmental Sustainability 

(CA&ES) operations in EIF’s intermediated SME and mid-cap financing” European 

Investment Fund (2022, p. 1), follows the guidelines set by the Paris Agreement as well 

as “EU Taxonomy for sustainable activities”. The framework is built around six different 

climate action activities and their metrics of evaluation that are presented below. These 

guidelines are primarily designed for EIF to evaluate ESG-criteria of its own investments 

activities as well as for different entities seeking financing from EIF. The six different 

themes of EIFs framework are listed below:  

 

1. Climate Change Mitigation 

2. Climate Change Adaptation  

3. Sustainable use and protection of water and marine resources 

4. Transition to a circular economy 

5. Pollution prevention & control 

6. Protection and restoration of biodiversity and ecosystems 

European Investment Fund (2022, pp. 2-30) 

The Global Reporting standards deal the same topic from another angle. While both the 

action points by the EU Commission and EIFs guidelines primarily target companies, 

investors, and other institutions in the EU-region, GRI publish their framework for global 

use. The GRI Sustainability Reporting Standards (Global Reporting Initiative, 2022, pp.7-

10) present the primary focus points of sustainability reporting while also define the 

requirements and principles that corporations must comply with to be able to report 

according to the GRI-standards. 

The primary focus of the standards is to increase transparency among organisations 

related to sustainability reporting and ESG-impact. The framework is divided into three 

different sub-categories: Universal Standards, GRI Sector Standards, and GRI Topic 

Standards (Global Reporting Initiative, 2022, p. 8).  
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The framework is built on four key topics: impact, material topics, due diligence, and 

stakeholder. The role of the different foundation laying aspects are defined by GRI (2022) 

as following: 

“The purpose of the Standards is to enable organizations to report information about their 

most significant impacts on the economy, environment, and people, including impacts on 

their human rights – in the GRI Standards these are referred to as material topics. Due 

diligence and stakeholder engagement help organizations identify their most significant 

impacts.” - Global Reporting Initiative (2022, p. 11) 

According to the guidelines, impact refers to contributions to sustainable development on 

different levels of society and people, economy, and environment. One thing that is worth 

mentioning is the requirement to report both positive and negative, reversable, and 

irreversible effects that actions of an organisation have (Global Reporting Initiative, 2022, 

p. 11). 

In the context of the guidelines, material topics refers to specific objects of actions that 

organisations choose to focus on their reporting. In the guidelines, examples such as anti-

corruption, water and effluents are given as examples of material topics that can be the 

focus points of GRI-reporting. Due diligence (DD) is a tool for institutions to track and 

measure negative impacts of their business processes and other actions on the different 

levels of environment and social aspects (Global Reporting Initiative, 2022, p. 11-13). 

DD also plays a key role in determining different solutions to minimise these negative 

effects and contributing positive sustainable development. Stakeholders, as the name 

holds, targets the different counterparties that are affected by the actions of an 

organisation (Global Reporting Initiative, 2022, pp. 11-13) According to the author of the 

report “due diligence focuses on identifying stakeholder interests that are or could be 

negatively affected by the organization’s activities.”(Global Reporting Initiative, 2022, 

p. 13) 

The interest towards the previously mentioned topics is not only a focus point among 

legislators and political institutions, but also GPs and LPs of VC-funds and other 

investors. These themes are elaborated in one their recent report “Sustainable Investment 

Survey” by PitchBook (2022c, pp. 3-6) with 1,164 participants globally while 552 

respondents completing the survey. The respondents represent entities such as LPs, GPs, 

Funds of Funds (FoF), Corporate VCs, M&A advisory institutions, and investment banks 

from every global region. A significant share of the respondents had their organisations 
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“primary base of operations” either in North America (58%) or Europe (22%) with 

respondents also from Asia Pacific (11%), Central, - and South America and Caribbean 

(5%) as well as the Middle East and Africa (4%). 

Based on the data gathered through the survey, initiatives related to sustainable investing 

are well established among investors: 35% of the North American- and 23% of the 

European respondents’ state that they have begun to implement ESG-initiatives more than 

5 years ago. Also, a significant part of the European (66%)- as well as North American 

respondents (42%) require their portfolio companies to track and report “financially 

material ESG factors” (PitchBook, 2022c, pp. 6). 

The authors continue with their analysis by emphasising that the reason why North 

American investors may seem to be ahead of the game from their European peers in terms 

of implementing sustainable investing policies, could lie in the SFDR-regulations set by 

the European Parliament and the Council in late 2019 and taking place in 2021. A larger 

part of the European investors began adopting these standards (30%) compared to their 

North American counterparts (25%) during this time. The authors hypothesise, that the 

“preparation for compliance with the regulation began when it was introduced, fitting into 

the two-to-five-year window, likely influencing when many European respondents would 

consider the inception of their formal programs.”(PitchBook, 2022c, p. 7) 

The SFDR-regulations classifies investment products into three categories: Article 6, 8 

and 9. Products that align with Article 6 requirements can be seen as “least ambitious” 

alternatives since they are only required to disclose how sustainability risks are dealt in 

their investment criteria. It is also obligatory to define the “likely impacts of sustainability 

risks on the returns of the financial products they make available.”(The European 

Parliament and The Council of the European Union, 2019, p. 10) 

Article 8 products are considered as “light-green” since they promote environmental and 

social impact in their investment operations in companies that apply “good governance 

practices”. In the framework, investment products that qualify under Article 9 are 

considered as “most sustainable” since they promote principles of sustainable investing 

as their primary focus. Assets under the category are also required to have a designated 

index that measures its sustainability and impact (The European Parliament and The 

Council of the European Union, 2019, pp. 11-13). 
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The extensive set of definitions and criteria introduced by the SFDR-regulation are 

criticised as difficult to interpret and implement in a report by Eurosif (2022). The report 

focuses on presenting recommendations to clarify the policies for financial market 

participants (FMPs) offering investments products. In the summery part of the publication 

the authors argue that “the ambiguity of current SFDR product categories may expose 

FMPs to allegations of mis-selling if clients or national supervisors do not share their 

interpretation of SFDR provisions.”(Eurosif, 2022, p. 4) 

According to Eurosif (2022, p. 4), the previously described “vagueness” of the SFDR-

framework for different financial market products, bears a serious risk for damaging the 

reputation of the urge for increasing sustainability in investing and finance. Another threat 

that is relevant to consider, is the possibility of creating a fragmented market instead of a 

unified EU-supervised “Capital Markets Union”. This is because, the undefined rules and 

guidelines around the topic, may force local governments and official to create national 

legislation to combat the issue. FMPs can experience benefits form classifying and 

categorising their investments products in a consistent manner based on more detailed 

definitions in SFDR. To support this view, authors argue that “introducing minimum 

sustainability criteria for the different product categories would guarantee that 

sustainability-related claims and commitments are in line with the reasonable 

expectations investors can have.”(Eurosif, 2022, p. 4) 
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3. Methodology  

 

The methodology chapter will begin by presenting the reader with the focus of the study 

and introduction to qualitative research methods in accounting. Furthermore, the chapter 

ends with discussing the choice of specific research objects and the practical execution 

of the semi-structure interview study. 

 

3.1. Focus of the study 

 

The main parts of the study will be conducted as a semi-structured qualitative interview 

research to gather as much silent information and subjective opinions from the 

respondents as possible. The study focuses on gaining insights on the narrow topic of how 

VC financial reporting preferences affect the adaptation of MAS in early-stage start-ups. 

 

3.2. Introduction to qualitative research methods in accounting 

 

Traditionally academic research in the field of accounting and finance has focused on 

quantitative methods rather than qualitative ones. In their article “Qualitative Research in 

Auditing: A Methodological Roadmap” researchers Power and Gendron (2015, p. 147-

150) discuss different reasons for the lack of “multiculturalism” related to research 

methods. They also argue that just recently, the focus in accounting research has been 

shifting towards qualitative studies. 

The authors specifically target auditing as a field of research but also draw generalised 

conclusions regarding the sphere of the academic field of accounting. They argue that 

qualitative methods are highly applicable in accounting research. This is because they 

focus on gaining practical insight into real-world situations, rather than generalised 

assumptions solely based on frameworks and other theory. They reference two articles, 
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the first by Gephart (2004) and the second by Pratt (2009), that discuss the benefits of 

qualitative research methods in the field of accounting (Power and Gendron, 2015, p. 

152). 

Gephart (2004, p. 455) provides the reader with a well-built motivation on the topic of 

why qualitative research is important in academia. According to the author, quantitative 

methods focus on quantifying information with the goal of creating applicable concepts. 

However, the author argues that “an important value of qualitative research is description 

and understanding of the actual human interactions, meanings, and processes that 

constitute real-life organizational settings”(Gephart, 2004, p. 455). The researchers 

continue by clarifying that “qualitative research can also provide memorable examples of 

important management issues and concepts that enrich the field.”(Gephart, 2004, p. 455) 

One of the goals of this thesis is to gain insights on how and why the studied counterparts 

(VCs and start-ups) behave and react in real-life situations. In his editorial, Michael Pratt 

(2009, p. 856) describes the advantages and challenges of qualitative methods from 

another angle. He states that, on one hand, qualitative research is ideal in answering 

questions of “how” and understanding the “perspective of those studied” as well as 

analysing and defining different processes. On the other hand, one of the greatest 

challenges, and one of the main points of the article, is that qualitative studies lack a 

standardised structure compared to quantitative ones. 

The challenges related to standardisation are described as the lack of an “accepted 

“boilerplate” for writing up qualitative methods and determining quality.”(Pratt, 2009, p. 

856) The author argues, that the reason for these challenges stems from the fact that 

qualitative data and studies lack objective “level of significance”. This can cause 

difficulties in reviewing the results of qualitative nature. Also, the sample size is 

determined case by case since “there is no “magic number” of interviews or observations 

that should be conducted in a qualitative research project.”(Pratt, 2009, p. 856) 

In one the chapters in the book “Research Method and Methodology in Finance and 

Accounting”  Ryan, Scapens, and Theobald (2002, pp.69-70, 74-75) discuss the traditions 

related research in the field of management accounting.  They state that a vast amount of 

literature in the field was published in the 1960s but during the following few decades a 

gap between theory and practice was observed. This resulted in a more practice focused 

research environment, instead of concentrating on developing complex theoretical 
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models. The author emphasises that theoretical models risk lacking real-world 

applications. 

During the past years accounting research has begun to emphasise more of the importance 

of linking theory with empirical analysis. This fundamental shift focuses on producing 

insights on practices and standards of specific real-world situations through the adaptation 

of positive research theories. The researchers continue by discussing that “positive 

research cannot assist in the choice of a decision model, but they can help the decision-

maker to understand how the relevant variables interact, that is, how the world 

works.”(Ryan, Scapens, and Theobald, 2002, p. 76) They also argue that during the recent 

years, a new trend of applying practice-oriented case-studies in the field of management 

accounting has emerged. 

The need for qualitative research has stemmed from the interest towards deeply 

understanding the standards and processes in practice. Case-studies are specifically well-

built for providing delicate information about the studied subject compared to the 

superficial questionnaires that bear the risk of “serious misunderstanding about the use of 

management accounting techniques in individual organizations.”(Ryan, Scapens, and 

Theobald, 2002, p. 91) However, this thesis is conducted as a semi-structured interview 

study, due to the lack of documents related challenges with confidentiality and IPR-

aspects.  

In their systematic methodological review, researchers Kallio et al. (2016, p. 2962) 

develop, based on previous, a framework for designing a qualitative semi-structured 

interview that is presented in figure 9. The model consists of five different phases that 

focus on identifying the suitability of semi-structured interviews as a research method. It 

also helps producing detailed information about the studied subject, confirming its 

relevance and presenting the results in a clear and understandable manner. This thesis will 

also apply insights gained from this framework in the design process of the semi-

structured interview data collection part.  
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Figure 9 

A framework for the development of a qualitative semi-structured interview guide 

Copied from Kallio et al. (2016, p. 2962) *permission received from the authors 

 

The data gathering part will focus on collecting qualitative information related to the 

adoption of MAS and MCA in early-stage VC-backed start-ups as well the metrics these 

companies track. The study will lean on 7-8 individual semi-structured interviews with 

GPs or CFOs of VC-funds and CFOs or other financial managers of VC-backed start-ups.  

 

3.3. Research objects 

 

The research objects for this study are well-established VC-investors and early-stage VC-

backed start-ups that are considered preferably at least under the Series A-category. This 

is because, during the first small funding rounds established by early-stage start-ups (Pre-

Seed and Seed), the investors consist mainly of business angels, friends, and family. 

Therefore, the funding rounds are relatively insignificant, in other words, thousands or 

hundreds of thousands of euros.  

However, in the Series A-phase and onwards, typically the start-ups receive their first 

significant VC- or PE-investment. VC-lead-investors often increase the total value of 
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funding rounds to millions of euros. Also, in Series A and onwards, the start-ups tend to 

acquire traction with a proven track record. This increases the potential for significant 

scalability and strong future growth.  

The respondents from VC-funds are GPs or CFOs responsible of executing the 

investments or fund management and reporting. The respondents representing the VC-

backed start-ups are founders or key personnel of the companies preferably under the title 

of CFO or otherwise responsible for financial management of the companies.  

 

3.4. Executing the interviews 

 

The questions presented to VCs will revolve around what type of preferences the investors 

have related to the reporting of data by their portfolio companies. Also, it is important to 

gain understating on specifically, what type of key performance indicators (KPI’s) the 

investors value and if they help their portfolio companies in adopting MAS. The 

interviews will additionally focus on reviewing if VCs prefer financial or non-financial 

information in their reporting initiatives. 

Interviews with the start-ups concentrate on gaining insight on how the backing of an VC-

investor affects the choices they make regarding the implementation of different MAS 

and MCS. More specifically, the interviews for start-ups entrepreneurs revolve around if 

the joining of a VC encourages them to the implement these systems in the company 

financial management infrastructure. Also, questions that target the topic of how the start-

ups see the importance of these previously mentioned systems in creating added value for 

their companies is discussed. Another aspect for the interviews is the type of difficulties, 

related to adopting MAS and MCS, the companies battle with. 
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4. Empirical findings 

 

The fourth chapter summarises the different topics of the semi-structured interview study 

that functions as the primary data collection method for this thesis. The reader is first 

presented with a part consisting of tables reviewing the respondents and KPIs tracked by 

the start-ups taking part in the study. Latter part of the chapter consists of referencing 

and clarifying the primary findings of the interview-study. It focuses of providing the 

reader with a clear overview regarding the different topics discussed with the individual 

respondents as well as tying the different answer under a few common themes. 

 

4.1. A review of the respondents 

 

The semi-structured interview study, that is the primary data-collection method for this 

thesis, consists of seven respondents. Four representing early-stage VC-backed start-ups 

and three representing VC-funds investing in early-stage start-ups within different 

industries and markets.  The respondents of the semi-structured interview study that 

provided the data for this thesis is presented in Table 2 below: 

 Table 2 

Respondents of the semi-structured interview study 

Respondent Role Location of interview Length of interview

A CFO of a European E-Commerce SaaS-start-up Online 00.45.29

B CFO of a European B2B SaaS-start-up Online 00.32.54

C COO of a European Marketing Technologies SaaS-start-up Online 00.24.29

D Financial Controller and Business Analyst of a European Process Mining B2B SaaS-start-up Online 0.22.20

E CFO of a European early-stage VC-fund Online 0.20.50

F CFO and Operations Director of a European early-stage VC-fund Online 0.21.36

G General Partner of a European early-stage VC-fund Online 0.24.42
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4.2. Results gathered from the interview study  

 

4.2.1. Formal control systems and other financial management infrastructure 

in early-stage start-ups 

 

All the financial managers (CFOs and financial controller) at the interviewed start-ups, 

respondents s A, B, C and D were the first to be hired as a person solely responsible of 

financial management at the companies. The pattern seems to be similar in all the 

interviewed start-ups: the company has lacked specific expertise related to financial 

management and these processes have been the responsibility of the company CEO or a 

member of the founding team. Due to these previously mentioned reasons, not much 

effort has been allocated in developing financial management- and reporting systems 

since the primary focus lies in business development of core value-drives. After receiving 

VC-funding in Seed- or Series-A phases, the requirement and need for financial 

management expertise has increased and led to recruitments of respondents A, B, C and 

D. All the respondents have their backgrounds in similar positions within start-ups and 

growth companies except respondent D.  

When starting in their positions in the start-ups, all the respondents A, B, C and D 

described the financial management infrastructure- and processes as insufficient and 

lacking. As an example, respondent A described the financial management team as a “one 

man team” that focused on purely sustaining the most basic financial processes. The 

processes were related to invoicing, payment of invoices, payroll and that the company 

has the financial resources to fulfil these obligations. The respondent also emphasises that 

before being recruited, the financial budgeting, forecasting and other projections were the 

responsibility of the CEO. 

Respondent B described the state of financial management before being recruited 

similarly as respondent A.  

 “- - before me there was no one in the house focusing on finance.” – Respondent B 

The payroll and external accounting were done by an accounting firm while the financial 

planning and forecasts were done by the company CEO and member of the founding team 
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on the side of other important tasks. Due to these reasons, respondent B was recruited to 

set up proper financial management and reporting infrastructure while also joining as a 

member of a team responsible for the upcoming funding round. The respondent 

mentioned that having sufficient adequate financial data and KPIs were some of the 

important aspects that enable a start-up to gather funding successfully.  

Receiving external financing from VC-investors, according to respondent C, increased 

the requirement of transparency for the company towards their new shareholders. One of 

the ways to achieve is to have intricate financial management- and reporting systems. The 

management team must be able to explain in detail the different attributes behind for 

example KPIs tracked by the company. As an example, the respondent mentions that just 

following the development of annual recurring revenue (ARR) is not enough. To 

understand the different attributes affecting the development can only be analysed if the 

company has detailed enough financial data at hand.  

Respondent D emphasises, that before the joining of a VC financial management tools 

and processes were simple and inaccurate. The external investor has increased the amount 

of required reporting resulting in new systems to be implemented. The adapted systems 

have enabled the company management team to constantly have a realistic and up-to-date 

view of the financial position of the start-up. This has also increased the communication 

and co-operation between the start-ups and its accountants. 

 

4.2.2. What metrics early-stage start-ups track? 

 

Based on the results, even early-stage star-ups gather a significant amount of data in the 

form of different KPIs and other metrics on the side of official financial statements. The 

gathering of trackable, both financial-, and nonfinancial data, is seen as highly valuable. 

The message is clear: a successful start-up is managed with data (both qualitative and 

quantitative), not gut-feeling. The management team must know what to measure, how to 

measure and why to measure, to stay competitive and grow.  

Table 3 summarises the different metrics tracked by start-ups that were mentioned in the 

interviews with CFOs and other financial managers. 
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Table 3 

Metrics mentioned during the semi-structured interviews by CFOs and other financial managers of start-ups 

Metric Acronym Use

Annual Recurring Revenue ARR Measures expected revenue received on annual basis

Average Contract Value ACV Measures average revenue generated by each individual customer

Average Revenue per Account ARPA Measures profitability per each individual customer account

Average Revenue per User ARPU Measures profitability per each individual user

Burn Rate - Measures the rate a company spends it venture capital financing to cover costs from business development

Cash Flow - Measures the amount of cash coming in and going out of the company

Churn Rate CHURN Measures the rate of customers discontinuing their subscription with a service provider within a time frame

Conversion Rate - Measures the rate of potential customer who execute a desired action (engagement)

Cost of Goods Sold COGS Measures the direct costs related to production of a sold good or a service

Customer Acquisition Cost CAC Measures the costs of acquiring a new customer

Earnings Before Interest, Taxes, Depreciation & Amortisation EBITDA Measures the profitability generated by a company’s core business operations

Gross Margin - Measures the profit generated from sales after COGS

Gross-Revenue Retention - Measures the amount of recurring revenue from existing customers

Headcount - Measures the number of people working at a company

Lead to Opportunity - Measures the rate of leads converting to opportunities with a high chance of closing

Lifetime LT Measures the time that a individual entity stays as a customer of a company 

Lifetime Value LTV Measure the average revenue generated by an individual customer during their customer relationship

Lifetime Value to Customer Acquisition Cost LTV/CAC Measures the monetary value of a customer compared to the cost of acquiring it

Marketing Qualified Lead MQL Measures the interest towards a business offer by a customer that can be linked to marketing efforts

Net Promoter Score NPS Measures customer satisfaction and loalty

Net Revenue Retention NRR Measures the revenue generating potential of existing customers

Number of Accounts - Measures the number of accounts a company has. Note that the same customer can have more than one account.

Number of Leads - Measures the number of leads with potential customer generated by a company

Financial Statements - Income Statement and Balance Sheet

Opportunity to Close - Measures the timeline that is required to close a deal with a promising customer lead

Payback Time - Measures the amount of time required for an investment to recover its cost

Quick Ratio - Measures a company’s ability to cover its short-term financial obligations with its liquid assets (cash and cash equivalents)

Retention Rate - Measures the rate a company is able to retain its existing customers

Runway - Measures the amount of time that its takes for a company to run out of cash

Sales Qualified Lead SQL Measures the interest by potential customers towards a service or a product of a company based on sales efforts
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Respondent A explains that during the past few years, a fixed set of important KPIs for 

SaaS companies has been introduced as an industry standard or best practice. Because of 

this, it is rather clear that which metrics should a SaaS company follow to be successful 

and what potential investors most of the time seek for. According to respondent A, 

tracking metrics such as average revenue per user (ARPA), lifetime value to customer 

acquisition cost (LTV/CAC) and churn rate (CHURN) are in the core of tracking the 

financial performance of a SaaS start-up. These three metrics clarify the profitability of 

their individual customers as well as sustainable growth of their customer-base. 

On one hand, respondent B emphasises the importance of ARR and especially the 

monthly growth in percentages of ARR. On the other hand, the respondent also highlights 

that the other important set of metrics target on different types of customer acquisition 

costs. In this context, how the company acquires new customer and new revenue as well 

as the retention rate of the already existing and paying customers is in the core. One way 

of gaining answers to these questions, is to analyse how many trials to a service the 

company distributes to potential customers and how many of the trials convert into paying 

customers. 

Respondent C also mentions net revenue retention (NRR), a metric that was not 

mentioned during other interviews, as one of the most important KPIs for their start-ups. 

The respondent also states that KPIs followed by the company can be divided into two 

different categories based on their fundamental purpose. The two categories of KPIs are 

the ones focusing on a real-time view of the company’s state while the other category 

consists of KPIs that are “backward looking”. The respondent continues clarifying that 

metrics tracked by the company are standard SaaS-KPIs, that can be applied as a 

benchmark to other companies. 

“None of them alone tell enough, but as a sum they give a fairly good picture of the business --” 

– Respondent C 

KPIs that provide a clear real-time indication of the company’s performance is also 

highlighted during the interview with respondent D. During the interview, specifically 

the importance of two KPIs are emphasised: burn rate and runway. These metrics are 

followed closely by the management team of the company, to ensure that the company 

has cash to enable business development processes and growth. This aspect is especially 

important for a company with limited financial resources, that plans to achieve great 
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scalability in the future. The financial controller and business analyst (respondent D) also 

tracks the head count, quick ratio, and cash flow as other supporting KPIs.  

There are clear overlaps between the metrics that the start-up, participating this study 

track. All of the companies can be counted as SaaS-start-ups that often have a tendency 

to achieve extraordinary growth shortly after the first funding has been received. Based 

on the interviews with respondents A, B, C and D, the start-ups focus on growing ARR 

through acquiring new customers. 

The most relevant metrics to track different dimensions of customers acquisition 

mentioned throughout the interviews are CHURN, conversion rate, customer acquisition 

cost (CAC), lifetime value (LTV), LTV/CAC and retention rate. Related to cost 

management, cost of goods sold (COGS) was also mentioned several times. Even though 

CHURN-rate was mentioned several times during the interviews with respondents from 

start-ups, the definitions of CHURN in the individual companies were not discussed. 

Because of this, the way of measuring CHURN can vary between the different start-ups.  

Before start-ups achieve their first phases of significant scaling, financial resources are 

often limited in supporting business development. To maximise the value-driving effect 

of a funding round, metrics such as burn rate and runaway are seen as crucial by the 

financial managers of the interviewed start-ups. The data collected consists primarily of 

different financial metrics and specific KPIs developed for measuring financial 

performance of SaaS-companies. The previously mentioned “standard set of SaaS KPIs” 

are seen as almost identical between the different respondents. 

 

4.2.3. What type of challenges early-stage start-ups battle with related to 

financial management and reporting? 

 

The data indicates that start-ups are faced with a complex set of challenges regarding 

financial management and implementing MAS in their organisational infrastructure. One 

thing that is clear is the lack of financial management expertise in early-stage start-ups. 

Also, the shortages of finance professionals that would be willing to work in an early-

stage company is seen as an issue. 
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Besides the lack of expertise and experience regarding financial management, start-ups 

battle with limited financial resources to develop MAS. Cash is usually allocated to 

developing the primary service or product that the company builds. Because of this, 

financial management can at times been seen as “less important” and faces a risk of being 

neglected. However, financial management and detailed systems to support it, is seen a 

crucial value-driver and risk management tool by the start-ups. According to them, VCs 

have tendency to enhance and strive for increased professionalism related to financial 

management within their portfolio companies. 

The interviews with the representatives of start-ups were interestingly unanimous with 

their opinions. Respondent A, for example argues that at first the company did not heavily 

invest in developing financial management infrastructure, since the management team 

had a goal of pursuing an exit soon. Due to this, financial management systems were not 

seen as “value-increasing” aspects of the company in an acquisition and were neglected 

for a while. Since the exit did not occur, respondent A was the main responsible for 

developing these previously mentioned infrastructure and systems to take place. Due to a 

group consolidation, the company however soon realised a need for professional financial 

management infrastructure. This resulted in acquiring and changing systems, in the form 

of CRM, ERP and billing platform, to meet the new requirements.  The primary 

challenges according to respondent A have been related to automating manual and 

mundane processes and ensuring that the systems generate high-quality data for different 

analytical processes. The respondent argues that automation is not primary goal in every 

business process per-se, however in financial management it creates significant added 

value. 

In one of the other interviews, respondent B also supports the view that start-ups battle 

with a myriad of challenges related to financial management and reporting. The 

respondent describes these obstacles when joining the company highly similar as 

respondent A. Besides the day-to-day accounting not many processes had been 

established or systems taken into use. A significant issue at the time was that majority of 

the infrastructure that the company had, was lacking a “finance-perspective” causing 

different issued for example with the taxation of sales. 

Also, the aspect of customer data not emphasising a financial management and reporting 

perspective, has been one of the main challenges for the company in the past. Another 
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interesting view that respondent B provides is the fact that the company has limited in-

house technical resources regarding business development. Since the primary value-

creating processes are “customer-oriented”, developing financial management- and 

reporting systems and infrastructure is usually not the focus point.  

In the interviews with respondents C and D, difficulties related to financial management 

were discussed less. However, respondent C explains that the major challenges revolve 

around understanding what should be measured and tracked in the first place. Another 

central stumbling block according to the respondent is the topic of reliability of the data 

gathered. These issues are delt within the “substance” teams as well while the main 

problem-solving responsibility is on the company COO. 

“-- tracking financial performance is not that hard because everything is basically automated --" 

– Respondent D 

    “-- it's more the forecasting where the difficulties come in.” – Respondent D 

Another relevant aspect that was mentioned during the interview is the volatility that an 

early-stage start-up has. Especially in a situation where most of the revenue comes from 

a few significant customers, loosing on of them, could have drastic effects on the financial 

position of a company.  

All the respondents of VC-funds emphasised the importance of an experienced CFO for 

an early-stage start-up. Based on the interviews with respondents E, F, and G, this a 

resource that management team usually lack. Respondent E emphasises that most start-

up founding teams lack a member with extensive knowledge on financial management. 

Because of this, the company CEO is usually the person responsible of these processes 

leading into alternating outcomes. The respondent also mentions the importance for start-

ups having suitable business partners to fit their specific needs, for example in the field 

of accounting.  

Respondent F supports the view of respondent E by discussing that most of the time it 

would be highly important to recruit a person specifically responsible of the financial 

management of the company. Most of the time a CFO or a Financial Director is recruited 

at some point during the growth, however often too late. This event usually shares after 

the founding team is overstrained from managing the daily operations of the company 

resulting in neglecting the financial management part. The respondent also states that 

sometimes the change of a start-up CFO is relevant to support the scaling of a company. 
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This is because, experience plays even a more crucial role when the business is growing 

heavily, the company needs highly insightful members in the leadership team to manage 

risk and facilitate expansion.  

This issue is clearly shared with all the respondents from the VC-funds. Respondent G 

even indicates that there is a clear shortage of experienced finance professional for start-

ups to recruit. Based on the interview, early-stage start-ups struggle significantly with 

financial management especially in the early days of the company. Since the requirements 

for tracking financial performance and reporting increases from the Series-A stage and 

onwards, the challenge of recruiting a finance professional to the start-up emerges. 

However, the founding team often lack knowledges of recruiting senior finance 

professionals. 

The recruitment process can be a major obstacle since senior people with more experience 

and “proven track-record” tend to try to negotiate higher salaries and other forms of 

compensation start-ups cannot afford. Another interesting view that the respondent 

provides, focuses on the lack of finance professionals for the start-up ecosystems. 

Respondent G argues that individuals studying finance and accounting tend to pursue a 

career in management consulting, as in large consulting corporations, due its 

lucrativeness and opportunities it offers. This leads to issues among heavily growing star-

ups searching for potential recruitments within the field. 

VCs are also a relevant actor in the process of sharing “best-practises” related to financial 

management due to the wide amount of different start-up cases that they have seen during 

the years. This way the value of “human capital” from the VCs side is seen as one of the 

most impactful value-drivers in an early-stage VC-investment.  

 

4.2.4. Can a conflict of interest be observed in the metric start-ups track and 

Venture Capitalist prefer? 

 

Based on the interviews, there is not a significant conflict of interest between the metrics 

start-ups track and VCs require their portfolio companies to report. Generally, start-ups 

track their financial performance on a deeper level than required by their investors. 

However, all the financial directors that are part of this study agreed on the view, that a 
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highly developed financial reporting- and management infrastructure could ease future 

fundraising. This is because, the amount of financial date required by investors in later 

stages, especially after A-and B-rounds, increases heavily. To attract high-profile VC- 

and growth investors, the fundraising team of a start-ups must be able to meet these 

requirements.  

For example, respondent A explains that the company tracks and reviews the generated 

data related to financial performance and business operations in a far more detailed 

manner, then what is reported to the board or the investors. According to the respondent, 

the metrics are reported to the different stakeholder unless specifically requested. 

However, the company management team reviews and analyses the reasons and attributes 

effecting the metrics thoroughly. This type of structure is similar in interviews with 

respondents B, C and D. Respondent B explains that the company was tracking already 

most of the same metrics for business development purposes even before having 

significant VC-investors onboard. The same type of approach in analysing the data and 

metrics even in a more in-depth way, as explained by respondent A, is similarly described 

in the interviews both with respondent C and D. 

The respondents from the different VCs are unanimous in their views in a sense that, 

reporting required by the VCs should not strain the management team of a start-up. In 

other words, financial- and performance related reporting should be as low-effort as 

possible for the start-ups to execute. There are still differences in the data and metrics 

VCs ask for. Respondent E specifically emphasises that based on the previously presented 

views, they only require their portfolio companies to provide them with financial 

statements, in other words income statements and balance sheet calculations, annually. 

The posts of special interest in the statements for the fund represented by respondent E 

are earnings before interest and taxes (EBIT), earnings before interest, taxes, 

depreciation, and amortisation (EBITDA) and net debt. 

Respondent F explains that they require their portfolio companies to execute quarterly 

reporting with a set of approximately ten different KPIs. According to the respondent the 

most important general financial metrics are sales or monthly recurring revenue (MRR), 

cash balance, runway, EBIT, EBITDA, and net profit with an exception for “pre-revenue” 

companies excluding the metrics related recurring revenue from their reports. When 

specifically discussing metrics reported by SaaS-portfolio companies, KPIs such as CAC, 
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LTV, customer lifetime value (CLTV) and CHURN are focused on. The respondent also 

emphasises the topic of increased importance of ESG-reporting. The interest stems from 

a set of different attributes: a global trend, LPs requirements in reporting ESG-related 

matters and the changing legislative responsibilities for actors on the financial markets to 

track subjects under “sustainable finance”. Also, an increased interest from the VC-funds 

managing team to track the “impact” of their investments can be observed. 

The approach of establishing the investor reporting processes as “light” for the portfolio 

companies is also shared with respondent G. Information based on annual financial 

statements and ESG-data, they require metrics such as ARR, number of customers, CAC, 

gross margin, operational costs, net profit, and net debt to be reported quarterly on a 

simplified spread sheet. The respondent also provides an interesting view related to not 

requiring their portfolio companies to report crucial strategic decisions and data. The 

reason for this is to prevent unnecessary data-breaches of sensitive and confidential 

information. Based on the interviews, the metrics tracked by start-ups and required by 

VCs do not significantly differ from one another. 

 

2.2.5. Venture Capitalists view on the importance of ESG in investment 

operations 

  

The topic of sustainability and ESG did not emerge during the interviews with financial 

managers of start-ups. However, it is relevant to emphasise that the area of interest was 

not included in the interview questions for the previously mentioned group of 

respondents. Still, the theme of increased interest towards ESG-reporting was discussed 

several times during the interviews with respondents from the different VC-funds. 

The results indicate that the primary interest towards enhanced ESG-reporting comes 

from the LPs of the VC-funds, rather than the management teams of the funds. Tracking 

ESG-performance of portfolio companies can be challenging due to lack of existing 

legislation, frameworks, and standards in the field. Also, technology start-ups lack the 

power to affect the E (environment) and the S (social) aspects of the supply chain. 

Because of this, this the investors focus on tracking and developing the G (governance) 

of their portfolio companies. Areas such as data security, cyber security, employees’ 
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rights, equality, and ethical leadership are in the core of adopting good governance in 

start-ups.  

The answers still vary on how the funds of the different respondent deals with this topic. 

Respondent E states that the fund does not track continuously ESG-related data, even 

though they have made a “trial ESG-survey” recently to measure its usefulness and 

potential. However, the managing team has not made decisions on further continuing with 

a survey of that sort. Still, respondent E emphasises, that the fund does take ESG-related 

aspects into account in its investment activities. This means deliberately excluding certain 

industries, such as arms industry, and to invest increasingly in others, such as sustainable 

energy- or food production, based on ESG-criteria. The respondent also explains that the 

fund receives and increased pressure from their LPs to track ESG-related matters among 

their portfolio companies. This previously described phenomena is seen as a challenge. 

This is because, early-stage start-ups usually lack the resources to gather data that is 

required in answering extensive ESG- surveys. Also, the efforts in tracking and providing 

the data is limiting the already scarce resources available for core business development 

activities. 

Respondent F argues that the importance of ESG-related topics in VC is constantly 

increasing due to various reasons. Sustainability can be seen as a tool of risk management 

for the fund managers.  Therefore, portfolio companies implement actions that protect 

them from different threats related to financial performance and company reputation. To 

measure the ESG-performance of their portfolio, the fund, represented by respondent F, 

has implemented a quarterly ESG-reporting cycle as we all as an annual ESG-survey. The 

quarterly reporting focuses on occurred incidents related to the topic whereas the survey 

is an extensive data-gathering tool for the fund managers. The motivation towards 

implementing ESG-survey is due to a combination of increased interest from LPs, 

changing regulation as well as the funds own ambition of tracking its “impact”. 

Early-stage start-ups, especially in the technology field, lack the possibility of impacting 

a large scale of the different focus points around ESG. Therefore, the fund represented by 

respondent G focuses on developing practices and infrastructure related to good 

governance in their portfolio companies.  

“-- when we invest in Seed-round, the companies don't really have resources and programmes 

for anything else but developing the business and personnel.” – Respondent G 
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The most relevant aspects of good governance, according to respondent G, revolve around 

policies related to information- and data security as well as human resource-policies (HR). 

The fund also requires their portfolio companies to answer an ESG-survey that primarily 

reviews the state of governance of a company within these previously discussed themes. 

The respondent also mentions the trend of allocating capital into ESG-certified asset 

classes, such as ESG-labelled VC-funds. However, ESG-certifications for VC-funds 

investing in the technology start-ups can create challenges in finding potential portfolio 

companies. This is due to their strict requirements for the early-stage start-ups to take 

sustainability into account in their business operations. 

 

4.2.6. Venture Capitalist effect on the management accounting- and financial 

managements systems of early-stage start-ups   

 

On a general level, the interviews indicate that start-ups develop their management 

accounting- and financial management systems primarily for their own business 

development purposes. However, the ability to provide intricate data of a start-ups 

financial performance is considered as a significant asset, when sourcing new investors 

and funding for the company. Still, the push from VCs to track financial performance is 

considered as a value driver in the implementation process of management accounting- 

and financial management systems among start-ups. 

On one hand, VCs argue that investors do not seek to overstrain their portfolio companies 

with unnecessarily complex reporting initiatives. They also avoid interfering with the 

implementation process of these reporting systems. On the other hand, they also 

emphasise focusing on sharing best practises related to systems infrastructure and service 

providers. VCs also underline that one of their key roles in developing their portfolio 

companies is in recruiting individuals to senior positions, especially into CFO-roles. 
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4.2.6.1. The start-ups point of view 

 

For example, respondent A argues that the affect the joining of a VC has had limited 

effects on the company financial management practises. The investors do not require 

additional reporting or tracking of metrics that are not already followed due to business 

development reasons. The respondent also explains that the VC joined closely after the 

start-ups recruited its first professional CEO. Therefore, it is hard to pinpoint what factors, 

the VC, or the new CEO, has caused the major changes in company management 

processes. Still, respondent A argues that VCs tend to encourage professional 

management policies among their portfolio companies. 

Respondent B explains that VCs have impacted on the financial management and 

reporting systems that the company uses. The investors have provided the company with 

different reporting templates that are developed based on experiences on their previous 

investments. Respondent B continues by emphasising that the company has developed 

their own KPI-dashboard to provide data for fundraising that is also pivoted based on 

investor preferences.  

Another interesting fact that was brought up by respondent C, is the need for significant 

transparency towards the investors. One of the ways to increase transparency is through 

increased and detailed reporting, that is built on sophisticated management systems built 

in-house. The respondent also emphasises that the urge to strive towards transparency is 

a continuing development process in the company. 

Respondent D explains that VCs have affected on the accuracy of tracking financial 

performance and data generation. The preferences and presence of the new investor has 

pushed the start-up to generate precise and accurate data. It also provides the company 

management a clear and realistic view of the financial state and performance of the 

company. This has also increased the co-operation with external support functions such 

the company’s accountants.  
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 4.2.6.2. The Venture Capitalists point of view 

 

Respondent E argues that their fund focuses on supporting the portfolio companies but 

not interfering their managerial decision making. The GPs support and mentor the 

companies while offering “consulting-style” services for the start-ups if necessary. They 

respondent also explains that they focus on sharing best practices related to financial 

management systems and services as well as provide the teams with valuable connections.  

The level of support needed still depends highly on each individual portfolio company. 

Respondent F argues that they usually hold a more distant stance related to the operational 

decisions of their companies but also provide guidance if required. The guidance most of 

the time is in the form of sharing best practices. Best practises stem from experience and 

benchmarking similar companies of same size, same industry, same business model and 

the type of systems are the benchmarks are known to be using. 

Respondent G, however, approaches the topic from a different angle. The respondent 

argues that usually in the pre-seed- and seed-stages, the start-up is a hobby or a side-

project for the members of the founding team. Therefore, start-ups often have only a little 

finance related activities since the companies are cost-generating and pre-revenue. At this 

stage, the company tends to track cash flow, burn rate and runway with simple 

calculations without any established systems that would fit the purpose. The VC usually 

recommends the management teams some service provides specialised in financial 

management. This could include for example hiring a bookkeeper or a controller to bring 

in financial management expertise into the company.  

Technology-start-ups tend to achieve rapid growth and revenue generation, due to a 

scalable business model, which highlights the need for professional CFO or finance 

director. This type of individual provides the management team with the sufficient 

knowledge, experience, and right tools, related to financial management. Because of this, 

the need for a finance professional is often realised during a short period of time, 

especially when a start-up has around €1million in ARR. Respondent G continues by 

arguing that the value and importance of a CFO is highlighted as a start-up is preparing 

to raise a A-round of €5-€10million and onwards. The reason for this lies in the increased 

need for risk management, sensitivity analysis and business forecasting. 
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“You must have that senior, well, relatively senior person come into the team and actually start 

managing the finances.” – Respondent G 

 

4.2.7. The value of formal control systems for start-ups in fund raising 

 

The interviews focused on gaining information on MAS in early-stage start-ups and the 

type KPIs they track. However, an additional theme was to focus on the views related to 

the role of MAS in fund raising. All the respondents, A-D, agreed with the statement that 

MAS play a key role in attracting funding from VCs and other investors. The systems 

enable the companies to present their superiority from a financial performance point of 

view. 

Respondent A highlights that after a certain phase, the start-ups must be able to provide 

and report certain financial metrics to their stakeholders. During the first few funding 

rounds however, the requirement is significantly less demanding. This requirement is 

clearly intensified during the A-round according to responded B. The respondent explains 

that after the first few funding rounds, the data requests from potential investors become 

obligatory, extensive, and demanding. 

Respondents C and D, continue in supporting the views provided by the other respondents 

from start-ups. They argue that developed MAS increase the potential of attracting 

additional funding from investors. Respondent C emphasises, that since scaling start-ups 

is also in the core interest of VCs, the existing investors help their portfolio companies in 

attracting funding by providing connections and investor networks. 

Respondent D believes that MAS have a significant effect on the “fundability” of a start-

up. The benefit comes from the ability to provide a detailed financial track record as well 

as financial forecasts and analysis regarding the future of the company. Another aspect 

that the respondent provides, is the way MAS supply the start-ups with possibilities of 

analysing the effects of a potential funding round on the operational business. These 

analysis and forecasts can then be communicated onwards to the potential investors.  
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5. Analysis of the Empirical Results 

 

The fifth chapter analyses the results summarised in Chapter 4 with the help of relevant 

academic research conducted in the field. The part focuses on providing the reader with 

a clear understanding of the value of MAS for early-stage start-ups, VCs role in the 

adaption process of MAS in these companies, the role of MAS in fund raising for start-

ups. Even though the primary focus of this thesis is on MAS, the chapter ends with a 

discussion on the emerging theme of ESG in VC.  

 

5.1. Venture Capitalists role in early-stage start-ups adapting Management 

Accounting and Control Systems  

 

When analysing the summarised results from the interviews to answer the primary 

research question of this thesis, clear similarities in the answers of the respondents, both 

financial managers of start-ups and VCs, can be observed. However, the way these two 

different groups of respondents approach the question varies.  

The difference lies in the way start-up focus on developing management accounting 

systems primarily for their own business development and analytics purposes. VCs, 

however, focus on guiding the start-ups based on best practices and experience. Start-ups 

claim to track their financial performance in a more nuanced manner than what is required 

by the investors or stakeholders. VCs influence their portfolio companies especially 

through an active role in the recruitment processes of key people of the management 

teams, such as CFOs and Finance Directors, as well as board- and board observer 

positions.  

Academic research conducted in the field supports the signals received from the 

interviews. In an already previously referenced article, the authors argue that MAS, a 

subset of MCS, play a key role in the decision-making processes of “entrepreneurial 

companies”. This is because, “incentive mechanisms rely heavily on stock ownership, 
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management accounting information can potentially play a significant role in monitoring 

performance by shareholders.” (Davila and Foster, 2005, p. 1043) They continue by 

explaining that VCs operate as one of the main sources of funding for growth companies 

and start-ups. 

Before the first significant round of private funding, the founders own most of the shares 

in a start-up without the requirement of transparency or accountability to other 

stakeholders. The authors argue that VCs force their portfolio companies to develop their 

reporting systems in a direction that also serves their needs. This is the reason why 

according to the researchers “the entry of venture capital effectively, becomes the first 

time when there is a separation between ownership and control that requires formal 

monitoring.”(Davila and Foster, 2005, p, 1043) VCs provide the start-ups with a wide 

variety of tools for professional governance and therefore, VC-backing is considered to 

result in faster implementation of MAS in early-stage companies (Davila and Foster, 

2005, pp. 1043-1044).  

Information gained from the interviews support the impression that VCs increase the 

requirement for professionalism and transparency in their portfolio companies. Besides 

receiving funding to fuel their growth through allocating resources in recruitments and 

business development, VC-backed start-ups receive other forms of support from their 

investors as well. They provide their portfolio companies with vast experience, 

knowledge and best-practices through sparring and board work. Not only are the investors 

focusing on profit maximation for their GPs and LPs. VCs view the relationship with their 

portfolio companies as a form of learning process supported by intensive mentoring. Still, 

they stay away from interfering the practical day-to-day decision-making processes of the 

management team. 

 

5.2. Management Accounting and Control Systems in early-stage start-ups 

as value-drivers 

 

The results also indicate that MAS play a key-role in the value-creation process, risk 

management, business development and long-term planning of early-stage start-ups. The 

respondents A-D emphasise that the growth in start-ups is achieved through effective 
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decision making and business development. They are built on accurate data, provided by 

MAS, and realistic and real-time forecasts. Not only must the management team have a 

clear understanding of the financial state and performance of their company but also the 

different sub-factors affecting them. For a start-up to be successful, the respondents argue 

that decision-making must include the right people with the relevant knowledge related 

to the topic and take place at the right time. For these prerequisites to be fulfilled, the data 

and forecasts the decisions are based on, must be of high quality. They must be accurate 

and frequently updated as well as understood thoroughly by the management team. 

Davila and Foster (2007, p. 909) study the relationship between growth and adoption of 

MCS in start-ups. The researchers argue that “as companies grow, direct observation of 

the agents' effort-the main control approach in the absence of systems-becomes too costly 

and motivation and monitoring have to happen through the design of appropriate 

MCSs.”(Davila and Foster (2007, p. 909) They continue by adding that the role of 

communication and information-sharing becomes even more crucial when companies 

grow. Since growth is primarily experienced in the form of an increase in the number of 

employees. Without adequate systems to allocate the information to relevant decision-

makers, the organisations may become ineffective. The authors argue that the increased 

inefficiency is driven by increased costs related to slow decision-making processes 

(Davila and Foster, 2007, p. 909) 

 

5.3. The relevance of Simons’ Levers of Control in the context of early-stage 

VC-backed start-ups 

 

The results are supported by the previously presented LOC-framework by Simons (1994, 

p. 173) and (1995, p. 7). In his study Simons (1994) argues that MCS are central in 

implementing strategic changes in organisations. MCS focus on maintaining or altering 

different organisational patterns, a definition formulated by the author and cited in this 

thesis in chapter 1.2. The author states that “desirable patterns may include not only goal-

oriented activities, but also patterns of unanticipated innovation and 

experimentation.”(Simons, 1994, p. 170) The data indicates that MCS play an important 

role in achieving creditability for new business initiatives among different parties of 
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interest. Also, these systems are used in defining goals related to financial performance 

of an operational team (Simons, 1994, p. 187). This supports the view received from the 

interviews that MAS and MCS are drivers of value and innovation in early-stage VC-

backed start-ups. 

When applying the different definitions for levers of the LOC-model, published in 

Simons (1994, p. 172)  and presented in table 1, to the gathered results, further analysis 

can be conducted. MAS implemented by early-stage VC-backed start-ups primarily fall 

under boundary systems and diagnostic control systems that build and solid infrastructure 

for interactive control systems. This is because the different metrics and KPIs provide the 

companies with tools for risk management (as in boundaries) and tracking financial 

performance (as in diagnostic control). 

Table 1 also provides some examples of practical applications of the different systems. 

Boundary systems can for example include strategic planning- and budgeting systems 

whereas, diagnostic control systems may include profit plans and budgets as well as goals 

and objectives systems (Simons, 1994, p. 172) It is difficult to answer how the respondent 

from the start-ups would categorise the MAS and MCS of their companies. This is 

because, the interview questions did not this into account. However, it can be stated that 

the LOC-framework is highly relevant when analysing the data. 

Early-stage start-ups have limited resources in creating innovation in a competitive 

landscape. Due to these limited resources, the whole management team of start-ups must 

have a clear real-time view of the state of the company. Even though the different team 

members have their own responsibilities, as in the CFO manages the finances and CMO 

accounts for marketing and communications, significant strategic decisions are executed 

as a team. Therefore, these systems of management infrastructure must penetrate the 

entire organisation in an interactive manner. This view is supported by the author through 

a definition that, interactive control systems “focus organizational attention on strategic 

uncertainties and thereby provoke the emergence of new initiatives and strategies.” 

Simons (1994, p. 172) 

The different measures managers can take to make any control system interactive are 

discussed by the author in the examples for interactive control systems in table 1. Even 

though the LOC-framework is not a focus point of the interviews, these above referenced 

examples were commonly mentioned by respondents A-D. MAS are an important and 
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recurring agenda in the companies and they are also a regular focus of attention. 

Furthermore, financial performance is constantly reviewed in the management teams, as 

well as data gathered continues to be challenged and debated (Simons, 1994, p. 172). For 

a start-up to succeed in measuring financial performance, the company needs to know 

what to measure, why to measure, and how to measure. 

In the context of this thesis, beliefs systems of the LOC-framework can be seen as less 

relevant. Since they focus on outlining the core mission, vision, purpose, and values of a 

company, they do not serve the purpose of performance tracking and reporting (Simons, 

1994, p. 172). Still, core values shared by a company also influence the way business is 

driven and how performance is measured.  

 

5.4. The role of Management Accounting and Management Control Systems 

in fund raising for early-stage start-ups 

 

Besides from tracking financial performance, the respondents from the start-ups also view 

MAS as highly valuable systems and infrastructure in the fundraising process. From VCs 

point of view, MAS provide data of their investments and portfolio monitoring. They also 

play a key role in providing VCs with key information for DD for future investments and 

additional funding rounds of their existing ones. 

In a study consisting of “502 venture capital backed companies from six different 

industries over the 1993–2003 period”, conducted by researchers Armstrong, Davila, and 

Foster (2006, pp. 119-121) the authors examine the role of financial- and non-financial 

statement information for private equity investors in the investment valuation process. 

They continue by emphasising that VCs tend to prefer start-ups that develop scalable 

services or platforms. These types of companies usually require several funding rounds, 

in the form of capital investments, to achieve fast growing revenues in the future. 

However, start-ups of pre-revenue tend experience negative cash flows during the first 

years of business. Since the companies are cost-intensive, VCs prioritise active cost-

monitoring to maximise the value-creation potential of their capital investments. 

Based on previously conducted studies on publicly traded entities the authors state that 

“the accounting system reflects much of the value creation in early-stage companies on a 
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timely basis.”(Armstrong, Davila, and Foster, 2006, p. 121) The results indicate that, 

metrics based on financial statements that impact value-creation in pre-IPO companies 

are related to revenues,  cost of sales (COS), sales, marketing, general, and  administrative 

(SMG&A) and R&D. The authors continue by arguing that, metrics based non-financial 

statements appear to be industry-specific and therefore require additional conducted 

research in the field (Armstrong, Davila, and Foster, 2006, p. 150). 

When analysing the different metrics tracked by start-ups included in the study (table 3), 

the KPIs primarily are of financial nature. However, all of the companies are SaaS-start-

ups, which causes some of the KPIs to be highly industry-specific. The industry- 

specificity, related to the metrics the start-up tracks, also emerged during the interview 

for example with respondent A. The respondent states, that since SaaS-metrics are well 

established globally, companies in the field track, to a great extent, the same KPIs as an 

“industry standard”. 

Davila, Foster, and Jia (2015, p. 210) emphasise that investors value the adoption of 

different control systems in start-ups and the benefits exceed the costs related to the 

implementation process. They also state that “the valuation implications of MCS enhance 

entrepreneurs’ understanding of firm attributes that influence the judgement of external 

financiers.”(Davila, Foster, and Jia, 2015, p. 210) The authors emphasise that based on 

their results, investors believe that start-ups with developed MCS indicate of “firm quality 

and future growth potential.”(Davila, Foster, and Jia, 2015, p. 236) 

 

5.5. The emerging theme of ESG in Venture Capital 

 

The theme of sustainability and ESG in VC played only an insignificant role in the 

interview questions for respondents of VC-funds. However, the theme emerged several 

times and was emphasised by the respondents. VCs clearly distinguish the interest and 

importance of tracking ESG-factors as part of portfolio performance measuring, but also 

include them as part of the investment screening process. Furthermore, the growing 

interest stems from the LPs, but also due to GPs personal interest in facilitating impact. 

Therefore, the legislation in the field has increased due to the previously mentioned 

standards both in Europe and globally while still being vague as referenced in chapter 2.6. 
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The discussion with the respondents from VC-funds align with the data provided by the 

Sustainability Investments Survey, published in 2022 by PitchBook. The report suggests 

that different sustainability protocols and policies have increased among VCs. For 

example, between the years 2021-2022, sustainability investments programs among 

respondents increased from 58% to 62%. The report also provides data on how the 

respondents review the importance of the different factors of ESG. The author states that 

“all types of respondents selected the E as their top priority. S and G were chosen as a 

first priority least often in roughly equal numbers, with improving investment returns the 

first choice for the second-highest number of respondents.”(PitchBook, 2022c, p. 9) 

The priority ranking of the respondents in the survey differ from the semi-structured 

interviews with respondents E-G. However, it is important to note that the survey does 

not distinguish between LPs and other investors by industry. The respondents in the semi-

structured interview study primarily invest in the tech-start-up scene. Because of this, the 

respondents highlighted G, governance, as the most important focus point regarding 

sustainability in their portfolio companies. Technology start-ups usually lack many 

qualities in their business models that would be measurable from an ESG-perspective. 

Early-stage companies tend to priorities their limited resources in business development 

and HR, causing the governance part to be an easy first-step in developing ESG-policies 

in the companies.  

 

6. Conclusions 

 

The results from this study indicate that early-stage start-ups implement MAS and MCS 

to track a wide variety of metrics measuring financial performance as well as qualitative 

traits. The main urge in the adoption of these systems is to provide the management team 

with sufficient data, information, and forecasts to support business development related 

decision-making. The respondents from the start-up primarily state that the motivation in 

implementing MAS and MCS in their organisations at large, comes from within the 

companies. The systems support the decision-making processes of start-ups. Because of 

this, MAS and MCS, as well as tracked KPIs, tend to vary extensively even between 

companies in the same industry. 
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However, there are signals indicating that the reporting preferences of VCs also influence 

the choices related to financial management made start-ups. The most significant value-

creating impact that VCs have, besides from the funding, is the distribution of extensive 

know-how and best-practices for their portfolio companies. 

VCs clearly state that, they focus on sustaining the reporting cycles of their portfolio 

companies light and simple, to avoid overloading them. The reason for this lies in the fact 

that early-stage start-ups have limited resources, both financially and non-financially. 

Investors want their portfolio companies to concentrate on business development and 

achieving growth. VCs require their portfolio companies to report different KPIs, both 

quarterly and annually, for LP-reporting and portfolio management purposes. Still, the 

most important channel of influence, is in impacting the recruitment of key management 

team members as well as through board positions. 

As discussed in the VC-market outlook in chapter 2.4., private capital markets have 

entered into a new cycle after the almost magical record year of 2021. The new downturn 

is defined by increased cautiones and risk management efforts from investors causing 

fewer early-stage start-ups to attract funding. The data presented in figures 4-7 indicates 

that the same amount of VC-capital, excluding the outlier year of 2021, continues to be 

allocated into fewer start-ups. This conclusion is also supported by reports analysing 

private equity markets. For example, in of the publications the authors produce the 

following statement based on European Q3 of 2022 data: 

“We believe capital efficiency, rather than growth at all costs for late-stage investments, 

has established greater importance in recent months and expect this to continue until 2023. 

Reports of valuation haircuts, down rounds, and cost cutting have been reported, and we 

anticipate late-stage investors and companies will explore different funding options and 

display increased prudence to extend funding runways.”- PitchBook (2022b, p. 3) 

The need for cost-cutting can also be observed in market trends in the US. The incentive 

towards public listings has technically frozen, due to the macro- and micro economic 

shocks experienced lately. Also, the important source of liquidity that they offer, has 

vanished as well. This indicates challenges both towards investors and start. Public 

listings are an important gateway for investors in achieving exit, but it also functions as 

an important source of funding for start-ups (PitchBook and National Venture Capital 

Association 2022, p. 31). 
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This new trend could “put pressure on startups to return to equity markets for additional 

financings and accept investment at lower valuations compared with prior financing 

rounds, severely diluting current shareholders.”(PitchBook and National Venture Capital 

Association, 2022, p. 31) When PE-exits decrease, both in value and in count, less capital 

will be re-invested into the start-up ecosystem. Due to these reasons, the general growth 

of the VC-industry may hinder. Also, more start-ups may need to focus on financially 

sustainable growth to survive the new bearish fundraising environment (PitchBook, 

2022a, p. 19).  

This increased cautiousness among PE-investors could greatly highlight the importance 

of developed MAS in early-stage start-ups. When funding is scarce, start-up must focus 

on capital efficiency instead of a “growth at all costs” mentality. Early-stage start-ups 

with advanced MAS and MCS as well as financial management infrastructure will have 

a significant advantage in the new VC-market environment. 

 

7. Contributions 

 

This thesis contributes towards academic research in the field of accounting, specifically 

MAS and MCS, in several ways. Firstly, the narrow of topic of MAS and MCS in early-

stage start-ups currently lacks deep diving studies. Especially the interaction between VC-

investors and VC-backed early-stage start-ups has not yet gained academic interest. 

Secondly, the interview study provides valuable data in the way MAS and MCS function 

as innovation-drivers in early-stage companies and how VCs value them. 

The data clearly indicates that MAS and MCS are central in the strategic decision-making 

processes in young disruptive companies that strive for international scalable growth. 

These companies sustain their competitive advantages with constant innovation and 

pivoting that are supported financial management infrastructure. 

Also, the VC-industry lacks thorough academic research. This is because, VC-funds 

invest in privately owned companies that are not required to publish public financial- and 

non-financial information. Furthermore, in VC, best-practises and know-how tend to 

spread through word-of-mouth lacking documentation of widely adapted industry 

standards. To gain a deeper understanding of the different attributes affecting private 
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capital markets, more research must be conducted in the field. This thesis reviews the 

different channels VCs impact their portfolio companies. Moreover, this study provides 

insights on the importance of experienced financial management professionals in early-

stage start-ups. 

 

8. Limitations of the Study 

 

The data gathered for this thesis consists of semi-structured interviews of four CFOs or 

other financial managers of European SaaS-start-ups and three GPs or CFOs of European 

VC-funds. Since the data represents only views of financial managers for SaaS-

companies the results cannot be applied to start-ups on a general level. This is because 

SaaS-companies have specific characteristics that define them from the rest. These 

characteristics are emphasised in an article by Ge and Huang (2014) focusing on 

analysing the effect of economies of scale of SaaS-firms. In their publication, the authors 

state the following: 

“In SaaS, software and the associated data are hosted centrally by the service providers, 

rather than being hosted in-house by the corporate clients. SaaS has been one of the fastest-

growing segments in the industry since its inception and is rapidly becoming an important 

consideration for enterprises of all types and sizes.”- Ge and Huang (2014, p.610)  

In a business model that benefits from economies of scale, the average production costs 

decrease when as the number of units produced increases. Generally, software companies 

apply this type of approach to achieve growth since majority of the production’s costs are 

related to the development of the “first-copy” product leading to non-existent future 

distribution and production costs. SaaS-companies, a subgroup of software companies, 

also apply this type of value-creation approach which enables their significant growth in 

a short period of time but for different reasons than large corporations (Ge and Huang, 

2014, p.610). The authors continue by referring previously conducted research and stating 

that SaaS-companies benefit from economies of scale since “IT infrastructure is 

centralized on the vendor side and shared among all customers, which in turn leads to 

economies of scale. The cost sharing and servers load balancing are perceived as the main 

drivers of economies of scale in SaaS.”(Ge and Huang, 2014, p. 610) 
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It is also worth mentioning that geographical aspects may affect the way the interviewed 

VC-investors see the role of reporting since the USA and Europe differ for example with 

legislation and standards related to financial reporting. In official financial reporting in 

the USA Generally accepted accounting principles (GAAP) are applied whereas in 

Europe the International Financial Reporting Standards (IFRS) build the framework for 

official financial reporting. 

 

9. Possibilities for future research in the field 

 

This study focuses on providing insights related to the little-researched field of 

management accounting and - control systems in early-stage start-ups. Regarding 

possible future research objects, Davila (2019) provides the readers with some possible 

areas on interest in his article “Some Ideas for Future Research in Managerial 

Accounting”. The author states that one of the broad fields of future research in 

management accounting and control is in innovation management and creation. 

According to the researcher, “creating management systems that support radical 

innovation relies on having a framework to think about the various activities involved in 

these efforts.”(Davila, 2019, p. 4) Since start-ups usually adapt more quickly into a 

changing environment as well as function as one of the primary sources of innovation, 

larger organisations must interact with this ecosystem. 

For innovation to occur in a larger organisation in co-operation with start-ups, the 

organisation must be inspiring, attracting, combining, learning, leveraging, and 

integrating. Innovation can occur in any of these previously mentioned “activities”, as 

defined by the author. The reason why this theme has gained interest lately, is because 

“the rising importance of analyzing the outside is relevant to any organization, large or 

small, public or private.”(Davila, 2019, p. 4) The article focuses specifically on large 

corporations. However, an area of research could focus on the role of management 

accounting and - control systems in facilitating innovation in early-stage start-ups. 
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10. Summary in Swedish – Svensk sammanfattning 

– En undersökning om VC-investerarnas finansiella rapporteringspreferenser och dess 

påverkan på ledningsredovisningssystem i nystartade företag 

 

10.1 Inledning 

 

Inom ”uppstartekosystemen” finns det flera olika formar av riskkapital som fokuserar på 

att stöda innovativa affärsidéer. Kapitalinvesteringar inkluderar vanligtvis venturekapital 

(venture capital, VC), företagsventurekapital (corporate venture capital, CVC), 

företagsänglar, gräsrotsfinansiering och företagsacceleratorer. Denna pro gradu-

avhandling fokuserar på VC-investeringarnas roll i nystartade företags 

ledningsredovisnings- och kontrollsystem (management accounting and control systems). 

VC-finansiering är en av de mest centrala formerna av kapitalinvesteringar för nystartade 

företag för att uppnå internationell skalbarhet och tillväxt. VC innebär att kapitalet samlas 

in från privata investerare, finansinstitutioner och andra entiteter (limited partners, LP) 

och förvaltas av fondens delägare (general partners, GP). VC-fonder investerar i 

innovativa unga företag som har en betydande global skalbarhetsfokus med en potential 

affärsexitmöjlighet under de kommande 10 åren. Företagsexit sker vanligtvis genom 

företagsuppköp eller börsnotering (Drover et al., 2017, ss. 1820–1821). 

För tillfället finns det inte någon mer omfattande akademisk forskning om 

ledningsredovisnings- och kontrollsystemens roll i nystartade företag. Utifrån en allmänt 

använd definition är ledningsredovisningssystem en typ av ”finansiella 

ledningskontrollsystem”. Ledningskontrollsystem är infrastruktur som stöder 

företagsledningen i att övervaka och utveckla olika informationsbaserade processer inom 

en organisation (Davila och Foster, 2005, s. 1040; Simons, 1994, s. 185). Tidigare 

forskning indikerar att VC-investerare uppmuntrar sina portföljbolag att redan i ett tidigt 

skede implementera olika former av kontrollsystem. De kan ske till exempel i form av 

kassabudgetar och operativa budgetar samt försäljningsprognoser (Davila och Foster, 

2007, ss. 933–934). Andra studier indikerar att utvecklade ledningsredovisnings- och 

kontrollsystem ökar sannolikheten bland nystartade företag att locka framtida 

finansiering på grund av deras mervärdeökande effekt (Schachel et al., 2021, s. 678). 
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10.2 Syfte och forskningsfråga 

 

Syftet med denna pro gradu-avhandlingen är att undersöka hur VC-investerare påverkar 

ekonomiförvaltningen i sina portföljbolag. För tillfället saknas det fördjupad forskning 

och kunskap om dessa delområden inom det akademiska ämnet redovisning. Därför är 

den primära forskningsfrågan: Påverkar VC-investerarnas finansiella 

rapporteringspreferenser adapteringen av ledningsredovisningssystem i deras 

portföljbolag? Studien fokuserar på att undersöka hurdan effekt VC-investerarna har på 

sina portföljbolag gällande ekonomiförvaltningsinfrastruktur, rekryteringar och 

finansieringsbeslut samt de nyckelindikatorer som nystartade företag följer och 

rapporterar. 

 

10.3 Presentation av metod och material 

 

Den huvudsakliga forskningsmetoden är semistrukturerade kvalitativa intervjuer. Sju 

personer intervjuades för studien, vara av fyra är ekonomichefer på nystartade företag 

som har samlat in VC-finansiering. De andra tre är GP eller ekonomichefer på europeiska 

VC-fonder som investerar i innovativa och skalbara nystartade företag. Intervjuerna har 

skett på distans och längden på dem är 21–45 minut. Alla nystartade företag i studien kan 

kategoriseras ha affärsmodellen ”en programvara som en tjänst”. (software-as-a-service, 

SaaS). Denna egenskap kan förvränga studiens resultat. 

Kvalitativa forskningsmetoder kan specifikt svara på frågan ”hur” inom ett snävt 

forskningsämne. Denna pro gradu-avhandlingen fokuserar på att skapa en genomgripande 

uppfattning om en nischfokusgrupp, detta vill säga ledningsredovisningssystem bland 

VC-finansierade nystartade bolag. Därför är kvalitativa forskningsmetoder lämpliga för 

denna avhandling i syftet att kunna ta del av informanternas detaljerade åsikter och 

erfarenheter (Pratt, 2009, s. 856). 
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10.4 Redogörelse för undersökningens resultat 

 

Beskrivningen av intervjustudiens informanter presenteras i avhandlingen i tabell 1. 

Intervjuerna med de sju informanter innefattar en stor mängd av grundläggande 

information om forskningsämnet. Resultaten indikerar att nystartade företag följer, mäter 

och rapporterar en bred helhet av olika finansiella nyckelindikatorer, som presenteras i 

avhandlingen i tabell 2. De viktigaste nyckeltalen är årlig intäkt (annual recurring 

revenue, ARR) och kostnadsrelaterade indikatorer såsom kundbortfallsprocent (churn 

rate, CHURN), omvandlingshastighet (conversion rate), värvningskostnad (customer 

acquisition cost, CAC), långtidsvärdet (lifetime value, LTV), långtidsvärdet mot 

kundanskaffningskostnad (Lifetime Value to Customer Acquisition Cost, LTV/CAC) och 

den genomsnittliga kvarhållandegraden (retention rate). Andra viktiga nyckeltal är 

ekonomiska livslängden (runway) och kapitalförbränningsgrad (burn rate). 

Företagen följer nyckeltalen betydligt mera detaljerat än vad som krävs av deras 

investerare, det vill säga VC-fonder. Informanterna från VC-fonder betonar att de 

undviker att överbelasta portföljbolagen med överdrivet komplexa rapporteringskrav. 

Portföljbolagen ska använda sina begränsade resurser primärt till utvecklingen av 

kärnverksamheten i stället för investerarrelationer. VC-fonder kräver att deras 

portföljbolag ska rapportera speciellt finansiella nyckeltal både kvartalsvis och årligen 

med ARR-utveckling som huvudfokuspunkt. 

De resultat i denna avhandling som indikerar att VC-investerare uppmuntrar 

implementering av ledningsredovisnings- och kontrollsystem bland portföljbolag, är i 

linje med tidigare forskning inom ämnesområdet. En av orsakerna till detta observerade 

fenomen kan vara att nystartade företag som utvecklar globalt skalbara 

verksamhetsmodeller ofta är kostnadsintensiva. På grund av detta är investerarna speciellt 

intresserade av att säkerställa de maximerade mervärden som deras kapitalinvestering kan 

erbjuda. Ledningsredovisnings- och kontrollsystem är centrala attribut i skapandet av 

mervärden bland dessa företag (Armstrong, Davila, och Foster, 2006, ss. 119–121). Inom 

detta ämnesområde finns flera framtida forskningsmöjligheter. Framtida studier kunde 

speciellt fokusera på ledningsredovisnings- och kontrollsystemens roll som 

innovationsdrivare i nystartade företag. Forskaren Davila (2019, s. 4) betonar att 
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innovation som skapas i samarbetet mellan stora företag och uppstartsbolag väcker stort 

akademiskt intresse. 
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Appendix 

 

 

 

 

 

 

 

 

 

 

Guide for the Qualitative Semi-Structure Interview Study 
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The choice of questions for the semi-structured interviews 

 

I. Academic research supporting the interview questions 

 

The primary focus of this study is to gain insight on the following research question: how 

do the financial reporting preferences of Venture Capitalists effect the adaptation of 

Management Accounting Systems in early-stage Venture Capital-backed start-ups? In 

other words, what type of impact the joining of an external investor, a VC, as a 

shareholder has on the financial management and reporting processes of an early-stage 

start-up. 

The hypothesis is that VCs have a positive impact on the way start-ups begin to implement 

different MAS in their daily operations to meet the reporting requirements, in the form of 

financial data and other KPIs, to their new shareholders. Also, another aspect is that MAS 

function as value-driver in the companies since they are more eligible to present their 

financial performance towards future investors as well.  

Some previous studies support the previously presented view, indicating that VCs have a 

positive on the way rate start-ups apply MAS, to manage risk and track financial 

performance. Davila and Foster (2005, pp. 1040-1041) argue, based on a multi-case study 

consisting of 78 start-up companies, that VCs have a positive effect on how early-stage 

start-ups implement MAS in their financial management infrastructure. They specifically 

highlight that VCs seem to encourage entrepreneurs to implement different forms of 

operating budgets as part of their company management practises. They also clarify that 

the adoption of operating budgets seems to convert to increased financial performance 

and future growth.  

The authors Davila and Foster (2007, pp. 908-909) develop their new findings based on 

their previous study Davila and Foster (2005). The data indicates a link between the 

joining of a VC with implementation of MCS and the growth and success of an early-

stage start-up. They continue by stating that “our research highlights the importance of 

venture capital (VC) to understanding the adoption of MCS. It is relevant in terms of the 

adoption pattern (Figures 1 and 2 showing higher adoption in VC-backed companies) and 
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to explain MCS intensity and the adoption of planning systems.” (Davila and Foster, 

2007, p. 934) 

The same authors define MAS as “a subset of Management Control Systems (MCS)” 

(Davila and Foster, 2005, p. 1040). They continue by citing an older article by Simons, 

1994, p. 185) where MCS are defined as “formal, information-based routines and 

procedures used by managers to maintain or alter patterns in organizational activities.” 

(Davila and Foster, 2005, p. 1040) They also discuss in one of their newer articles that 

there seems to exist a “a statistically and economically significant positive relation” 

between added company value and the amount of implemented financial MCS (Davila et 

al., 2015, p. 209). The authors Davila et al., (2015, p. 209), also state that there is 

difference in the way debt and equity investors value these systems. Since equity 

investments generally bear more risk, they value risk managing systems higher than debt 

investors do. 

Based on these findings, the researchers discuss that specifically in equity investments, 

“systems that increase the likelihood of enhancing the value of these companies (e.g. 

through better decision-making, execution, and contract provision) offer more value for 

these investments.”(Davila et al., 2015, p. 209) Therefore, the implementation of MCS 

and MAS, can also be seen as risk-management tools for VCs. Also, the need for further 

research applies to MAS and MCS that start-ups implement. Both Davila and Foster 

(2005, p. 1066) and Schachel et al. (2021, p. 687) underline the need for gaining a deeper 

understanding on how MCS of start-ups and financiers’ investment decisions interact 

with each other. 

 

II. The practical execution of the interview study 

 

The research objects for this study are well-established VC-investors and early-stage VC-

backed start-ups that are considered at least under the Series A-category. The reason for 

this choice is that during the first small funding rounds established by early-stage start-

ups (Pre-Seed and Seed), the investors consist mainly of business angels, friends, and 

family. Investments prior an A-round are also considered relatively small, in other words 

thousands or hundreds of thousands of euros. The study will lean on a qualitative study 
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with both European VCs and VC-backed start-up entrepreneurs, consisting of 3-4 

individual semi-structured interviews per studied group.  

The respondents from VC-funds are GPs or CFOs responsible of executing the 

investments or fund management and reporting. The respondents representing the VC-

backed start-ups are preferably under the title of CFO or otherwise responsible for 

financial management of the companies.  

The interviews will consist of 10 questions per studied group. The focus is to gain 

information on how of the financial reporting standards and preferences of VCs effect the 

adaptation of MAS, that build on MCS, in early-stage VC-backed start-ups. The questions 

are divided into three different categories. The first group (Category 1) focuses on gaining 

basic information of the responsibilities of the respondents as well as the studies topic. 

The primary questions for the investors will revolve around do VCs require their portfolio 

companies to report data to them, what type of data they prefer and why? Questions 

directed towards the start-ups, will revolve around have they implemented MAS before 

receiving an investment. Also, how the joining of a VC has influenced the way start-ups 

implement MAS and MCS in the start-ups’ financial management infrastructure is an area 

of interest. 

The second group (Category 2) focuses on digging deeper into the topic. Questions 

presented towards VCs, focus on their preferences related to the data reported by their 

portfolio companies. Do they preferer primarily financial- or nonfinancial metrics or are 

they equally important? What types of KPIs, according to the inventors, are the most 

relevant and important ones to be considered? Also, the topic of how the data that the 

portfolio companies report is processed at the investors end is discussed. The questions 

presented to the start-ups focus on, how the companies use MAS and MCS in the day-to-

day operations and do they follow any KPIs in their business operations? And if they 

follow, what are the most important metrics and have they experienced any difficulties 

related to implementing MAS and MCS?  

The final group of questions (Category 3), focus on gaining additional information of the 

topic. Questions presented to VCs, will focus on do they see MAS, implemented by their 

portfolio companies as tool for risk management? When the VC-fund becomes an 

investor in a start-up, do they help the portfolio companies to establish systems that 

generate the data they strive for?  Also, what types of challenges and difficulties, related 
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to MAS and MCS, start-ups usually battle with, will be reviewed. Regarding the questions 

presented to the start-ups, the topics will focus on what type of data do the VCs require 

their portfolio companies to report? Another aspect is that, are there preferences from the 

investors, regarding financial- and nonfinancial metrics? Also, one area of interest lies in, 

do start-ups believe that MAS and MCS influence the company’s financial performance 

and probability of receiving additional investments in the future? 

 

I. Questions for the interviews with GPs and CFOs of VC-funds 

 

VC’s view on financial reporting (Category 1) 

1. What are your main responsibilities and work-related tasks in the company? 

2. Do you require the portfolio companies to report data back to you? 

3. What type of data (e.g. financial, product development, ESG, market forecast) you require 

the portfolio companies to report to you and why? 

 

VC’s reporting standards and preferences (Category 2) 

4. Are there preferences between financial- and nonfinancial metrics that the start-ups report? 

5. Do you require the start-ups to report key performance indicators and what are the most 

important ones you as an investor? 

6. How is the data that the portfolio companies report processed at your end? 

 

The importance of MAS and MCS in start-ups for VCs (Category 3) 

7. How do you see the management accounting systems and managements control systems of 

your portfolio companies as tool for risk management? 

8. When the VC-fund becomes an investor in a start-up do you help the portfolio companies to 

establish systems that generate the data that you strive for and how do these systems look 

like? 
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9. Based on your experience do start-ups battle with challenges related to financial management 

and if so, what are the main difficulties that you have come across? 

 

Additional information 

10. Anything else that you would like to add that has not been discussed during this interview? 

 

II. Questions for the interviews with CFOs and Finance Directors of early-stage VC-

backed start-ups 

 

Start-ups view on VCs effect on applied MAS and MCS (Category 1) 

1. What are your main responsibilities and work-related tasks in the company? 

2. Has the company had management accounting systems and management control systems in 

use before receiving a VC-investments? 

3. Has the joining of a VC effected the way the company implements management accounting 

systems and management control systems in financial management of the start-up? 

 

The importance of MAS and MCS for start-ups (Category 2) 

4. How do you use management accounting systems and management control systems in the 

day-to-day operations of the company? 

5. Do you follow any KPIs in your business operations and if so, what are the most important 

ones according to you? 

6. Have you come across any difficulties related to the implementation of management 

accounting systems and management control systems? 
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Start-ups view on VCs reporting standards and preferences (Category 3) 

7. What type of data does the VCs require you to report back to them? 

8. Is there a difference between the metrics reported back to VC’s and those tracked by you? 

9. Has the adaptation of management accounting systems and management control systems 

influenced the company’s financial performance and probability of receiving additional 

investments in the future? 

 

Additional information 

10. Anything else that you would like to add that has not been discussed during this interview? 
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