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ABSTRACT 

Angel investors invest in high-risk projects and provide an important source of early-stage 

entrepreneurial financing. When considering an investment, an important decision is how much time to 

spend on due diligence – deeper investigation into the person, business, and/or industry under 

consideration. As angels act individually, different from institutional investors with professional advisors, 

behavioral factors may particularly influence angels’ decisions. Such factors are considered in behavioral 

finance, which is based on the paradigm that markets are not always rational and are driven by other 

influencing factors such as overconfidence and risk aversion. To provide insight into factors affecting 

angel investors’ time spent on due diligence, we examine the relationships three factors: an angel’s 

investing experience, an angel’s assessment of the firm’s top management team (TMT), and the firm’s 

stage of development. 

Keywords: Angel investing, behavioral finance, due diligence, entrepreneurship, entrepreneurial finance, 

seed capital 
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Introduction 

Angel investors (angels) are individuals who invest in early-stage, high-risk, entrepreneurial 

projects typically without the assistance of professional advisors. Collectively, angels invest billions of 

dollars into thousands of entrepreneurial projects annually (DeGennaro & Dwyer, 2013; Mason & 

Harrison, 2000). Despite significant individual financial commitment, angels’ decisions sometimes 

appear to violate the principles of traditional finance. For example, while some angels assess the 

viability of a potential investment through due diligence, even though research shows due diligence is 

positively related to returns-on-investment, other angels spend little or no time on due diligence 

(Morrissette, 2007; Wiltbank & Boeker, 2007). Due diligence is the process through which an investor 

attempts to assess the veracity of a potential business investment (DeGennaro, 2011). This lack of time 

spent on due diligence contrasts with traditional finance theory, which proposes that people behave 

rationally and make unbiased decisions based on relevant information (Statman, 1995). Moreover, 

empirical evidence suggests that deviations from traditional finance theory are persistent and 

predictable (Ackert & Deaves, 2009). 

Individual investment decisions that violate principles of traditional finance have bedeviled 

researchers for decades (Baker & Nofsinger, 2010; Fama, 1998; Shefrin, 2000; Statman, 1995; Statman, 

1999). Behavioral finance is a relatively new field, combining behavioral and cognitive psychology with 

traditional finance to provide explanations as to why investors make decisions that appear irrational 

(Ackert & Deaves, 2009; Baker & Nofsinger, 2010; Hirshleifer, 2001; Statman, 1999). Scholars propose 

that behavioral elements are more likely to influence individual investors’ decision-making than 

institutional investors, who rely on professional advisors. But knowledge of factors that influence 

individuals’ investment decisions is incomplete (Fama, 1998; Shefrin, 2000). To better understand 

angels’ decisions, we explore the impact of three factors on time spent on due diligence: angels’ 

experience, their assessment of firms’ top management team (TMT), and firms’ stage in development.  
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This work contributes to scholarly knowledge of entrepreneurial finance, angel investing, and 

behavioral factors that affect individuals’ investment decisions. Exploring angels’ due diligence sheds 

light on the antecedent factors worthy of consideration when assessing the effectiveness of angel 

investors’ pre-investment decisions, behavior, and processes. This paper provides insight into factors 

influencing angels’ decisions that appear to violate traditional finance principles, such as investing in 

high risk projects with little due diligence. From a practitioner standpoint, more understanding of factors 

steering angel decisions could assist angels in increasing returns, and thereby solidify their contribution 

to national economic growth. Moreover, given that studies examining choices made by individual 

investors are sparse, this study expands knowledge of behavioral factors influencing individual investors’ 

decision-making (Kerr, Lerner & Schoar, 2011; Prowse, 1998; Van Osnabrugge & Robinson, 2000). 

Literature Review and Hypotheses 

This section begins with an overview of angel investment and due diligence, followed by a 

discussion of behavioral finance. We close this section with the behavioral factors explored here that 

potentially affect time spent in due diligence and our hypotheses. 

Angel Investing and Due Diligence 

An angel investor provides a private business with capital in the forms of equity or debt from his 

or her own funds (Shane, 2012). Typically, angels have high net-worth and provide capital during risky, 

early-stages of new ventures without formal intermediation from institutions, such as banks or 

investment brokerages (Morrissette, 2007; Wong, Bhatia & Freeman, 2009). Angels invest in private 

equity – securities that are not quoted or traded on a public exchange (Prowse, 1998). In contrast to 

relatively transparent public stock and bond markets (with reported financials, analysts’ reports, etc.), 

private markets financing business startups are often opaque, thus increasing their risk (Kerr, Lerner & 

Schoar, 2011).  

 



FORRESTER, WILLIAMS, MANLEY, MARTINEZ, HAIR 

9 American Journal of Entrepreneurship 

Although angels may invest during various stages of a firm’s lifecycle, early-stage investments 

such as seed and start-up financing comprise more than 75% of all angel projects (DeGennaro & Dwyer, 

2013; Sohl, 2003). Because entrepreneurs often need a bridge between capital furnished by family or 

friends and capital furnished by venture capitalists or venture banks, angel investors’ early-stage 

investing is important (Ibrahim, 2008). Early-stage business investments are considered high-risk, and 

thereby generate a wide range of investment returns (Van Osnabrugge, 2000; Wong, Bhatia & Freeman, 

2009). Indeed, angel returns can vary from total investment loss to yields of 50% or more (Collewaert, 

2012; Preston, 2011).  

Rational investors take steps to reduce their portfolio risk (Miller, 2012), and this may include 

due diligence, which represents gathering deep information regarding a potential investment. Due 

diligence involves verifying various aspects of a potential business investment such as market size, 

growth potential, asset valuation, and cash flow projections (DeGennaro, 2011). Through due diligence, 

investors ascertain whether a project is suitable for funding, the likelihood of positive returns, and 

reduce information asymmetry (DeGennaro, 2011). Such information should enable the investor to 

mitigate his or her losses. However, due to the potential of uncovering contradictory information, 

additional information may make investment decisions more complex (Zacharakis & Shepherd, 2001).  

Information asymmetry occurs in a transaction when one party has more (or better) information 

than the other, potentially enabling one party to take advantage of the other (Grossman & Hart, 1983; 

Myers & Majluf, 1984). Generally, information asymmetry problems manifest in two ways: adverse 

selection and moral hazard. Adverse selection means choosing a less than desirable offering (Clarke & 

Shastri, 2000), while moral hazard occurs when the behavioral intent or actions of a party are to the 

detriment of others (Hölmstrom, 1979). Researchers have documented problems associated with 

information asymmetry in angel investments (e.g. Morrissette, 2007; Van Osnabrugge & Robinson, 

2000; Wiltbank, 2005). Time spent on due diligence reduces information asymmetry and improves 
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investors’ returns (Wiltbank & Boeker, 2007). In high-risk projects, low levels of due diligence contradict 

traditional finance principles that assume rational thinking is applied in investing. Behavioral factors can 

help explain departures from rational thinking under conditions of risk (Ritter, 2003; Statman, 1999). 

However, research into which factors affect the amount of time angels devote to due diligence is 

lacking. With time spent on due diligence as our dependent variable, we hope to begin filling that gap. 

Behavioral Finance 

In traditional finance, expected utility theory is the dominant model used to analyze decision-

making under risk. An investor rationally assigns weights (a utility) to preferences, with higher weights 

given to preferred outcomes (Kahneman & Tversky, 1979). Expected utility theory assumes that all 

reasonable people follow the model and is widely accepted as the normative model of rational choice 

(Kahneman & Tversky, 1979). However, an individual’s choices among risky outcomes are often 

inconsistent with utility theory, resulting in irrational choices inconsistent with traditional financial 

thinking (Kahneman & Tversky, 1979).  

Behavioral finance merges behavioral and cognitive psychology with conventional financial 

theory to better understand investor decisions (Ackert & Deaves, 2009; Ritter, 2003; Shiller, 2003). 

Investor behavior is often a product of using shortcuts and emotional filters to process information, 

which can result in irrational investor decisions violating the traditional assumption of risk aversion 

(Baker & Nofsinger, 2010). Behavioral finance seeks to better understand suboptimal investor decisions, 

particularly those impacting markets and personal wealth. Traditional finance sees rational people who 

seek to maximize wealth. Conversely, behavioral finance views “normal” people affected by cognitive 

biases and emotions, confused by different forms of wealth (such as social status or the desire to give 

back to the community), or not always motivated by the desire to create more financial wealth 

(Statman, 2008). Therefore, behavioral finance is useful in examining inconsistencies in angel investor 

decision making. Below we provide brief discussions of behavioral finance concepts potentially related 
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to our study, including biases, heuristics, overconfidence, cognitive entrenchment, risk aversion, and 

loss aversion. 

Researchers have applied significant attention to biases and heuristics. Bias refers to the 

tendency to make decisions based not on evidence, but rather on cognitive factors that provoke errors 

in judgment, such as memory, attention, and previous learning (Barberis, Shleifer & Vishny, 1998; 

Daniel, Hirshleifer & Subrahmanyam, 1998; Fama, 1998). Heuristics refer to applying experience-based 

techniques, such as rules of thumb, to problem solving and decision-making to reduce the search 

necessary to find a solution (Shefrin, 2000). Biases and heuristics often influence decision-making. Thus, 

“people are imperfect processors of information and are frequently subject to bias, error, and 

perceptual illusions” (Shefrin, 2000, p. x of Preface).  

Biases that influence investor decisions may include risk perception, framing, and 

overconfidence (Dimov, Shepherd & Sutcliffe, 2007; Mitteness, Sudek & Cardon, 2012). An angel 

investor’s previous experience and expertise may stimulate focus on specific areas while ignoring others, 

an application of biases or heuristics (Dimov, Shepherd & Sutcliffe, 2007). For instance, an investor’s 

most recent investment dramatically influences subsequent investment decisions (Previtero, 2012). 

Therefore, different angel investors – based on individual biases and past experiences – may process the 

same information in different ways.  

Overconfidence when making decisions, a bias, may result in an angels’ overestimation of his or 

her knowledge, abilities, and judgment. Generally, investors are overconfident about their abilities 

(Barber & Odean, 2001; Ritter, 2003). Overconfidence manifests itself in many forms, including 

miscalibration, when investors overestimate the precision of their knowledge. The better-than-average 

effect is another form of overconfidence, which reflects an investor’s tendency to rate their attributes or 

skills above average. Illusion of control occurs when investors think they have more control over events 

and outcomes than they do. Excessive optimism is when people assign probabilities to an event that are 
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too high or low based on historical experience or reasoning (i.e., a higher than reasonable assessment of 

market acceptance, or a lower than reasonable assessment of operational costs) (Ackert & Deaves, 

2009; Hirshleifer, 2001).  

Investors with significant experience may have well-developed problem-solving routines which 

cause them to take an inflexible approach to their decision-making methodologies, potentially resulting 

in lower performance than that of less experienced analysts (Dane, 2010). Moreover, inflexibility may 

arise not from expertise but from cognitive entrenchment, a high level of stability in one’s domain 

schema (Dane, 2010). Cognitive entrenchment may restrict one’s ability to identify optimal solutions, 

adapt in unique situations, and generate creative new ideas.   

Risk aversion attempts to explain behavior aimed at reducing uncertainty in exchange for more 

secure expected payoffs (Holt & Laury, 2002). Risk aversion affects the tendency to choose a safe option 

even when potential payoffs are scaled up (Cox & Sadiraj, 2006). More dissatisfaction over a $100 loss 

than the satisfaction gained over a $100 return is known as loss aversion (Kahneman & Tversky, 1979). 

Risk aversion and loss aversion literature suggests that when the same opportunities of gains and 

potential losses are presented, preferences are inconsistent among different investors. Stated 

differently, investors have different degrees of risk and loss aversion. Behavioral factors may affect 

angels’ decisions regarding time spent on due diligence. In the next section we discuss three of those 

potential factors and frame our hypotheses.  

Behavioral Factors affecting Time Spent on Due Diligence 

Multiple behavioral factors may affect angel investor decision-making. In this study, we consider 

the impact of three factors on angels’ time spent on due diligence: an angel’s experience, his or her 

assessment of the firm’s top management team (TMT), and the firm’s stage in development.  
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An angel’s investing experience. 

 Angels have varying levels of experience. On average, angels invest in one deal every two years 

(Freear & Wetzel, 1991; Sullivan, 1991). As angels fund more firms, their experience and knowledge 

related to business valuation should grow (Hsu, 2007). Determining an investment’s worth is a vital (and 

sometimes contentious) aspect of early stage funding. Prior valuation experience can reduce 

information asymmetry and assist in successful deal completion. Further, many angels are successful 

entrepreneurs, and their experience may help angels evaluate investment opportunities as well as add 

value to the ventures in which they invest (Van Osnabrugge, 2000). Angel investors successfully exit 

investments through various means, including a shareholder buyback, the sale of the company, or an 

initial public stock offering (IPO). The number of successful exits an angel has experienced may signal 

prior success, which could influence investing decisions of both the angel and the founding 

entrepreneur. 

 To examine whether individual experience is related to angel decisions regarding time spent in 

due diligence, we apply these variables: how long an angel investor has been investing, how long an 

angel has been an entrepreneur, the number of firms an angel has founded, the number of previous 

investments, and the number of successful exits that an angel has experienced. Applying the behavioral 

factors discussed above, as an angel’s investing experience grows he or she might develop biases and/or 

heuristics. For example, an angel may apply memories from previous experiences or rules of thumb to 

avoid spending time in due diligence. Successful investors are likely to overweigh the possibility that 

their achievements are a result of their abilities rather than from chance or outside factors, leading to 

overconfidence (Gervais & Odean, 2001). This potential overconfidence may decrease time spent on due 

diligence. Thus, we propose angels’ prior experience reduces time spent on due diligence and the 

following hypothesis, stated in the null form: 

H1: There is no relationship between angels’ prior experience and time spent on due diligence. 
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Top-management-team experience. 

 There is a natural linkage between top management team experience (TMT) and firm 

performance (Hambrick & Mason, 1984). In addition to evaluating TMT experience, angels must 

consider if the TMT is capable of leading the new business through pending strategic challenges. 

Entrepreneurs often seek advice from those nearest to them (Williamson, 2000), which may reflect 

limited TMT experience. As the quality of the TMT is associated with positive firm outcomes, assessment 

of the top management’s prior experiences and backgrounds is essential to reducing information 

asymmetry and the related adverse selection problems. 

 If the potential business has a TMT with relatively little experience, more information 

asymmetry may occur because the TMT is possibly unaware of issues requiring their attention and thus 

cannot adequately inform the angel. Therefore, the scenario of lower TMT experience potentially 

increases an angel’s perceived risk. Applying the loss aversion concept, an angel who assesses a TMT as 

relatively inexperienced may require more details to mitigate the possibility of an investment loss. Thus, 

we propose greater TMT experience reduces time spent on due diligence and the following hypothesis, 

stated in the null form: 

H2: There is no relationship between TMT experience and time spent on due diligence. 
 
Stage of the investment. 

 Firm development stages include the following: seed, start-up, early growth, late growth, and 

turnaround (Bruno & Tyebjee, 1986; Pratt & Bokser, 1998; Ruhnka & Young, 1987). Angels tend to invest 

in earlier stages (i.e., seed and startup) when information asymmetry inhibits the securing of financing 

through other sources such as traditional lenders or venture capitalists (Mason & Harrison, 1995; 

Prowse, 1998; Wetzel, 1983; Wong, Bhatia & Freeman, 2009). In the seed stage, a person or company 

approaches an angel for funding for developing an idea or product. In the start-up stage, feasibility 

analysis of the idea or product is complete and a business plan is presented to the investor. Researchers 
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have extensively studied sequential stage developmental process for new business (e.g., Lewis & 

Churchill, 1983; Kimberly & Miles, 1980; Ruhnka & Young, 1987). Different stages of development have 

different levels of information asymmetry and different levels of risk (Bruno & Tyebjee, 1986; Gaibraith, 

1982; Pratt & Bokser, 1998; Ruhnka & Young, 1987). The perceived risk is highest in the seed stage, and 

decreases in later stages (Ruhnka & Young, 1987). Given investors’ loss aversion and its potential effect 

on decision-making, we propose earlier stages of firm development result in more time spent on due 

diligence and the following hypothesis, stated in the null form: 

H3: There is no relationship between stage of firm development and time spent on due 
diligence. 

 
These arguments lead to a general hypothesis, stated in the null form: 

H4: There is no relationship between behavioral factors and time spent on due diligence. 
 

Methodology 

 This study utilized the Angel Investor Performance Project (AIPP), the largest data set on 

accredited angel investors currently available. The AIPP consists of responses from 86 investor groups 

with 539 investors who made 3,097 investments from 1972 through 2007. The Ewing Marion Kauffman 

Foundation and the Angel Capital Education Foundation, with Willamette University and the University 

of Washington, initiated the research collected by Wiltbank and Boeker (2007). Wiltbank and Boeker 

(2007) address the possibility of non-response bias and their low response rate, finding little evidence 

for correlation of returns with reporting frequency. The survey included 83 questions, and table one 

provides the survey items applied in this study. 
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Table 1 – Variables and their descriptions 
Independent Variables 

Angel Investor Experience 
Years Investing Years that the angel investor has been investing 
Years Entrepreneur Years that the angel has been an entrepreneur 
Firms Founded Number of firms the angel founded 
Investments Total number of angel investments made 
Exits Total number of successful exits 
 
TMT Experience 
TMT Experience = 1 if entrepreneurs has founded or led other ventures, has earlier 

success, has large firm, tech, management, or sales & marketing 
experience, otherwise = 0 

Management Risk = 1 if angel assesses TMT inexperience as one of top three risks at the 
time of their investment, otherwise = 0 

 
Stage of Investment 
Seed Stage = 1 if venture was in seed stage at time of investment, otherwise = 0 
Startup Stage = 1 if venture was in startup stage at time of investment, otherwise = 0 
 
Demographics 
Age Angels’ age in years at time of investment 
Age (Log) Log of angel’s age 
Gender = 1 if male 
Education Level 1 if bachelors, =2 if masters, =3 if JD, =4 if Ph.D. 
  

Dependent Variable 
Due Diligence  Hours spent on due diligence prior to investment 

 
 

 On average, respondents had spent slightly over ten years investing, ranging from no experience 

to 49 years. Mean time spent as an entrepreneur was slightly over 15 years, ranging from zero to 50 

years. Mean number of firms founded was slightly below three, ranging from zero to 23 firms. The 

average respondent made close to 13 total investments, ranging from zero to 200 investments. The 

average for successful exits was approximately five, with a range from zero to 50 exits. In addition to 

these predictor variables, we also implement controls where appropriate. For example, respondents’ 

age ranged from 34 to 87, with a mean slightly above 62 years; because of the nature of the distribution, 

we utilized the log of age (Hair, Black, Babin & Anderson, 2019). Approximately 87% of the sample was 
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male. Nearly 55% of respondents had a Master’s degree, while 28% held a Bachelor’s degree, 10% a 

Ph.D., and 6% a JD. Finally, the number of angels co-investing into a project could also influence time 

spent on due diligence (Wong, Bhatia & Freeman, 2009). 

 Winsorizing places all outliers to a specified percentile of the data while retaining the ordering 

of the data and providing more robust estimators (Hair et. al, 2019). We applied winsorizing in the AIPP 

data. However, due to the presence of very few extreme outliers, only 2.5 percent of the ends are 

replaced. Nonetheless, winsorizing was particularly useful in analyzing the dependent variable (amount 

of time spent on due diligence). Of 277 responses, the hours of due diligence mean was 60.6 hours with 

a standard deviation of 317.7 hours. One angel investor reported 5,000 hours, and three reported 1,000 

hours. Because the data reflected a small sample of respondents with a large range of hours of due 

diligence, the winsorized version of the number of hours of due diligence was less sensitive to outliers, 

yet it still provided a reasonable estimate of central tendency. The mean hours of due diligence after 

winsorizing was 34.3, with a standard deviation of 48.8 hours. Listwise deletion was employed for 

missing data. Table two provides descriptive statistics for the continuous variables applied in this study, 

while table three provides descriptive statistics for the categorical variables.  

Table 2 – Descriptive Statics for Continuous Variables 
 N Mean SD Min. Max 
Due Diligence 277 60.625 317.696 0 5,000 
Due Diligence (Winsorized) 277 34.325 48.850 2 200 
Years Investing 814 10.484 9.381 0 49 
Years Entrepreneur 769 15.293 3.388 0 23 
Firms Founded 769 2.860 3.388 0 23 
Investments 885 12.954 16.143 0 200 
Exits 949 5.148 9.608 0 50 
Age 788 62.481 9.708 34 87 
Age (Log) 788 4.122 0.163 3.526 4.466 
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Table 3 – Descriptive Statistics for Categorical Variables 
 N % 
TMT Experience 
No 1,163 90.09 
Yes 128 9.91 
Total 1,291 100.00 
Seed Stage 
No 1,166 90.32 
Yes 125 9.68 
Total 1,291 100.00 
Startup Stage 
No 1,118 86.60 
Yes 173 13.40 
Total 1,291 100.00 
Gender 
Male 698 86.92 
Female 105 13.08 
Total 803 100.00 
Education 
Bachelors 213 28.44 
Masters 413 55.14 
JD 47 6.28 
Ph.D. 76 10.15 
Total 749 100.00 
Source: Group Screening 
No 188 35.40 
Yes 343 64.60 
Total 531 100.00 

 

 A potential problem using linear regression when analyzing rate data is that the linear 

regression model may specify an incorrect model for the relationship between predictors, the expected 

values of the counts, and the relationship between the expected values and variances of the counts. 

Thus, linear regression could lead to misleading inferences about the predictors (Aitchison, & Dunsmore, 

1980; Gardner, Mulvey & Shaw, 1995). Therefore, we applied Poisson regression in this analysis as it was 

beneficial in modeling count data with a Poisson distribution. Poisson regression predicts the degree of 

spread around a known average rate of time spent on due diligence. With the average amount of time 

spent on due diligence as the dependent variable, the Poisson distribution specifies how likely it was 

that the due diligence time would be any number of hours during one period of the observation. Stated 



FORRESTER, WILLIAMS, MANLEY, MARTINEZ, HAIR 

19 American Journal of Entrepreneurship 

differently, the Poisson regression predicts the degree of spread around the known average rate of time 

that angels spent on due diligence.  

Results 

 Tables 4 and 5 summarize the results of the Poisson regressions with time spent on due 

diligence as the dependent variable. To further enlighten knowledge obtained from this study, we 

included the controls discussed previously where appropriate.  
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Table 5 – Poisson regressions on due diligence including additional predictors 
Variable Model with  

Additional Variables 
Management 

Risk Source 

Age (Log) 
-1.14* 
(-1.92) 
[-39.54] 

-1.19* 
(-1.89) 

[-39.25] 

-0.97 
(1.53) 

Gender 0.02 
(0.08) 

0.17 
(0.54) 

-0.05 
(-0.19) 

Education -0.00 
(-0.04) 

-0.08 
(-0.69) 

-0.00 
(-0.04) 

Years Investing 0.00 
(0.20) 

0.04** 
(2.22) 
[1.35] 

0.03** 
(2.24) 
[1.11} 

Years Entrepreneur 
0.02* 
(1.81) 
[0.82] 

0.02 
(1.29) 

0.02 
(1.05) 

Firms Founded 
0.07*** 
(4.01) 
[2.39 

0.06*** 
(3.07) 
[2.05] 

0.05*** 
(3.16) 
[1.69] 

Investments -0.00 
(0.31) 

0.00 
(0.31) 

0.01 
(0.87) 

Exits 0.01 
(0.53) 

-0.02 
(-0.93) 

-0.03 
(-1.18) 

TMT Experience -0.07 
(-0.39) 

-0.34 
(-1.34) 

-0.26 
(-1.01) 

Management Risk  
-0.61** 
(2.43) 

[20.13] 
 

Seed Stage  
-0.67** 
(-2.57) 

[-22.18] 

-0.27 
(-1.10) 

Startup Stage  
-0.79*** 
(-2.93) 

[-26.04] 

-0.37 
(-1.51) 

Co-Investors -0.04 
(-1.47) 

-0.01 
(-0.25) 

(-0.01) 
(-0.34) 

Source: Group Screening   
-0.69** 
(-2.39) 
[22.08] 

Constant 7.77*** 
(3.24) 

8.00*** 
(3.13) 

4.73 
(1.27) 

Observations 193 135 164 
Pseudo R2 0.19 0.28 0.27 

Note: * = significant at the 0.10 level, ** = significant at the 0.05 level, *** = significant at the 
0.01 level. Robust z-statistics are in parentheses. AMEs (average marginal effects) are the 
discrete changes from the base levels and are displayed in brackets [ ] for statistically significant 
coefficients. 
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 In Table 4, six models are presented, first with all of the experience variables and then with each 

measure of experience independently. The pseudo R2 ranged from 0.03 to 0.18. In the first model, with 

all the experience variables and controls, angels’ age, years spent as an entrepreneur, firms founded, 

and number of successful exits are all statistically significant. A statistically significant change in time 

spent on due diligence was associated with angels’ age, years spent as an entrepreneur, number of firms 

founded, and number of successful exits.  

 The second model in Table 4 included only one predictor, years of investing experience. A 

statistically significant change in time spent on due diligence was associated with more years investing 

experience. For each additional year of investing experience, angels spent one additional hour on due 

diligence. 

 The third model considered years spent as an entrepreneur. A statistically significant change in 

time spent on due diligence was associated with angels’ age, gender, and more experience as an 

entrepreneur. For each additional year an angel has spent as an entrepreneur, he or she performed 

about 1.3 hours more due diligence. 

 The fourth model investigated the number of firms founded. Both the number of firms founded 

and gender were statistically significant. Each additional firm the angel had founded resulted in around 

2.3 additional hours of time spent on due diligence.  

 The fifth model focused on the total number of investments. Again, gender was significant, as 

was the number of investments made. Males spent more time on due diligence and made more 

investments than female angels.  

 The final model in Table 4 considered angels’ successful exits. A statistically significant change in 

due diligence was associated with gender, and more successful exits were related to more time spent on 

due diligence. For each additional successful exit, the angel spent about 1.4 additional hours on due 

diligence. 
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 Table 5 reports the results of three Poisson models utilizing angels’ demographics, experience, 

TMT experience, and number of co-investors. The pseudo R2 for the regressions were 0.19, 0.28 and 

0.27. Respondents’ age, years spent as an entrepreneur, and firms founded were all statistically 

significant. For each additional year as an entrepreneur, angels spent almost an additional hour on due 

diligence, and for each additional firm founded, the angel spent about 2 additional hours additional on 

due diligence. 

 Our first null hypothesis is rejected; there is a statistically significant relationship between angel 

experience and time spent in due diligence. However, as angels’ experience was positively (rather than 

negatively) associated with time spent on due diligence, the statistically significant relationships were in 

an unexpected direction. Our results suggest that angel investors’ experience – years investing, 

entrepreneurial experience, number of firms founded, total previous investments, and total exits – are 

related to increased time spent on due diligence.  

 Our second hypothesis is also rejected; there is a statistically significant relationship between 

TMT experience and time spent on due diligence. The second Poisson regression model focused on with 

the experience of the top management team (TMT) and the stage of the investment. As we proposed, 

when the TMT’s inexperience is perceived as a risk, angels spend more time in due diligence, generally 

about 20 additional hours.  

 Finally, our third null hypothesis is also rejected; there is a statistically significant relationship 

between stage of firm development and time spent on due diligence. From our models, when the 

investment is in the seed stage, angels perform about 22 hours less due diligence. Similarly, angels spent 

about 26 fewer hours on due diligence for firms in the startup stage. Therefore, our are findings are 

unexpected; earlier stages of firm development result in less time spent on due diligence. Our fourth 

null hypothesis is rejected; in general we found statistically significant relationships between behavioral 

factors and time spent on due diligence. 
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Discussion 

 Related to our unexpected findings of a positive relationship between angels’ prior experience 

and time spent on due diligence, these results are inconsistent with prior studies suggesting that 

entrepreneurs are more susceptible to cognitive biases than are non-entrepreneurs (Busenitz & Barney, 

1997). However, angel investors’ prior experience in addressing major problems may temper their 

assessment of personal knowledge, reducing their potential susceptibility to overconfidence bias. Angel 

investors with more entrepreneurial experience and more firms founded may have experienced 

negative results from prior investments lacking adequate due diligence, or the angel may have learned 

how to perform more in-depth due diligence over time. Alternately, more experience as an angel 

investor may heighten the perceived risk inherent in such early-stage investments, leading the angel to 

spend more – rather than less – time on due diligence.  

 Regarding our findings of a negative relationship between TMT experience and time spent on 

due diligence, our results are consistent with prior research indicating that TMT experience is important 

and that angel investors look for a record of previous success (Sudek, 2006; Van Osnabrugge & Robinson 

2000). Regarding our unexpected findings that angel investors spend less time spent on due diligence 

when considering firms in earlier stages of development, the reduced due diligence in early stages may 

result from having little financial data available to examine. Spending less time in due diligence in early 

development stages may also result from angels’ application of heuristics. Simple heuristics that require 

relatively little calculation effort – known as “fast and frugal” heuristics – and may be efficient if the 

decision environment is stable (Gigerenzer, 2004). However, such heuristics may not perform well in 

dynamic environments, such as early stage investments. In regard to our fourth proposal, we find that 

indeed there is a relationship between behavioral factors and time spent on due diligence. These 

findings enhance the importance of further research of behavioral factors affecting angel investor 

decisions. 
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Limitations 

This study has certain limitations that merit attention. First, the data set is cross-sectional, with 

a single set of respondents participating at one specific time point. Although cross-sectional data allow 

for examination of relationships between measures, they thwart determination of causality. The R-

squared values are low, indicating that there is much unexplained variance. However, the significant 

coefficients on some independent variables indicate their meaningful influence on the decisions of angel 

investors. 

Contributions 

 Behavioral finance theory challenges expected utility theory. Within behavioral finance theory, 

social, cognitive, and emotional factors are considered to influence individual decisions of investors and 

provide biases. Essentially, behavioral finance theory combines behavioral and cognitive theories of 

psychology with conventional economics and finance in order to help explain investor decisions (Ackert 

& Deaves, 2009; Ritter, 2003; Shiller, 2003). Previous study results suggest that individual investors are 

influenced by biases and heuristics. In this study we sought to explore the potential behavioral factors 

that affect angel investment decisions regarding time spent on due diligence. 
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