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Abstract 

Business angels (BA) provide financial support, expertise, networks, and mentorship, that strengthen the 

entrepreneurial ecosystem in any country. Thus, identifying the determinants of the angles’ investments is crucial, 

particularly in the context of a developing country such as Sri Lanka. This study aims at examining the said 

phenomenon as this is an area not adequately explored in previous studies, particularly in the Sri Lankan context.  

Consequently, the study examines as to why startups in Sri Lanka fail to attract business angels. This qualitative 

research study adopts the inductive approach in gaining in-depth knowledge on the area of focus. Thematic 

analysis used in analyzing the data gathered through in-depth interviews with 10 angel investors and 10 startups 

in the Colombo district. The findings from the perspective of BAs reveal that the crucial factors influencing the 

investment decisions of BAs in Sri Lanka are the founder's background, the working team, and financial 

considerations. Conversely, from the viewpoint of startups, the critical factors include BAs’ experience, networks 

and connections, and mentorship and guidance. Further, limited angel investor ecosystem and risk aversion are 

the other key factors that prevent startups from attracting BAs. While enhancing the understanding of regional 

entrepreneurial dynamics and investment patterns, the findings of this study offer valuable insights for startups to 

better align their strategies with investor expectations, thus improving their financial prospects. This in turn would 

facilitate the growth of the angel investment ecosystem in Sri Lanka. The findings of the study, importantly the 

findings in relation to the unique potential and challenges associated with angel investing in Sri Lanka, could be 

productively used by the policymakers and regulatory bodies in formulating favorable regulations, tax breaks, and 

investor protection measures. This paper provides vital suggestions that could help Sri Lankan businesses in 

attracting more angel investment. 

Keywords: Angel investing, entrepreneurship, resource-based theory, thematic analysis 

INTRODUCTION  

The term "angel" was coined by William Wetzel in 1978 to describe investors who fund private 

businesses, usually as debt or equity, using their own money (Shane, 2009). Business angels, 

often high-net-worth individuals, provide not only financial support but also expertise, 

networks, and mentorship, crucial for early-stage business growth. Their investments improve 

startup performance and increase chances of attracting future capital, strengthening the 

entrepreneurial ecosystem. They offer both financial and non-financial benefits. Understanding 

the factors influencing angel investment decisions is essential for entrepreneurs seeking 

funding and policymakers aiming to create a supportive ecosystem for entrepreneurship. 

Angels invest at critical stages, bridging the gap from friends and family funding.  

Few studies have examined factors affecting business angel investment. While some research 

exists, there's a lack of studies specifically focusing on Sri Lanka. This gap is significant as 

regional differences in culture, economy, and regulation can greatly impact angel investment 

dynamics. Detailed studies are needed to identify key determinants and understand the local 

entrepreneurial ecosystem. 

This study has adopted the Resource-Based View (RBV) as its foundational framework which 

is a theoretical framework applied to angel investing, emphasizing the evaluation of startups 

based on their unique resources and capabilities. In the context of angel investing, the RBV 

suggests that startups with valuable, rare, and difficult-to-imitate resources are more likely to 

mailto:malshaedrisinghe583@gmail.com


ISSN 2827-7570-2 ©THE OPEN UNIVERSITY OF SRI LANKA |192 

 

 

Proceedings of 3rd International Conference on Management and Entrepreneurship (ICOME 2024) 

attract investments. Angels evaluate the strategic potential of these resources, including 

innovation, and talented teams, to identify ventures capable of achieving sustainable 

competitive advantage and long-term success (Barney, 1991).  

Lack of venture capital is one of the main risks that Early staged startups confront in Sri Lanka. 

A study's objective is to provide an answer to a research question. 

In order to address the research gap previously mentioned, this study poses two questions: 

1. What are the Startup-related, BA related determinants affecting BAs’ investment in Sri  

Lanka? 

2. Why Sri Lankan Startups fail to attract Business Angels? 

The present study makes two unique contributions: contribution to knowledge and contribution 

to practice. The study investigates angel investment in Sri Lanka, identifies the variables that 

influence it and advances academic knowledge. By analyzing startup and business angel 

perspectives, it helps identify and align understanding gaps and deficiencies. Startups can 

secure funding by understanding angel investment drivers. The study fostered Sri Lankan angel 

investment growth and bridges gaps, encouraging more angel investors. 

This study is structured into four main sections: a literature review encompassing both 

theoretical and empirical perspectives from earlier studies, a methodology section detailing 

data collection and analytical methods employed, a findings and discussion section providing 

an in-depth analysis of the factors influencing angel investment in Sri Lanka, and a conclusion 

summarizing the research outcomes. 

LITERATURE REVIEW 

This literature review aims to investigate prior studies to understand how variables interact 

within a specific topic area. Angel investors fund startups with unique, valuable, and hard-to-

copy resources, aligning with the Resource-Based View (RBV). Startups’ ability to adapt and 

resource differences attract investment. Networks and social capital enhance RBV’s relevance, 

refining its use in understanding angel investment decisions in dynamic environments. 

(Dushnitsky, 2009).  The following review involves analyzing past empirical studies to assess 

how they addressed the research problem using data collection and analysis methods.  

Angel investment 

Business Angels (BAs), high-net-worth individuals, crucially bridge the funding gap for early-

stage ventures, offering not only financial support but also industry expertise and networks 

(Mason, 2008). They establish associations in order to optimize investments, lower transaction 

costs, and reach a wider regional and global audience (Paul, 2010). Despite limited data, BAs' 

significance in capital provision is significant (Mason, 2016). Initially termed by Wetzel 

(1981), BAs invest money and skills in unrelated startups, playing a vital role in their launch 

by providing funding, knowledge, and connections (Politis, 2008). Understanding factors 

influencing their decisions contributes to the literature on angel investment dynamics. 

Angel investment in Sri Lanka 

Many would-be entrepreneurs never get the chance to launch their businesses due to a lack of 

angel investor networks, which pool money and invest in small business ventures (Marambe, 

2016). The Lankan Angel Network (LAN) stands out in Sri Lanka's startup ecosystem by 
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bridging the financing gap for early-stage ventures. Founded in 2012, LAN boasts an Angel 

Fund valued at Rs. 100 million, supported by 100 professionals and business owners. With over 

75 active members, LAN provides not just financial backing but also crucial mentorship to 

startups, aiding around 20 firms directly and 25-50 entrepreneurs indirectly. LAN's dual role 

as both charitable supporter and profit-seeking investor creates a balanced approach, 

significantly impacting Sri Lanka's startup scene, fostering innovation, job creation, and 

economic growth.  

Startups in Sri Lanka 

The 2019 SLASSCOM (Sri Lanka Association for Software and Services Companies) survey 

shows that 33% of founders are aged 25-29, up from 16% in 2016, indicating a shift towards 

older, more experienced founders. Founders are highly educated, with 73% holding at least a 

bachelor’s degree. Significantly, 40% have backgrounds in computer science, while 31% 

specialize in business management, highlighting a blend of technical and commercial skills. 

Gender diversity is improving, with women making up 13% of founders in 2019, compared to 

4% in 2016. Colombo sees a 60:40 male-to-female ratio, while outside Colombo, it is 40:60. 

Financially, 51% of startups rely on internal cash flow for expansion, 19% on family funding, 

and 12% on angel investors, with minimal expectations for bank funding (8%) or venture 

capital (4%). This data underscores a trend towards self-sustained growth and a maturing 

startup ecosystem in Sri Lanka. (The Sri Lanka Association of Software and Service 

Companies, 2019) 

Startup-Related Determinants Affecting BAs’ Investment Decisions  

Some studies indicated that the startup founder is key for BAs. Trustworthiness and 

commitment are crucial qualities influencing their investment decisions. The management team 

is the key factor influencing investors' decisions to invest in startups (Dat, 2021). The potential 

returns and associated risks are two financial factors that influence BAs' decisions to invest in 

startups (Scheela et al, 2018). Angel investors considered how easily a product can be changed, 

its sales potential, and its market status as key factors in their decision-making (Jeffrey et al, 

2016). The exit strategy influences BAs' decisions to invest (Wang, 2020). Investors prefer 

startups where they can also contribute their skills, experience, and networks, ensuring strong 

alignment with founders (Nguyen Thi Kim Anh, 2023)  

BAs-Related Determinants Affecting BAs’ Investment Decisions 

Angel investors' decisions to invest in startups are influenced by various factors such as their 

experience, investment objectives, and preferences. Experienced investors often focus on 

industries aligned with their expertise to capitalize on promising opportunities (Baron, 2002). 

Additionally, the alignment of investors' goals with investment opportunities plays a crucial 

role, as they seek businesses that match their strategic objectives and risk tolerance (Fried, 

1994). Personal preferences, satisfaction with founders' qualities, and enthusiasm for specific 

projects also influence investment decisions (Morrissette, 2007). Collective decision-making 

among angel groups is emerging as a trend, affecting investment outcomes (Mason, 2016). 

Despite the billions of dollars invested annually, variations in due diligence practices challenge 

traditional financial theory, highlighting behavioral factors (Ackert, 2009). Behavioral finance 

explores how psychological factors affect investor decisions, emphasizing deviations from 

rational choices. Understanding factors like investors' experience, top management team 
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qualities, and company stage of development can shed light on their due diligence processes 

(Fama, 1998). 

RESEARCH METHODOLOGY 

This study employed a qualitative research approach, utilizing semi-structured interviews to 

examine the experiences of startups and BAs. By engaging interactively with participants, this 

approach aims to understand the cultural influences and personal narratives shaping the 

entrepreneurial journey, contributing to a comprehensive understanding of the subject. This 

study adopted a social constructivism paradigm, emphasizing that reality is socially constructed 

(Collis J. H., 2009). Research logic can be either inductive or deductive. This study used an 

inductive approach, deriving general themes from specific cases, prioritizing hypothesis 

generation (Tracy, 2012).  

The research population comprises startups seeking angel investment and business angels in 

Sri Lanka. The sampling strategy has involved in-depth interviews with 20 participants, 

including 10 Business Angels and 10 startup owners in Colombo district, using a Purposive 

Sampling Approach (Taherdoost, 2016). This approach allows for a diverse range of 

perspectives, enhancing the understanding of factors influencing angel investing in the Sri 

Lankan context. Primary data for this study was collected through semi-structured interviews 

with Business Angels and startups, focusing on personal and business information. The 

interviews, lasting 45-60 minutes, were conducted in English or Sinhala, audio-recorded, and 

later translated into English. The 27 to 65-year-old BAs had a range of educational 

backgrounds, and four of them were women, which made a significant contribution to gender 

diversity. Their discussions were enhanced by their direct industry engagement and knowledge 

in fields such as IT and agribusiness and they represent a well-educated, global group. Many 

of them have studied abroad. 

Table 1. Interviewed Business Angel Profile 

No: Age Male / 

Female  

Educational 

Level 

Educated 

in Sri 

Lanka/ 

foreign 

country 

Field of 

Education 

BA 1 27 Female Bachelor Sri Lanka IT 

BA 2 32 Female Bachelor 

and reading 

for Master  

Sri Lanka Agriculture 

BA 3 38 Female Master UK MBA 

BA 4 29 Female Bachelor Sri Lanka IT 

BA 5 51 Male Master Australia MBA 

BA 6 48 Male College Sri Lanka - 

BA 7 57 Male Bachelor Sri Lanka Finance 

BA 8 41 Male Bachelor Sri Lanka IT 
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BA 9 65 Male Master UK MBA 

BA 10 54 Male Master Australia MBA 

Source: Author – Directed Interviews 

Table 2. Interviewed Startup profile 

No: Age Male / 

Female 

Educational 

Level 

Educated 

in Sri 

Lanka/ 

foreign 

country 

Field of 

Education 

Startup 1 25 Female Bachelor Sri Lanka IT 

Startup 2 27 Male Bachelor Sri Lanka Entrepreneurship  

Startup 3 30 Female Master UK MBA 

 Startup 4 32 Female Bachelor Sri Lanka Finance  

Startup 5 51 Male Master Australia MBA 

Startup 6 40 Male Master United 

Status 

MBA 

Startup 7 51 Male Bachelor Sri Lanka Finance 

Startup 8  39 Male Bachelor Sri Lanka IT 

Startup 9 47 Male Master UK MBA 

Startup 10 59 Male Master Australia MBA 

Source: Author – Directed Interviews 

In order to analyze the data, the thematic method can be used. Thematic analysis, known for 

its flexibility and ability to reveal various participant perspectives, was applied to analyze 

qualitative data (Victoria Clarke, 2016). Thematic analysis involved coding data into first-order 

themes (initial factors affecting investment) and then grouping these into second-order themes 

(broader theoretical concepts). The process included listening to audio recordings multiple 

times for accuracy, particularly for responses in Sinhala and English. Data were then classified 

into units, coded, and organized into themes through iterative analysis. Participants were 

assured of their right to withdraw, and I pledged not to mention names in the final report, 

prioritizing their dignity and well-being. Participants were assured of confidentiality and given 

the option to withdraw or decline to answer any questions, ensuring ethical considerations were 

upheld (Saunders et al., 2019). 

 

2. FINDINGS  

The results that emerged from the thematic analysis structured from the two research questions 

are discussed below. 
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Table 3. Summary of Findings 

Question 

No. 

 

Questions 

 

Factors/Themes 

 

1. 

 

What are the Startup-related, 

BA-related factors determining 

BAs’ investment in Sri Lanka?  

 

 

Startup related  

1. Owner of startup 

2. Management team startup 

3. Financial issues of startup 

 

BA-related 

1. Experience 

2. Networks and connections 

3. Mentorship & guidance 

 

2. 

 

Why Sri Lankan Startups fail to 

attract Business Angels? 

 

1. Limited Angel Investor 

Ecosystem 

2. Risk Aversion 

 

Source: In-depth interviews and literature review 

 

What are the Startup- related, BA related Determinants Affecting Angel Investment in 

Sri Lanka? 

Startup- related determinants 

1) Owner of the startup 

In a survey of startups and business angels (BAs) in Sri Lanka, all participants agreed that the 

founder plays a pivotal role in attracting angel investment. Angel investors in Sri Lanka 

prioritize specific attributes in founders, such as passion, ambition, enthusiasm, and 

knowledge. All 10 BAs surveyed emphasized that while a startup team need not be perfect, 

having an exceptional founder with strong sales skills is crucial. Additionally, a clear and 

compelling vision for the startup's future is important for setting goals and attracting investors 

and talent.  

“Even if the business is in a bad stage, I prefer the founders who have a great vision to develop 

their business up to a greater extent and he or she should be able to adapt to the changes in 

the market. A strong founder, however, sets the tone and direction for the startup and plays a 

critical role in its ultimate success.” (BA 1) 
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2) Management team startup 

In the survey of business angels (BAs) in Sri Lanka, 9 out of 10 indicated that, in addition to 

the founders, the management team significantly influences investment decisions. While one 

BA prioritizes only the founders, most emphasize that the team's ability to execute, adapt, 

manage operations, and make strategic decisions is crucial for a startup's long-term success. 

Startups also recognized that angel investors seek not just innovative ideas but a team capable 

of executing those ideas effectively.  

“An enthusiastic and passionate founder is essential for a startup, but its success depends on 

the ability of the management team to execute it effectively. Investing in startups is not just 

about capital; it's about mentorship, guidance, and backing the right people. I'm looking for a 

management team that has the passion and competence to build something remarkable.” (BA 

1) 

3)Financial issues of startup 

8 out of 10 business angels (BAs) agreed that a startup's financial plan is a crucial factor in 

their investment decisions. It serves as a blueprint outlining the startup's financial strategy, 

projections, and resource allocation. Importantly, it provides investors with a clear picture of 

the startup's ability to generate revenue, manage expenses, and achieve profitability, especially 

during the early stages when revenue may be limited. 

"I always want to know how a startup plans to manage its finances because a clear financial 

plan is evidence that they've thought through the financial side of their business thoroughly." 

(BA 8) 

BA related determinants  

1) Experience 

Investor experience is crucial in angel investing, as BAs prioritize industries where they have 

prior knowledge and expertise. Startups seek BAs with industry-specific experience because 

they provide financial support, insights, expertise, and valuable contacts. BAs significantly 

boost startup growth and development through their extensive industry knowledge. 

"Having an angel investor who knows our industry inside out is like having a guiding light. 

They bring more than just funds; they bring invaluable insights and connections. We actively 

sought out angel investors who had a deep understanding of our field. Their expertise has been 

a game-changer in our growth journey." (Startup 3) 

 

2) Networks and connections 

Startups value BAs' networks for access to potential customers, partners, and investors, crucial 

for growth. BAs use their connections to find promising startups early, offer mentorship, and 

facilitate introductions to key industry players. BAs connect startups with their extensive 

networks, providing funding, advice, and collaborations.  

"When our BA introduced us to their network, our journey as a startup was transformed. The 

connections we made opened doors we had no idea existed.” (Startup 10) 
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3) Mentorship & guidance 

Angel investors provide mentorship and guidance due to their business experience, vested 

interest in startup success, and extensive networks. Their mentorship helps startups avoid 

pitfalls, make informed decisions, and grow effectively. Startups value such investors for their 

strategic guidance and support, which is crucial for navigating challenges and achieving 

success, aligning with investors' goals for a positive return. 

“The insights and connections that BAs bring to the table are priceless assets for us, 

accelerating our growth and success. We receive the wise counsel and direction from BAs to 

transform our ideas into successful, long-lasting companies.” (Startup 8) 

Why Sri Lankan Startups fail to attract Business Angels? 

1. Limited Angel Investor Ecosystem in Sri Lanka 

The small pool of active business angels in Sri Lanka poses significant challenges for startups. 

Entrepreneurs face increased competition for limited funding, making it harder to secure the 

necessary capital for growth. This competition often favors those with established networks. 

Additionally, the lack of diversity in the investor base can concentrate capital in specific 

industries, disadvantaging innovative startups in niche markets or emerging fields. This 

concentration hinders the development of a diverse startup ecosystem encompassing various 

sectors and technological advancements, impeding overall entrepreneurial growth in the nation. 

"Sri Lanka has tremendous entrepreneurial talent, and I'd love to see more investors join the 

ecosystem to help these startups grow." (BA 1) 

"We have some fantastic ideas and a passionate team, but the lack of available angel investors 

makes it incredibly challenging to bring our innovations to life." (Startup 8) 

 

Risk Aversion 

Despite their willingness to take risks, angel investors may hesitate to fund startups due to 

concerns about the business climate, economic stability, and political issues. Consequently, 

risk-averse investors prefer safer investments like real estate or established businesses. Such 

selectiveness can limit the funding available for early-stage companies, impacting their growth 

prospects. 

"As a startup founder, I believe in calculated risks, but it can be challenging to persuade risk-

averse investors that we're a worthy investment." (Startup 2) 

"I'm open to supporting innovative ideas, but startups need to convince me that they have a 

plan in place to mitigate risks and achieve their goals."(BA 4) 

 

DISCUSSION AND IMPLICATIONS 

In this section the findings are compared with the literature review and point out the 

determinants of Angel Investment under the two main research questions. 

What are the Startup- related, BA related Determinants Affecting Angel Investment in 

Sri Lanka? 
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Startup- related determinants  

Investors favor startups where they can leverage their skills, experience, and networks, 

ensuring a strong partnership with the founders (Nguyen Thi Kim Anh, 2023). Angel investors 

prioritize the lead entrepreneur's trustworthiness and commitment when assessing investments, 

valuing passion and enthusiasm over education level. RBV highlights how strategic 

management of valuable, unique, and hard-to-imitate resources fosters entrepreneurial success 

(Borchert, 2010). In Sri Lanka, BAs emphasize experience, skills, work ethic, adaptability, 

creativity, and team-building abilities in their investment decisions. 

Investors primarily base their decisions to invest in startups on the strength of the management 

team. (Dat, 2021). Top management team experience (TMT) and company success are 

inseparably linked (Donald C. Hambrick, 1984). Angel investors need to assess not only the 

TMT's experience but also their ability to guide the young business through upcoming strategic 

obstacles. 

BAs' investment decisions in startups are influenced by potential returns and the risks involved 

(Scheela et al, 2018). Financial stability supports entrepreneurial initiatives, aligning with the 

RBV framework and sustaining competitive advantage. Additionally, BAs consider the 

presence of sizable loans as part of their investment evaluation process, indicating a focus on 

financial health and risk management. 

BA related determinants 

BAs' investment decisions also depend on their own characteristics, including experience, due 

diligence, and cultural fit (Zinecker et al, 2022). This study showed that previous business 

ownership experience aids in assessing potential investments and supporting funded 

companies. 

Networking facilitates partnerships, teamwork, aiding distribution, expansion, and market 

position. This is a new factor that both BAs and Startups mentioned as a main determinant of 

angel investment. 

When I asked the interviewees about key factors affecting angel investment, both Startups and 

BAs identified this as a new factor that influences angel investment decisions. Angel investors' 

mentorship benefits startups by sharing knowledge, offering skills, strategic direction, and 

support in overcoming challenges. 

Why Sri Lankan Startups fail to attract Business Angels? 

As per the BAs and Startups, one of the primary challenges for startups can be the limited 

number of active business angels in Sri Lanka. The startup ecosystem may not have fully 

matured to the point where there are many experienced investors looking to fund early-stage 

companies. 

Angel investors are often willing to take on higher risks, but in some cases, there may be a 

general aversion to investing in startups due to concerns about the uncertain business 

environment, economic stability, and political factors. 

This study explores factors influencing Business Angels' (BAs) investment decisions in Sri 

Lanka through interviews with ten startups and ten BAs. Key determinants include the quality 

of founders and teams, startup financial strength, BAs' experience, networks, connections, and 
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mentorship. Challenges in attracting BAs include the limited number of angel investors and 

their general risk aversion. 

This study can guide policymakers in creating supportive regulations for angel investing in Sri 

Lanka, highlight the need for education programs, encourage networking platforms, and help 

startups align with investor preferences. Promoting angel investment in Sri Lanka through 

awareness campaigns, educational workshops, TV programs, and reality shows can drive 

entrepreneurship and economic growth. Establishing angel investor networks, encouraging 

transparency, offering government incentives, and fostering international partnerships will 

create a supportive environment for startups and investors.  

The study was limited to the Colombo district. Analysis is further limited by a lack of data and 

difficulties obtaining confidential information, which affects the overall depth and precision of 

conclusions. Future research can explore factors influencing successful angel investments in 

Sri Lanka, including industry, business model, and growth potential. Examining gender and 

diversity impacts, comparing with global best practices, and assessing the economic 

contributions of angel investments such as job creation and GDP growth will provide valuable 

insights. 
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